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THe  CEO,  ThE  tOADY 

and   the  sycophant.  They  stood  around  the 

table  staring  at  a  copy  of  The  Wall  Street  Journal  as  if  it  emanated  a  fetid  smell  of  sulfur. 
What  happened?  The  CEO  asked,  pointing  to  the  newspaper.  We  should  be  featured  in 
that  article.  We're  the  leaders.  I'm  sick  to  my  stomach  from  reading  about  them.  Now  they 
beat  us  on  another  proposal.  A  silence  followed,  deafening  the  darkened  conference  room 
except  for  the  white  noise  of  stale  air  circulating.  How  did  they  ^  I  find  the  right 
people  to  pull  it  together  so  quickly|?  Their  designers  are  in  San  Diego.  The  finance 
group's  in  New  York.  Manufacturing's  in  Malaysia.  Look  people,  we've  got  to  get  our  teams 
to  2|collaborate  better,  faster|.  As  Pogo  said,  1  have  seen  the  enemy  and  he  is  us.  Is  it  their 
network?  Their  systems?  We  just  don't  have  the  -^|advanced  technology;;,  the  Product 
Manager  said.  Well,  get  the  people.  Get  the  '*|tools|.  And  get  it  done.  The  sycophant's 
eyes  brightened.  He  raised  his  nose  slightly,  as  if  he  smelled  blood,  opportunity  or  both. 
I  think  you're  absolutely  right,  sir,  he  said,  I've  felt  this  way  for  at  least  six  months  now. 
THE  ^1  BEST  PARTS     OF  HIS  COMPETITOR'S  DAY  WERE  MADE  POSSIBLE  BY  LOTUS. 

'lotus  Notes^  global  intranet  developed  by  Lotus  Consulting.  ^The  new  Lotus  Sametime'"  server.  '^Notes  resource  application  developed  by 
Lotus  Business  Partner.  ^Call  a  Lotus  Business  Partner,  yesterday,  ^www.lotus.com/worktheweb 


Lotus. 


All  IBM  Company 


«  ol  lolus  Oe«elipiii«nl  Corp,  IBM  is  a  regisleied  Iiaflemart  o!  Inietnstional  Business  Machines  Coip.  All  other  ptoduci  names  are  tegisieied  iiademarlis  ol  Iheif  lespeiine  companies 
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millions  of  news  items  analyzed 
and  targeted  to  your  precise 
needs.  From  tine  world's  leading 
source  of  financial  news  and 
information,  www.reuters.com 
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offering  a  dizzying  array  of  information. 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
PRODUCT  PEEK 

WILL  HFsZORRO 
LEAVE  ITS  MARK? 

IN  SEPTF:MBEF{,  Tf:CHNOPHILES 

will  see  the  results  of  one  of 
Hewlett-Packard's  boldest  ef- 
forts yet  when  it  introduces 
an  easy-to-use  handheld  scan- 
ner, code-named  Zoiro,  that 
scans  documents  with  the 
wave  of  an  arm. 

This  little  technical 
mai'vel,  business  week 
has  learned,  will  cost 
under  $1,000.   It  will 
boast  the  ability  to  store 
up  to  50  images,  which  can 
be  downloaded,  says  an  in- 
dustry consultant.  While 
current  scanners  reciuire 
users  to  adhere  to  strict  mles 
to  get  a  clear  image,  a  spe- 
cial HP  chip  and  slick  softwai'e 
algorithms  let  Zorro  take 
75,000  pictures  per  second. 
That  way,  the  device  can  off- 
set the  effects  of  random  aim 
movements. 


The  unit  will  also  likely  fea- 
ture Hewlett-Packai'd's  Jet- 
Send  software,  so  documents 
can  be  sent  to  compatible 
printers  and  other  gizmos, 
rather  than  only  to  a  PC  That 
way,  for  instance,  a  teacher 
could  scan  homework  assign- 
ments and  print  them  out 
without  logging  on  to  a 
computer. 

In  the  fu- 
ture, HP  may 


follow  Zorro  with  a  wireless 
version,  so  users  could  zip 
articles  to  friends  right  fi'om 
their  living  rooms,  and  even 
a  small  printer,  which  could 
print  as  it  moved  across  the 
page,  says  hp  Labs  cliief  Joel 
Birnbaum.     Peter  Burrows 


AFTERLIVES 

THE  WATCH  ISN'T 
REALLY  GOLD,  EITHER 

year  after  year,  SEAGATE 

technology  basked  in  the 
glow  of  its  quii'ky  founder,  Al 
Shugart,  who  ran  the  disk- 
drive  company  and  once  ran 
his  dog,  Ernest,  for  Congress. 
But  in  July,  Seagate  fired 
Shugart,  he  says,  amidst 
an  industry  downturn.  ^■^ 
And  his  severance 
package  is  not  going 
to  trigger  much  envy 
among  the  conspicu-  , 
ously  wealthy  of  Sili- 
con Valley. 

Shugart  will  get  his 
$750,000    salary  for 
three  years,  says  Sea- 
gate's proxy.  But  the 
company  gives  him  only 
three  years  to  exercise 
his  remaining  stock  op- 

SHUGART:  "Life  goes  on" 

6  BUSINESS  WEEK 


tions,  rather  than  the  full 
amount  of  time  remaining  on 
them.  One  plum,  however: 
Shugart  kept  145,000  shares 
of  restricted  stock — worth 
about  $3.6  million — that  Sea- 
gate likely  could  have  held 
on  to,  says  Graef  Ciystal,  a 
comp  expert.  Overall,  Crys- 
tal describes  the  package  as 
"pretty  conservative."  Sea- 
gate declined  comment. 

Life     after  Seagate? 
■  Shugart  is  mulling  a  retiuTi 
to  some  type  of  high-tech 
business.  And  he  is  ex- 
pected   to   join  the 
board     of  Cypress 
Semiconductor.  He  is 
also     working  with 
Michael  Ovitz  to  bring 
back  an  nfl  team  to 
Los  Angeles.  Says 
I  Shugart     of  his 
:  I  Ulster:  "Life  goes 
■  nn.  I'm  not  going  to 
crawl  into  a  cave  or 
anything." 

Peter  Burrows 


TALK  SHOW  itOur  responsibility,  we  believe,  is  to  give  fo| 
the  widest  possible  array  of  payment  options.'' 

— Steve  Holden,  national  electronic  program  director  at  the  IRS 
which  will  begin  accepting  credit  card  payments  next  year 


BANK  NOTES 

SIDELINING  SANDY 
FOR  A  WHILE? 

IT  HAS  BEEN  ALMOST  THREE 

decades  since  Sandy  Robert- 
son launched  his  high-tech 
investment  bank 
Robertson,  Stephens 
&  Co.  Now  that  its 
corporate  parent, 
BankAmerica,  is  set 
to  sell  the  unit  to 
BankBoston,  the  67- 
yeai-old  industiy  vet- 
eran wants  to  start 
another  fii-m. 

There's  just  one 
hitch.  And  it  could 
turn  out  to  be  a  costly  one 
for  BankAmerica.  A  condition 
of  the  $800  million  sale,  ex- 
pected to  close  on  Sept.  1,  is 
that  Robertson  won't  work 
in  investment  banking  for  at 
least   a  year.   A  banking 


ROBERTSON: 

$75  million? 


soui'ce  says  that  if  Roberti 
violates  the  noncomp^ 
agreement,  BankAmerj 
would  have  to  pay  a  pen 
to  BankBoston,  possibly 
excess  of  $75  million. 

Both     Robertson  ai 
BankAmerica  decline  co 
ment.  But  the  d 
pute,  say  sources,  Y 
been  particularly  i 
comfortable  for  Bar 
America  Chief  Exe 
utive  David  Coult 
a  longtime  friend 
Robertson.   So  tl 
two  men,  with  the 
lawyers,  have  be( 
working    hard  | 
reach  a  solution.  Ai  i 
one  source  says  they  ai'e 
nally  close  to  a  deal  th;  i 
would  pay  Robertson  sever 
million  dollars — but  wou 
also  keep  him  out  of  t\\ 
banking  business  for  at  lea: 
a  year.      Linda  Himelste'*-''- 


THE  DEAL  MILL 


WELCOME  TO  THE  VIRTUAL  IVY  LEAGUE 


THE  NATION'S  TOP  BUSINESS 

schools  have  long  scoffed  at 
the  idea  that  they  could  teach 
capitalism's  secrets  without  a 
live,  pipe-smoking  professor 
in  front  of  the  class.  No 
longer.  Instead  of  denigrat- 
ing companies  that  offer  In- 
ternet-based eom'ses,  elite  in- 
stitutions such  as  Harvard 
business  school  are  investing 
in  them. 

The  object  of  Hai"vai-d's  de- 
sire is  two-year-old  Pensare 
Inc.,  a  Los  Altos  (Calif.)  start- 
up that  will  develop  online 
business  courses  with  the 
school's  publishing  arm.  Pen- 
sare is  also  working  with  the 
Wliaiton  School  on  executive 
education  courses.  Pensare 
CEO  Doug  Donzelli  says  he 
would  eventually  like  to  offer 
an  online  MBA  to  corporate 
employees.  Harvard  Business 
School  Publishing  is  so  im- 
pressed that,  for  the  fii^st  time, 
it  has  chosen  to  receive  stock 
options  as  paitial  jjayment.  It 
hopes  to  cash  in  if  Pensare,  a 


business  education  software 
firm,  goes  public. 

Pensare's  teclinology  is  also 
part  of  Wharton's  first  dis- 
tance-learning com-se,  "Build 
ing  a  Business  Case,"  whicl 
starts  Sept.  10.  Why  pick 
tiny  startup  over  better-fund- 
ed rivals  such  as  Michael 
Milken's  Knowledge  Uni 
verse?  Wliaiton  believes  Pe: 
sare's  user-friendly  approach 
makes  online  learning  excit- 
ing. It's  not  just  tweedy  in- 
the-flesh  profs  who  can  be 
dull.         Jennifer  Reingold 


u- 

lei 
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The  financial  markets  move 
at  a  dizzying  pace.  Now  you 
can  keep  up,  witli  the  new 


U.S.  Robotics"  y.go  56K* 
standard  modem.  It  con- 
nects up  to  80%  faster 
than  other  28.8  modems, 
giving  you  quicker  access 
to  quotes,  charts  and  reports 
than  ever  before.  And  it's 
compatible  with  nine  of  the 
top  ten  Internet  providers 
and  over  1,400  more  around 
the  globe.  No  wonder  U.S. 
Robotics  is  the  world's  best 
selling  modem.  To  learn 
how  you  can  capitalize  on 
more  of  the  action,  contact  a 
U.S.  Robotics  reseller  or  visit 
www.3com.com/56kcentral. 
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PRODUCT  PEEK 

T-REX  IS 
FOR  KIDS 


WHAT  S    FOR  BREAKFAST, 

Mom?  How  'bout  a  nice  hot 
bowl  of  reconstituted  di- 
nosaurs? No,  they 
are  not  a  spin- 
off from  some 
Steven  Spielberg 
opus.  Courtesy 
of  Quaker  Oats, 
these  (linos  are 
ingredients  in  a 
new  cereal:  Di- 
nosaur Eggs  In- 
stant Oatmeal. 

O.K.,  so  it's  not 
made  with  real 
dino  eggs.  But  al- 
though parents  JURASSIC 
may  gag  at  the 
idea,  Quaker  is  betting  kids 
will  get  a  Idck  out  of  seeing  a 
sugai-y  T-rex  "hatch"  during 
breakfast.  Just  add  hot  water, 
and  "eggs"  in  the  brown  sug- 
ar oatmeal  will  melt  away  to 
reveal  tiny  edible  dinos.  Says 


Brace  Poole,  business  direc- 
tor for  Quaker  Oatmeal,  "we 
hope  this  strengthens  the 
presence  of  fim  in  the  bowl." 

This  isn't  the  fii'st  time  a 
company  has  sought  to  make 
a  cereal  lulling  thi'ough  oat- 
meal transfigiu-ation.  In  1991, 
General  Mills 
tried — and  then 
withdrew — Under 
Cover  Bears,  an 
instant  oatmeal 
that  yielded  can- 
dylike little  bears. 
Marketing  expert 
George  Carey  of 
Just  Kid  Inc. 
warns  Dino  Eggs 
may  face  a  simi- 
lar fate:  "The  in- 
teractive play  val- 
ue of  the  cereal 
can  get  old  pret- 
ty quickly."  So  Quaker  is  al- 
ready developing  new  ways 
to  hatch  the  "eggs"  and  new 
breeds  of  hatchlings.  "Our 
challenge  will  be  to  keep  it 
new,"  Poole  says.  Or  face 
extinction.     Ellen  Neiiborne 


Di)iu  fun 


GREEN  WATCH 


THE  DAYS  OF  SWINE  AND  ROSES 


LIVING   NEAR   A  PIGSTY 

is  tough  on  the  nose.  As 
metro  areas  expand, 
once    remote  hog 
farms    edge  ever 
closer  to  residential 
tracts.    So  now 
farmers  have  to 
deal  with  air  and 
water  quality  is- 
sues, and,  yes,  the 
stench  of  tons  of 
pig  manure. 

Science  to  the 
rescue.  The  National  Pork 
Producers  Council,  trade 
gi'oup  for  the  $13  billion  in- 
dustry, along  with  17  farm 
state  universities,  has  been 
working  for  a  year  on  ways 
to  reduce  farm  smells  under 
the  aptly  named  "Odor  Solu- 
tions Initiative."  So  far, 
promising  approaches  include 
feed  additives  that  reduce  the 
smell  of  pig  waste. 

But  the  newest  method  is 


a  specially  de- 
signed straw 
screen.  It's  now 
being  tested  at 
the  5,000-sow 
Enviropork,  a 
privately  owned 
cooperative  neai- 
Larimore,  N.  D. 
In  August,  Envi- 
ropork installed 
the  expeiimental 
screens,  de- 
signed to  catch 
odors  before  exhaust  fans 
suck  the  air  from  the  barns. 
This  is  in  addition  to  straw — 
treated  with  enzymes  to 
speed  up  the  breakdown  of 
manure — that  cover  a 
sewage  lagoon.  Enviropork 
officials,  under  court  order 
to  fix  a  variety  of  environ- 
mental ills,  contend  that  the 
result  is  so  effective  that 
neighbors  would  never  raise 
a  stink.  Dennis  Blank 


DRAWN  &  QUARTERED 


l-WAY  PATROL 

FIGHTING  PIRATES? 
SING  TO  EM 

BILL   GATES,  SONGWRITER? 

Almost.  With  pirated  soft- 
ware rampant  in  China, 
Microsoft  has  a  new  angle  to 
curb  the  illegal  goods.  It  has 
teamed  up  with  Hong  Kong 
record  producer  Go  East  to 
kick  off  an  antipiracy  cam- 
paign with  a  rock  song. 

In  a  song  co-wiitten  by  Mi- 
crosoft, Cantonese  pop  singers 
Anthony  Wong  and  Lao  Lang 
praise  the  beauty  of  a  cyber- 
world  fi"ee  of  illegal  software. 
Microsoft  says  the  tune,  now 
heard  in  Chinese  public  sei- 
vice  announcements,  deals  in- 
dii'ectly  with  piracy  issues  by 
celebrating  the  joy  of  creative 
freedom.  It's  too  early  to 
know  if  lyrics  such  as  "It 
comes  from  where  it  comes, 
no  one  can  withhold  it,"  can 


TUNEFUL:  Rocking  copycalA 

reduce  piracy  in  China,  wherj 
an  estimated  96%  of  softwar( 
sales  are  illegal.  Microsoft  il 
also  offering  freebies  to  gei 
its  message  across.  Buyei's  o 
selected  pes  with  Windows  9 
get  a  copy  of  Wong's  single 
Come  Along,  title  song  of  th 
campaign.  The  song,  alon 
with  others,  is  also  availabl 
on  a  separate  CD.  The  firs 
10,000  people  who  buy  a  Mi 
crosoft  Intemet  Explorer  4. 
CD-ROM  also  get  the  single  fo 
free.  Marcia  Stepane 


THE  BIG  PICTURE 


A  DAY  LATE  AND  (MANY)  A  DOLLAR  SHORT 

Installing  new  computer  systems?  The  average  company 
completes  only  37%  of  big  information  technology  projects 
on  time,  only  42%  on  budget.  Poor  management  and  undue 
complexity  hurt. 

O 


AVERAGE  PERCENT  COMPLETION  OF  IT  PROJECTS 

COMPOSITE  OF  ON  TIME/ 
ON  BUDGET  FINDINGS 

60 


LESS       30  TO      90  TO  MORE 
THAN  30       90        360    THAN  360 
PROJECT  DURATION  IN  DAYS 
DATA  THE  HACKEH  GROUP 


FOOTNOTES     Employees  using  direct  deposit  for  paychecks:  Japan,  99%;  Germany,  95%;  U.S.,  46% 
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DATA  NEW  YORK  CLEARING  HOUSE  ASSN. 


Are  your 
desktops  tied 
together 
by  a  network, 
or  tied  up 
by  one? 


sharing  of  information  is  critical  to  your  company's  success.  If  your  network  isn't  running  efficiently, 
>ulcl  seriously  impact  your  bottom  line  As  a  more  than  $3  billion  IT  services  provider,  Wang  Global 
edicated  to  providing  timely  solutions  for  your  day  to  day  operations,  allowing  you  the  freedom  to 
IS  on  the  bigger  picture  With  a  core  business  of  network  and  desktop  services  and  solutions,  we're 
erts  at  planning,  deployment,  management  and  maintenance  -  for  a  seamless,  predictable  IT  infra- 
:ture  But  our  biggest  distinction  is  the  ability  to  deliver  the  best  talent  and  technology  whenever  you 
d  It  so  you'll  never  be  tied  up  again  Visit  our  website  at  vAvw.wang  com  or  call  us  at  1-800-639-9264. 


N  e'l  W  o  r  k  e.d,,VT'i'c  h  n  o  I  o  g  y  Services 


!l 

Taking  long  walks  together.  Fetching,  running  and  romping  around.  Nothing  is  more  fun  for  a  four-lc 
friend.  Provided  that  he  is  healthy.  Hoechst  Roussel  Vet,  our  animal  health  company,  is  making  an  impjj 
contribution  to  that  with  innovative  products  to  preserve  the  health  of  animals  and  make  it  possible 
treat  their  illnesses  effectively  and  specifically.  Because  good  friendships  should  last  a  lifetime. 


Hoechst  Roussel  Vet  is  the  animal  health  company  of  Hoechst,  an  international  group  of  compi 


ing  innovation  in  Life  Sciences. 


Hoeclist  AG,  D-55925  Frankturt,  v.  ww.hoeclist.com 
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Readers  Report 


PR:  THE  POT  CALLS 
THE  KETTLE  BLACK 


In  "The  high  priest  of  hype"  (Books, 
Aug.  17),  Marilyn  Han-is  unfairiy  ma- 
ligned the  thousands  of  people  who 
make  an  honorable  living  in  corporate 
public  relations.  As  someone  who  has 
practiced  corporate  public  relations  for 
16  years,  I  take  issue  with  Ms.  Han-is' 
statement  that  "In  PR,  truthfulness  is 
rarely  even  on  the  radar  screen  as  a 
value,  except  perhaps  as  a  convenient 
option  or  legal  consideration." 

As  in  any  profession,  there  are  some 
PR  people  who  do  not  maintain  liigh  eth- 
ical standards.  But  Harris  has  chosen  to 
paint  all  PR  people  with  the  same  bnish, 
in  the  same  way  that  some  people  would 
smear  the  journalistic  profession  by 
pointing  to  the  unethical  practices  of 
tabloid  jom-nalists.  business  week  should 
know  better  than  to  smear  the  thou- 
sands of  hardworking  PR  people  v/ho 
have  assisted  them  in  putting  out  an  ac- 
cui'ate  magazine  evei-y  week  by  helping 
reporters  check  facts,  arranging  inter- 
views with  executives,  and  in  some  cases 
even  providing  intei'esting  stoi-y  ideas. 

Bernard  J.  Kilkelly 
Vice-President 
Corporate  Communications 
Enhance  Financial  Services 
Group  Inc. 
New  York 

Marilyn  Harris'  characterization  of 
the  public-relations  industry  is  unfair 
and  inaccurate.  Wliile  claiming  that  joui'- 
nalists  i-emain  committed  to  seeldng  the 
ti-uth,  she  contends  that  "tnithfulness 
is  rarely  even  on  the  radar  screen"  in 
PR.  This  is  a  gross  distortion.  We  advise 
our  clients  that  i-ule  No.  1  of  media  re- 
lations is  to  tell  the  tnith.  Ours  is  not 
the  only  PR  agency  to  have  resigned 
accoimts  or  declined  business  fi-om  com- 
panies that  want  professional  liars,  not 
professional  communicators. 

At  best,  Harris'  analysis  is  poorly 
timed,  given  recent  examples  of  joiu-nal- 
ists  caught  wi-iting  columns  with  invent- 
ed characters  or  filing  false  stories. 
Viewed  through  the  prism  of  these  un- 


fortunate  experiences,  media  might  wi 
to  think  twice  about  throwing  stones 
PR  people  from  then*  glass  houses. 

Robert  W.  Pickai" 
Executive  Vice-Presidfl 
Environics  Communicatio 
Stamford,  Coi  '>■- 


INDONESIA  NEEDS 

TO  PROTECT  ITS  CHINESE 


pa 


Thank  you  for  "The  plight  of  the  et 
nic  Chinese"  (International  Business,  Aiji''^ 
3).  Yom-  timely  and  accurate  article 
the  first  time  I  have  seen  the  status  a 
treatment  of  Chinese  Indonesians  d: 
cussed  in  print.  You  have  coiu'age  to 
fonn  the  public  of  how  essential  and  pi 
gressive  the  ovei-seas  Chinese  have  bej?"'' 
in  Indonesia's  economic  life.  For  eight 
nine  generations,  the  Chinese  have  c6 
tributed  in  many  ways  to  the  agrici 
tui-e  and  industry  of  Indonesia.  My  ' 
donesian-Chinese  friends  were  proud 
gaining  exjDeitise  and  applying  their  ski 
to  modernizing  the  ai"cliipelago.  Now,  tl 
companies,  plants,  and  businesses  th<  i 
worked  hai-d  to  build  lie  in  inins. 

One  point  you  did  not  mention  wi 
the  emigTation  of  more  than  100,000  I; 
donesian  Cliinese  from  Java  in  1959-6  *• 
Social  unrest,  the  closing  of  Chines ;  ^i' 
schools,  and  loss  of  confidence  in  the  i  I  ^• 
nancial  system  caused  many  families  ai|i)''< 
young  persons  to  leave  Indonesia.  1  h 
that  period,  most  of  the  emigrants  dl  ii* 
paited  for  southern  China.  Now,  this  cj  * 
cle  is  repeating  itself  vrith  vicious  ove'  li. 
tones.  Many  of  these  Indonesian  Cliines 
live  in  Hong  Kong.  Since  those  holdin 
many  levels  of  jobs  left,  Indonesia's  stai 
dard  of  living  has  suffered.  If  Indonesine^ 
as  a  whole  is  to  return  to  prosperit; 
the  country  desperately  needs  the  skill 
education,  and  capital  that  only  the  Ch 
nese  can  provide. 

James  C.  Care  |' 
Wilmington,  De  - 


I  am  outraged  by  the  remarks  mad 
by  the  newly  installed  Indonesian  Pres 
icient  B.  J.  Habibie.  One  cannot  help  bu  > 
notice  the  indifferent  overtone  of  hi 
stance  on  providing  basic  physical  pre 
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on  to  the  Chinese  and  preventing 
ler  violence.  Habibie  is  shameless  to 
y  that  if  the  Chinese  were  not  to 
perate,"  they  would  see  their  as- 
bumed  to  the  gi'ound  and  suffer- 
fate  of  murder,  gang  rape,  and  tor- 
.  Words  such  as  these  can  only  be 
trued  as  a  blatant  declaration  of 
jrnment-sponsored  extortion  and 
at  against  the  Chinese,  whose  only 
e  is  running  the  country's  economy 
iw-abiding  citizens  of  Indonesia, 
taction  on  the  part  of  the  Indone- 
government  to  protect  the  Chi- 
•  during  the  riots  only  fosters  the 
itional  attitude  of  discrimination 
distrust  long  accepted  by  Indone- 
society.  It  also  makes  evident  the 
oo-willing  mentality  of  those  in 
er  to  use  the  Chinese  as  scape- 
s  for  the  massive  economic  failure 
^ered  by  their  reckless  monetary 
tices,  flawed  policies,  and,  most  of 
rampant  corruption.  Habibie  must 
immediate  measiu'es  to  cui'b  fur- 
violence,  punish  the  peipetrators, 
guarantee  basic  human  rights  to  his 
ens  of  Chinese  ancestry.  The  world 
i  not  need  to  witness  another  cam- 
n  of  ethnic  cleansing. 

William  C.  Liu 
Hoboken,  N.J. 

oui-  article  on  the  anti-Chinese  at- 
s  in  Indonesia  reveals  a  level  of  ha- 

and  government-condoned  violence 
y  of  us  in  the  West  can  hardly  imag- 
EquaUy  bonifying  were  attempts  by 
lident  Habibie  to  portray  the  attacks 
lot  being  anti-Chinese.  I  think  the 
Id,  and  especially  the  International 
etary  Fund  and  the  U.  S.,  should  de- 
d  certain  minimum  standai'ds  of  hu- 

decency  from  the  Indonesian  gov- 
nent  before  lending  a  helping  hand. 

Tomas  Kong 
San  Mateo,  Calif. 

S  LABOR  WOES 

N'T  OVER  YET  

aron  Bernstein  makes  a  good  point 
What  price  peace?"  (News:  Analysis 
ommentary,  Aug.  10).  General  Mo- 
Corp.  lost  a  lot  in  the  recently 


iRRECTiONS&  CLARIFICATIONS 

;iD  may  liven  up  Sonic  Foundry"  (Inside 
II  Street,  Aug.  17)  should  have  stated 
t  the  initial  public  offering  price  of  Son- 
•oundry  (SFO)  was  $15  a  unit,  or  $7.50  a 
ire 

"Andrew,  what  big  eyes  you  have"  (In 
siness  This  Week,  June  1),  the  date  for 
launch  of  the  new  $20  bill  was  mis- 
ted. It  is  set  to  circulate  on  Sept.  24. 


ended  strike.  It  is  less  clear  what  those 
losses  wei'e  for  the  United  Auto  Work- 
ers. What  about  its  members  who  for- 
feit roughly  $1  billion  dollars  in  wages 
because  of  the  gm  shutdown?  Also  not 
counted  among  the  losers  by  Bernstein 
are  gm  shai'eholders,  including  the  union 
pension  fund,  whose  future  economic 
gains  are  compromised  by  the  fact  that 
none  of  the  fimdamental  issues  involv- 
ing the  competitive  disadvantages 
of  GM  compared  to  other  producers  of 
cars  in  the  U.  S.  have  been  resolved. 


Perhaps  a  year  of  labor  peace  will 
allow  the  parties  to  agree  on  a  str-ategy 
for  shi-inking  GM  and  its  wor-kfor-ce,  in- 
cr-easing  efficiency,  and  shor-ing  up  gm's 
shrinking  market  shar-e.  Even  if  labor 
relations  between  gm  and  the  UAW  were 
not  so  sour,  however,  that  seems  un- 
likely. There  ai-e  few  places  in  the  econ- 
omy wher-e  workers  without  cutting- 
edge  high-tech  skills  can  earn  wages 
equivalent  to  the  huge  "economic  rents" 
enjoyed  by  gm  wor-kers.  Thus,  displace- 
ment fi"om  their  GM  jobs  means  a  fu- 
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ture  of  much  lower  earnings  for  these 
workers.  The  UAW  can  be  expected  to 
fight  to  protect  those  rents,  and  gm 
doesn't  have  time  to  let  attrition  take 
care  of  the  problem — 1999  may  really 
see  a  "cataclysmic  battle." 

Ken  Deavers 
Chief  Economist 
Employment  Policy  Foundation 
Washington 

CLONING'S  REAL 

IMPACT:  LONGEVITY  

In  "Human  clones:  It's  decision  time" 
(News:  Analysis  &  Commentary,  Aug. 
10),  John  Carey  does  not  mention  what 
may  be  the  greatest  impact  of  cloning 
on  society:  the  cloning  of  organs  and 
other  body  structures  for  transplant 
that  are  free  (or  nearly  so)  from  the 
problem  of  rejection.  This  will  have  a 
significant  impact  on  improving  health 
and  longevity.  Anyone  who  has  ever 
been  to  a  nursing  home  will  realize 
that  increased  longevity  can  be  more  of 
a  curse  than  a  blessing. 

Eugene  J.  Fenster 
Lee's  Summit,  Mo. 

HOW  BLIMPIE  IS 

CRUSHING  ITSELF  

Regarding  "Half  a  loaf  at  Blimpie" 
(The  Coi-poration,  Aug.  10),  if  you  think 
something  is  rotten  in  Denmark  (actu- 
ally, Hoboken),  you  should  look  at  the 
investment  from  a  ft-anchisee's  stand- 
point. As  a  former  franchisee,  I  can  of- 
fer that  perspective.  Investors  are  not 
the  only  ones  left  with  cnmibs.  By  the 
time  Blimpie  suppliers  make  their  req- 
uisite contribution  to  the  "purveyor 
fund,"  the  food  and  paper  costs  are  so 
high  that  there  is  not  enough  margin  to 
make  a  reasonable  return. 

Anthony  P.  Conza  and  David  L.  Sie- 
gal  better  save  their  trademark  money 
for  toll  fare  because  once  the  fi'anchises 
lose  enough  money,  the  continuing  fees 
will  diy  up  and  all  that  stock  will  be  re- 
ally worthless.  And  then  they,  too,  uill 
be  left  with  cnimbs. 

David  B.  Yarborough 
Mt.  Pleasant,  S.  C. 

CARE  FOR  YOUR  WORKERS 

OR  DON'T  SELL  HERE  

Aaron  Bernstein's  analysis  of  union- 
ized manufacturing  job  losses  invests 
these  losses  with  the  same  inevitability 
as  water  flowing  downhill  ("Up  in  arms 
but  dowii  in  clout,"  News:  Analysis  & 
Commentaiy,  Aug.  3).  Unlike  watei\  jobs 
can  flow  uphill  if  this  nation  uses  its 


most  potent  weapon.  I  refer  to  the  des- 
perate need  of  every  major  exporting 
nation  for  access  to  the  U.  S.  market, 
the  world's  lichest.  For  too  long,  we've 
given  this  access  to  everyone. 

Now  it's  time  to  make  exporters  that 
profit  from  coolie  wages  pay  up.  A  sim- 
ple market-access  tax  should  be  levied 
against  any  exporter  that  pays  workers 
less  than  their  country's  equivalent  of 
the  average  U.  S.  manufacturing  wage. 
This  tax  could  cause  the  General 
Electrics,  GMs,  and  Huffys  mentioned  to 
make  a  180-degi'ee  tiuTi  in  theii-  jjlant  re- 
location decisions. 

Leigh  Johnson 
Massillon,  Ohio 

BIGGER  IS  BETTER 

FOR  SBC  

You  were  right  to  point  out  in  "Big 
mergers,  bad  service"  (News:  Analysis 
&  Commentai-y,  Aug.  10)  that  in  con- 
trast to  many  telecom  companies  today, 
service  and  installation  times  at  Pacific 
Bell  have  improved  considerably  since 
the  company's  merger  with  SBC  Com- 
munications Inc. 

Customer  calls  are  being  answered 
more  quickly,  thanks  to  3,000  new  jobs 
we  added,  the  majority  in  customer- 
service  positions.  In  the  broadest  roll- 
out of  new  Digital  Subscriber  Line  net- 
work technology  in  any  state,  we're 
providing  Californians  in  200  communi- 
ties with  high-speed  Internet  access. 
And  we  are  about  to  inaugurate  our 
landmark  $50  million  Community  Tech- 
nology Fund  to  expand  telecommuni- 
cations services  for  traditionally  under- 
served  populations.  Bigger  can  be 
better  for  consumers,  as  our  merger 
with  Pacific  Telesis  proves. 

Royce  Caldwell 
President 
SBC  Operations 
San  Antonio 

WANT  TO  SEE  A  REAL 

SOCIAL  SECURITY  MESS?  

I  was  disappointed  when  Lam-a  D'An- 
cb-ea  Tyson  suggested  in  "Tax  cuts?  Let's 
not  give  away  the  store"  (Economic 
View]Doint,  Aug.  10)  that  a  government- 
run  Social  Secmity  tinst  fimd  could  solve 
its  deficit  by  diversifying  into  equities 
and  adjusting  the  retu'ement  age  vs.  the 
"extreme  measure"  of  privatization. 
These  decisions  clearly  should  not  be  in 
the  hands  of  the  government. 

Let's  think  for  a  moment  of  a  world 
in  which  these  suggestions  exist:  How 
would  AT&T  feel  about  a  U.  S.  govern- 
ment equity  investment  in  Telefonos  de 


Mexico  American  depository  receipt 
How  would  the  Mexican  governmejj 
react?  A  government  equity  investmei 
in  Ford . . .  but  not  gm?  "Investment  m 
visers"  would  really  be  lobbyists.  Fiji 
thermore,  government  ownership  j) 
business  is  sociahsm. 

However,  Tyson  was  correct  that  t 
retirement  age  needs  some  adjustmeiS 
In  fact,  every  American  must  have  ti| 
fle.xibility  to  decide  when  he  or  slf 
should  retire.  As  the  government  pri 
jects  a  surplus,  now  is  the  best  tii| 
for  a  real  privatization  of  Social  Secul 
ty.  I  did  find  it  ironic  that  the  artia 
characterized  Social  Security  as  tl| 
"crown  jewel"  of  federal  programs.  Pr| 
cious  stones/metals  have  been  one  | 
the  worst  investments  over  the  pa 
several  years. 

Tim  Paj 
Bloomfield,  N., 
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CardScan:  For  people  who  can't  afford  to  waste  time. 


Your  time  is  too  valuable  to  waste  on  a  frustrating  search  for  contact  information. 
Entering  the  data  from  your  vast  colleaion  of  business  cards  into  an  electronic 
file  on  your  PC,  Window/s  CE  device  or  PalmPilot'"  would  be  the  ideal  solution  — 
if  only  it  didn't  require  typing  hundreds  of  names  and  phone  numbers. 

Now  you  can  make  short  work  of  a  time-consuming  job  with  new  CardScan 
Executive.  This  state-of-the-art  hardware/software  combination  includes  the  latest 
CardScan  software  and  our  dedicated  business  card  scanner  CardScan  scans 
your  business  cards  and  organizes  all  the  information  into  the  correa  fields.  With 
new  Version  4  software,  you  can  now  automatically  AaiveSync  with  any  Windows 
CE  device  or  just  press  HotSync™  to  synchronize  with  your  PalmPilot  connected 


organizer.  And  with  free  Intellisync'  for  CardScan  included,  you  can  synchronize 
with  Lotus®  Notes®,  ACT!™,  Microsoft*  Outlook'"  and  other  popular  contaa 
managers  and  PIMs.  So  updating  contact  information  is  a  snap,  whether  you're 
at  your  desk  or  on  the  road.  CardScan  Executive  is  fast,  easy  to  use  and  —  thanks 
to  our  improved  AccuCard  "'  technology  —  it's  the  most  accurate  business  card 
scanner  on  the  market. 

Stop  wasting  time.  Call  1-877-CARDSCAN  toll-free  today,  and  get 
1,000  airline  miles  on  American  Airlines,  United  Airlines,  Northwest 
Airlines,  US  Airways  or  Delta  Air  Lines  when  you  buy  CardScan 
Executive  for  just  $299*  30-day  unconditional  guarantee. 

Offer  Code  BWSE8FF 
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SIEMENS 


Negotiating  little-known  waters,  you  need 
the  right  partner  with  you  at  every  stage. 


Siemens  Microelectronics  is 
your  partner  for  every  stage  of 
design  and  delivery. 

Dedicated  to  investing  time  and  resources 
to  build  lasting  relationships,  we  stay  with 
you  from  start  to  finish.  This  ensures  opti- 
mized solutions  for  all  your  future  designs 
— no  matter  how  far  you  want  to  go. 


Our  new  system  solution  centers  offer 
local  application  support  when  you  need  it. 

These  new  system  solution  centers  provide 
individual  design  consultation  for 
Automotive,  Communications,  Computer  & 
Peripherals,  Industrial  Control  and  Consumer 
Electronics.  We  work  with  you,  guiding  you 
through  our  range  of  products  to  find  the 
perfect  solution  for  your  application. 


Our  nelv^ork  ol  wordwide  tabs  provide 
added  resources  that  make  it  possible  for 
us  to  deliver  solutions  when  and  where 
you  need  them.  In  fact,  our  new  US  fab 
with  ,25|jm  technology  is  an  example  of 
our  commitment  to  more  readily  available 
local  resources.  So  you  can  be  sure  that 
Siemens  will  always  be  there  to  meet 
your  growth  and  time-to-market  needs. 
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mmunications 

Internetworking  ICs 

Fiber  Optics/Lasers 

RF  Discretes  &  Wireless  ICs 

Optocouplers/SSRs 

ISDN  ICs 

Capacitors/SAW  Filters 


Automotive 

•  Smart  Power  ICs 

•  Discretes 

•  Microcontrollers 
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Computer  &  Peripherals 

•  DRAMs/Modules/SGRAMs 

•  Embedded  DRAMs 

•  Microcontrollers 

•  Custom  Optoelectronics 

•  Discretes 

•  Smart  Power  ICs 

•  Inductors 


Industrial  Control 

•  Display  Indicators 

•  CAN  Microcontrollers 

•  Optocouplers 

•  Smart  Power  ICs 
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Consumer  Electronics 

HDTV/SDTV 
QAM/QPSK  Processors 
Picture-in-picture 
Smart  Card  ICs 
Multimedia  Cards 
Passive  Components 


Advance  technology  leadership  means 
more  innovative,  integrated  products. 

Siemens  has  consistently  achieved  techno- 
logical firsts  through  our  ongoing  R&D 
efforts. This  is  exemplified  in  our  leadership 
in  products  such  as  advanced 
Internetworking  ICs,  Smart  Card  ICs, 
Microcontrollers  and  DRAM  Technology. 


This  wealth  of  knowledge  is  leveraged  by 
years  of  experience  in  system  application 
solutions.  Our  engineers  have  worked 
closely  with  some  of  the  world's  largest 
and  most  demanding  customers,  giving  us 
the  ability  to  better  understand  and  meet 
your  individual  application  needs. 

For  a  smoother  lourney  for  your 

next  design,  let  Siemens  be  your  guide. 


To  discover  how  we  can  help  you  with 
our  range  of  products,  visit  our  website. 


or  call  1-800-777-43G3 

Siemens  Microelectronics,  Inc. 
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pounds  of  carbon  dioxide.  Their  award-v/inning  efforts  reduce  operating  costs  and  build  more  competitive 
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To  learn  more,  call  the  toll-free  Energy  Star  Hotline  at  l-888-STAR-YES  (1-888-782-7937). 
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GO  BEYOND  PAGING: 
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Only  with  BellSouth  Interactive  Paging  '  Service 
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Internet  E-mail,  one-  and  two-way  pagers,  other 
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advice. 

RAVING  FANS  by  Ken  Blanchard  and  Sheldon  Bowles  (Mor- 
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UNLEASHING  THE  KILLER  APR  by  Larry  Downes  and 
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4  BUILT  TO  LAST  by  James  €.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M.  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

5  THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 
Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

6  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morns  and  Alan  M. 
Siege!  (Fireside  •  $14.95)  Concise  explanations  enriched 
with  graphics. 

7  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

8  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 
and  Spencer  Johnson  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

9  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books  • 
$19.99)  From  stocks  to  small  business — with  cartoons,  too. 

10  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work- 
man •  $10.95)  Give  them  a  champagne  brunch,  a  casual- 
dress  day — or  plain  old  cash. 

11  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
(Broadway  •  $13)  Coach  says  work  harder,  harder! 

12  THE  E  MYTH  REVISITED  by  Michael  E.  Gerber  (HarperCollins 
•  $15)  Starting  and  maintaining  a  small  business. 

13  YOUR  FIRST  YEAR  IN  NETWORK  MARKETING  by  Mark 
Yarnell  and  Rene  Reid  Yarnell  (Prima  •  $15)  How  to  survive 
the  first  few  months  as  a  multilevel  marketer 

14  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  and 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stocks?" 
and  other  queries,  asked  and  answered. 

15  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $19.99)  Lighthearted  primer 


SiNESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
anagement,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
nted.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  July. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!)  


HOT  TYPE 


THINKING   OF   QUITTING   YOUR    DAY  JOB  TO 

trade  stocks  full-time  for  your  own  ac- 
int?  Then  you  might  pick  up  some  tips  from  The  Electronic 
/  Trader,  No.  5  on  this  month's  hardcover  best-seller  list, 
t  don't  confuse  its  approach  with  conventional  investing. 
/  traders  execute  hundreds  of  trades  a  day,  hoping  to 
k  up  profits  on  tiny  share-price  moves.  They  shirk  data  on 
npany  earnings  or  analysts'  ratings,  making  decisions  on  the 
;is  of  blips  on  charts  and  a  steady  flow  of  trading  data, 
f  you  really  have  this  kind  of  video-game-like  investing  in 
id,  you'll  want  to  learn  some  of  the  book's  highly  technical 
ategies.  A  typical  bit  of  wisdom:  "Stocks  that  are  down  on 
day  and  reverse,  and  turn  positive  on  the  day,  are  fre- 


quently good  buys  when  crossing  from  minus  to  plus."  You 
may  also  benefit  from  the  book's  history  of  how  changes  in  reg- 
ulations and  electronic  access  to  information  have  leveled 
the  playing  field  between  Wall  Street  and  the  rest  of  us.  But 
bear  in  mind:  Day  trading  is  not  for  everyone.  To  implement 
the  book's  strategies,  you  must  tap  into  pricey  online  trading 
systems  with  advanced  charting  and  detailed,  real-time  quotes. 

Authors  Marc  Friedfertig  and  George  West  are  veteran  day 
traders,  but  they  aren't  writers — the  book  is  dense  and  occa- 
sionally impenetrable.  Then  again,  readers  of  Ttie  Electronic 
Day  Trader  probably  aren't  after  a  good  read  as  much  as  tips 
on  making  a  fast  buck. 

BY  AMEY  STONE 
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ECOLOGY  OF  FEAR 

Los  Angeles  and  the  Imagination  of  Disaster 

By  Mike  Davis 

Metropolitan  Books  •  484pp  •  $25 


THE  HELLISH  PARADISE 
THAT  IS  LOS  ANGELES 


Los  Angeles  defies  easy  descrip- 
tion. At  times,  it  can  be  the  ugli- 
est place  imaginable:  Tlu'ough  the 
yellow-brown  haze,  one  street  crossing 
resembles  the  next — thi'ee  gas  stations 
and  a  strip  mall,  repeated  as  far  as  the 
eye  can  see.  At  other  times,  especially 
after  a  cleansing  winter  rain,  L.  A. 
makes  good  on  all  its  hj-ped  promise: 
Zip  along  its  freeways,  and  behold  a 
glistening  jewel  fringed  with  swaying 
palm  trees  and  snow-capped  peaks. 

Hell  or  Pai'adise?  The  pai'ado.x  of  Los 
Angeles  goes  far  beyond  its  architec- 
ture and  weather  patterns.  With  its 
movie  stars,  sun-tanned  surfers,  and 
tawdry  scandals,  L.  A.  has  always 
loomed  large  in  the  American  psyche 
as  a  place  foil  of  excitement  and  youth- 
fol  vigor  but  also  dangerous  glamour 
and  moral  compromise.  Common  dooms- 
day wisdom  has  long  maintained  that 
it's  just  a  matter  of  time  until  a  deplet- 
ed Los  Angeles,  with  its  foul  air,  packed 
fi-eeways,  and  paitying  celebrities,  cmm- 
bles  into  the  sea  when  the  Big  One  hits. 

It  is  the  dark  side  of  Los  Angeles 
that  fascinates  author  Mike  Davis.  In 
his  widely  acclaimed  1990  book,  City  of 
Quartz:  Excavat'nig  the  Future  of  Los 
Angeles,  Davis  probed  the  deep  social 
and  racial  divisions  that  then  seemed 
destined  to  pull  the  city  apart.  Two 
years  later,  when  riots  rocked  L.  A., 
Davis'  prophecies  proved  right  on  tar- 
get. Now,  in  his  astute  new  book,  Ecol- 
ogy  of  Fear:  Los  Angeles  and  the  Inuig- 
inatio)!  of  Disaster,  Davis  predicts 
L.  A.'s  coming  environmental  and  spiri- 
tual collapse. 

For  Davis,  a  MacAithur  Fellow  wiio 
has  taught  urban  theoiy,  Los  Angeles  is 
already  a  lo.st  cause,  the  sad  result  of  a 
centuiy's  worth  of  civic  hubris:  gi'eedy 
speculators  and  conupt  politicians  nish- 
ing  to  desti'oy  the  once-bucolic  "Land  of 
Sunshine."  Onto  a  semi-arid  Mediter- 
ranean   landscape,    "Anglos"  have 


swarmed  from  the  East,  ignorant  of 
then-  new  suiToundings  and  eager  to  U'- 
rigate  the  parched  land,  level  moun- 
taintops,  and  erect  endless  rows  of  flim- 
sy stucco  houses.  Now,  Davis  warns, 
Angelenos  must  reap  the  horrors  of 
years  of  environmental  aiTogance. 

It's  a  compelling  thesis,  made  all  the 
more  persuasive  by  Davis'  meticulous 
examination  of  the  intersection  of  capi- 
talism and  the  forces  of  natui-e.  When 
firestorms  engulf  whole  mountain 
ranges,  taking  with  them  million-dollar 
Malibu  mansions,  it's  not 
some  freak  of  nature,  as 
the  local  TV  news  reports 
proclaim.  Rather,  asserts 
the  author,  it's  the  conse- 
quence of  a  misguided  pol- 
icy to  protect  those  very 
same  houses.  Under  natur- 
al conditions,  parched  un- 
derbiush  biUTis  frequently 
but  briefly.  Now,  the  chap- 
aiTal  accimiulates  for  yeai-s, 
sometimes  decades,  only  to 
ignite  into  uncontrollable 
firestonns.  Similarly,  rains 
that  would  have  been  harmlessly  ab- 
sorbed into  the  soil  become  dangerous, 
raging  torrents  as  they  funnel  down 
streets  and  into  the  concrete-lined  Los 
Angeles  River. 

In  Davis'  Los  Angeles,  nature  bites 
back  in  ominous  ways.  By  the  mid- 
1940s,  mountain  lions  were  thought  to 
be  eradicated  from  the  county.  Then, 
beginning  in  the  1980s,  Hons  began  at- 
tacking liikei-s  and  picnickers,  showing  a 
particular  fondness  for  small  children. 
The  lions,  it  turns  out,  never  vanished. 
They  simply  receded  into  the  nagged 
local  mountains  only  to  reappear  as  ui'- 
ban  sprawl  swept  up  the  foothills. 

The  worst  folly  of  all — the  misguided 
belief  that  the  cataclysmic  movement 
of  tectonic  plates  beneath  the  city  can 
somehow  be  managed — will  exact  a  far 


ECOLOGY 
OF  FEAR 


higher  death  toll,  Davis  insists.  For(X 
years,  the  plates  have  been  in  a  qi;.- 
cent  period.  Citing  scientific  jourr 
he  argues  that  the  1994  Northr 
earthquake  could  be  the  beginning 
new  era  of  destinctive  temblors,  .v 
Los  Angeles,  despite  w'hat  the  bu  t 
ers  say,  remains  horrendously  ill-je 
pared  for  the  Big  One — and  not-so 
ones,  too.  Even  modern  skyscraji 
long  promoted  by  architects  a.- 
safest  place  to  be  in  a  quake, 
poised  to  become  rubble  or  towfi 
infernos. " 

On  the  subject  of  en\ii'onmental  i 
management.  Ecology  of  Fear  is  an  t  i 
mously  convincing  and  terrifying  v\  > 
Yet  it  suffers  fi-om  a  conspu'atorial  . 
overly  polemical  tone.  L.  A.  is  a  big  i 
with  big  problems.  But  its  shortcomi 
are  as  much  a  result  of  simple  cari '. 
planning  as  of  coi-porate  gi-eed.  M' 
over,  in  many  ways,  the  place  is  impi 
ing.  For  one  thing,  the  ail-  is  much  clf 
er  than  it  was  30  yeai's  ago,  thank- 
stiff  federal  regulations. 

But  w'here  the  authni 
ally  misses  the  mark 
his  economic  analysis.  I 
Davis,  the  wealthy  liv- 
idyllic  gated  communii  i 
oblivious  to  envii'onmcM 
dangers,  while  the  poni 
migi-ants    outside  : 
gates  live  in  squalor. 
Angeles  has  evolved  Uii 
dystopian  s>Tnbol  of  Dk 
ensian  inequalities  and 
tractable  racial  contra  I 
tions."  Economic  hardsl 
since  the  1992  riots,  moreover,  has  "oi 
reinforced  spatial  apartheid."  In  tru' 
over  the  past  three  yeai"s,  racial  tensio 
have  been  gi-eatly  diffosed  by  an  e( 
nomic  rebound  unmentioned  by  Davis 
Davis,  though,  is  too  busy  mappi 
out  the  city's  dowTifall  to  dwell  on  : 
cuirent  prosperity.  In  his  chapter  "T 
Literary  Destruction  of  Los  Angelei 
Davis  tells  how  writers  and  filmmake 
have  long  enjoyed  imagining  the  cit; 
demise.  Davis'  book  belongs  square 
in  that  camp.  In  the  real  w'orld,  L 
Angeles  remains  a  vital  if  troubl 
place.  It  may  not  be  perfect,  but  L 
Angeles  is  still  with  us.  And  thai 
goodness  for  that. 

BY  ERIC  SCHI^ 
Schine  worked  in  business  WEEh 
Los  Angeles  bureau  from  1989  to  199, 


AFTER  YEARS  OF  ENVIRONMENTAL  ARROGANCE, 
DAVIS  WARNS,  IT'S  PAYBACK  TIME  FOR  ANGELENOS 
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What  may  look  like  a  confusing  diagram  is  actually 
a  formula  for  a  safer  car.  It  describes,  in  technical 
terms,  the  Bosch  Electronic  Stability  Program  (ESP) 
safety  system.  ESP  allows  cars  to  better  follow  the 
intended  line  of  travel  even  on  wet  or  icy  pavement. 
Which  means  more  control  and  less  sliding  in  severe 
conditions.  Here's  how  it  works.  As  soon  as  an  appar- 
ent slide  is  detected  by  the  system,  the  ESP  generates 
a  counteracting  movement  by  intervening  with  the 
brakes,  the  engine  and  the  transmission.  So  the  driver 
keeps  better  control  of  the  car.  ESP  from  Bosch  is 
another  example  of  how  we  help  make  vehicles  safer, 
no  matter  how  complicated  it  looks. 


We  bring  innovation 


Take  a  wet  hairpin 
turn  going  too  fast 
and  this  diagram 
suddenly  makes 
a  lot  of  sense. 


(§)  BOSCH 


Technology  &  You  " 


BY  STEPHEN  H.  WILDSTROM  

IS  APPLE'S  iMAC 
FOR  YOU? 


Its  simplicity,  which 
makes  it  ideal  for 
first-time  buyers,  is 
also  its  drawback 

In  some  ways,  Apple 
Computei-'s  new  iMac,  the 
most  interesting  person- 
al comjjuter  to  liit  the  mai'ket 
in  some  years,  is  a  bit  of  a 
throwback.  Like  the  original 
1984  Macintosh,  the  $1,299 
iMac,  which  went  on  sale 
Aug.  15,  is  an  all-in-one  de- 
sign with  no  provision  for  ex- 
pansion. And  like  the  origi- 
nal Mac,  it  mai'ks  a  clean  and 
exciting  break  with  the  past. 

The  iMac  comes  at  a  time 
when  some  excitement  is  wel- 
come. Desktops  nmning  Win- 
dows on  some  variant  of  the 
Pentium  processor  keep  get- 
ting cheaper,  faster,  and  more 
boringly  alike.  Even  Apple's 
G3  desktops  have  failed  to 
rise  above  the  bland. 
SNAPPY  START.  Is  this  fast 
new  computer  with  a  built-in 
monitor  in  a  cuivy  ti'anslucent 
teal-and-white  case  the  light 
choice  foi'  you?  Fii'st  off,  going 
with  any  Apple  product  means 
choosing  Mact  )S  over  the  vast- 
ly more  popular  Windows. 
About  a  year  ago,  when  Ap- 
ple's futui'e  was  uncertain  and 
software  developers  were 
abandoning  the  Mac  in  cbwes, 
I  would  have  had  gi-ave  i-eser- 
vations  about  this.  But  Apple 
has  siu-vived  its  neai -death  ex- 
perience. Microsoft  has 
shipped  the  excellent  Office 
98  for  the  Mac.  And  while 
softwai'e  options  are  far  more 
limited  than  for  Windows, 
they  are  adequate,  especially 
for  home  and  educational  use. 
(Business  software,  especially 
for  accounting  and  database 
management,  is  scarcer.) 


The  main  virtue  of  the 
iMac  is  its  simplicity.  You 
really  can  get  the  machine 
out  of  the  box  and  running 
in  about  five  minutes.  You 
can  be  connected  to  the  In- 
ternet in  another  five  if  all 
goes  well,  although  that's  of- 
ten not  the  case.  Apple  could- 
n't do  much  about  the  va- 
garies of  dial-up  connections 
to  the  Net,  and  trying  to 
hook  up  to  some  Internet 
services  could  leave  you 
with  a  maddening  con- 
flict between  the  iMac 
software  and  the  ser 
vice.  If  you  are  con- 
tent to  use  Earth- 
Link  as  your 
service,  the  prein- 
stalled  software  on 
the  iMac  works  just 
fine.  That  means  fii-st- 
time  buyers,  for  whom 
the  iMac  is  ideal, 
won't  have  to 
struggle  to 
get  it  work- 
ing with  an 
existing  In- 
ternet accoimt. 

People  who 
don't  know  much 
about  computers,  and 
don't  want  to  leam,  will 
also  find  the  iMac  appeal- 
ing. It's  a  shajne  that  the  iMac 
won't  really  be  available  in 
quantity  until  sometime  this 
fall,  because  its  compact  de- 
sign and  built-in  networking 
make  it  ideal  for  dor-ms. 

Unfortunately,  the  very 
simplicity  that  makes  iMac 
ajjjjealing  to  some  buyers  is  a 
drawback  for  others.  If  you 
don't  have  a  lot  of  data  or 
software  on  floppy  disks  and 
don't  need  to  use  them  to 
share  information  with  oth- 
ers, you  may  never  miss  the 
floppy  drive  that  Apple  chose 


to  leave  off.  But  if  you  need 
removable  storage,  you'll 
have  to  spend  $150  for  an 
add-on  unit — and  put  up  with 
an  external  drive  and  cable 
that  makes  a  bit  of  a  mess 
of  the  iMac's  elegance. 

Apple's  choice  of  the  new 
universal  serial  bus  (USB)  as 
iMac's  only  way  of  attaching 
accessories  allows  owners  to 
use  the  flood  of  devices  de- 
signed for  Windows  98 — pro- 
vided that  the  necessaiy  Mac 
softwai'e  is  available.  But  ciu"- 
rent  Mac  printers  will  only 


AT  A  GLANCE 

PROCESSOR 

233-MHz  PowerPC  G3 

RAM 

32  MB 
HARD  DRIVE 

4  GB 

MONITOR 

15"  (13.8"  Viewable) 

REMOVABLE  STORAGE 

CD-ROM/No  floppy 
PRICE 

$1,299 

DATA^  APPLE  COMPUTER  INC 


work  with  the  iMac  t  -i 
adapters,  and  existing  ) 
nal  disk  drives  and  sci 
that  use  a  regular  Ma( 
interface  won't  work  ;i; 

The  biggest  drawb.'. 
the  iMac's  design  is  tl 
of  expandability.  Thu 
thing  you  can  add  insi; 
case  is  memory.  Whi 
iMac  could  benefit  fn^ 
extra  32  megabytes  o|l.i 
the  difficulty  of  instailti 
means  that  this  job  isix 
left  to  a  pro.  There's  nlpi 
vision  for  a  digital  vid 
drive,  though  one  co 
designed  as  a  substitu 
the   built-in  CD-ROM 
meanwhile,  is  not  fast  eij 
for  external  hard  drivk 
recorders.   The  83 
megahertz  G3  procesjr: 
certainly  fast  enoujc 
use  v/ith  video  ecj;i! 
softwai-e,  but  ther^ 
way  to  link  yourai 
corder  to  the  iMcJ 
One  of  the  m 
major  attracbi 
has  always  bee  i 
strength  in  iiaj 
/  editing,  destij 
publishing,  and 
page  design,  wij 
are  increasingly  ppl 
lar  home  and  stue 
activities.  The  iMaci 
the  hai'dware  for  thee 
but  that  dinky   1  i 
monitor  makes  page  a 
outs  a  pain,  and  thei 
in-one  design  rules  ti 
an  upgi'ade. 
Depending  on  what 
expect   from   a  compie 
these  (h'awbacks  may  or  d 
not  be  problems.  If  you  ;  i 
longtime  Mac  user  with  i; 
of  accessories  and  lots  of  j1| 
ware  on  floppies,  you'lbrj 
happier  with  one  of  Apjej 
more  expensive  but  m 
versatile  G3  desktop  syste 
If  you  want  the  cheap 
possible  computer,  go  for 
of  the  many  sub-$  1,000  V 
dows  machines.  But  if 
want  an  easy-to-use  mach 
with  style  and  if  you're 
bothered  by  the  iMac's  li 
tations,  this  distinctive 
chine  could  be  a  very  haj 
choice. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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World  Energy  Council 
Houston  1998 


Several  worlJ  leaders/  lOO  nations 


500  CEO  s  and  l/OOO  energy  companies 
would  like  to  invite  you  to  tlie  taUe* 


Whether  it  s  the  roiinJ  tdUe,  the  eonferenee  fitUe  or  the 
J/nner  tciUe,  we  wou/J  like  you  to  Ac  pcirt  of  the  Jiseiission. 
If  all  happens  at  the  17th  (^oncjiess  ol  the  WorU  Energy 
Qouncll  ill  Houston,  Texas,  September  13-18,  199S.  Fossil 


fuels,  nuelear  power  anJ  other  energy  soiirecs  are  just  a  few 
olthe  topics  to  k-JiseusseJ.   RSVP  now  to  holJ  your  seat, 
toll  free  within  the  U.S.,  SS8-324-4932,  or  202-33I-04I5 
or  visit  us  at  http:/ /www. wec9Scongress.org. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


GLOBALIZATIOiYS 
DIRTY  LITTLE  SECRET 


TWO  FACES 

American 
manufacturers 
scream  bloody 
murder  over 
closed 
markets  but 
happily  reap 
windfalls  from 
overcharging 
foreigners 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


The  price  of  gold  in  London  almost 
equals  the  price  of  gold  in  New  York. 
Othei'wise,  traders  would  buy  in  the 
cheaper  market  and  sell  in  the  dearer  one. 
This  process,  known  as  arbitrage,  enforces 
what  economists  call  the  "law  of  one  price" — 
namely,  that  in  a  perfectly  free  market  the 
same  product,  net  of  transaction  costs,  will 
sell  for  the  same  price  everywhere. 

Why,  then,  do  Levi's  jeans  cost  double  in 
London  what  they  cost  in  New  York?  Wliy 
does  the  same  compact  disk,  ftidge,  oi'  dish- 
washer cost  the  British  consumer  more  in 
pounds  than  it  costs  the  U.  S.  consumer  in 
dollars?  Why  does  a  Ford  Escort  sell  for 
about  $10,000  in  the  U.S.  and  $20,000  in 
Britain? 

OVERPRICED.  Only  a  small  part  of  this  dif- 
fei'ence,  it  turns  out,  can  be  explained  by  the 
higher  consumption  taxes,  shipping  costs,  or 
duties.  Most  of  it  reflects  plain  old  monopoly 
pricing,  which  makes  Bi-itish  consumers  ef- 
fectively poorer.  In  this  case,  Britain  has 
much  weaker  antitrust  laws  than  the  U.  S. 
and  a  stronger  tradition  of  price  mainte- 
nance— and  American  manufactm-er-s  are  hap- 
py to  collude.  Supposedly,  price  competition 
"between"  manufacturer's  solves  this  pr-ob- 
lem.  But  in  Br-itain,  everyone's  cos,  jeans, 
autos,  etc.  ar-e  over-priced. 

In  principle,  some  clever  entr'epreneur 
could  buy  jeans  at  the  U.  S.  wholesale  price 
and  ship  them  to  a  discount  emporium  in 
Britain.  But  if  you  try  to  do  that,  the  manu- 
factur-er  is  fr-ee  to  refuse  to  sell  to  you.  Even 
if  you  buy  retail  in  the  U.  S.  for  sale  in  a 
higher-priced  for-eign  market,  you  could  be 
infringing  on  somebody's  exclusive  distribution 
arTangements  or-  the  manufactur*er"'s  copyright 
or  tr-ademar-k.  In  Britain,  r-etail  chains  such  as 
Tesco  have  been  r-ebuffed  by  the  manufac- 
turer's when  they  tried  to  discount  Calvin 
Klein  and  Nike  br-ands.  The  British  Office  of 
Fair'  Ti'ading  sided  with  the  manufactur-ers. 

The  globalization  of  jjrice  competition,  in 
short,  is  lagging  far  belrind  the  globalization  of 
commer'ce.  Price-rigging  r'emains  a  form  of 
"nontariff  barrier'"  that  nobody  is  seriously 
contesting.  Neither  the  r-ules  of  the  Wor-ld 
Ti'ade  Or'ganization,  the  European  Union,  nor 
the  domestic  antitrust  laws  of  leading  nations 
reach  this  pr'oblem. 

The  Eur'opean  Union,  supposedly  now  a 
single  mar'ket,  still  displays  surprising  na- 
tional i^rice  differ'ences  for'  identical  products. 


A  report  r'eleased  on  July  10  by  the  Eur'op 
Commission  found  auto  price  disparities 
tween  Britain  and  Ir'eland  as  high  as  4i 
The    British   government   colludes  \> 
Japanese  auto  makers  (who  have  been 
enough  to  build  plants  in  Br-itain)  to  imi 
quotas  on  imports  by  independent  distribvii 
from  Japan,  wher-e  the  domestic  auto  pi-i' 
about  half  the  British  price. 

You  might  think  that  in  an  age  of  giu 
cor-j3or'ations,  mail-or'der'  catalogs,  and  Inter 
sales,  global  consimrer  prices  would  have  k 
since  converged.  But  no.  In  some  r'espe( 
pricing  disparities  and  barriers  are  becom 
more  entrenched.  A  recent  case  decided 
the  Eiu'opean  Court  upheld  the  r-ight  of 
Austrian  eyeglass  maker  to  sell  its  prodi 
more  cheaply  outside  the  EU  and  to  sue  ai 
one  who  tried  to  r-eimpor-t  the  discount 
glasses  for  resale  in  an  EU  member  coimtry. 
nren's  madr'as  shirt  from  Lands'  End  co; 
$29.50  in  the  U.  S.  catalog  and  £28.50  ($46) 
the  British  one.  Only  about  a  third  of  tl 
premium  is  value-added  tax. 
CHANCE  FOR  BLAIR.  The  ter-m  for  all  of  this 
"pricing  to  mar'ket."  Despite  globalization, 
r-emains  rampant.  And  while  some  natio: 
antitr-ust  laws  effectively  r-estrain  pr-ice  mai 
tenance  within  nations,  they  hardly  touch 
globally.  When  price  maintenance  by  for-ei; 
distribution  systems  has  the  effect  of  keepi 
out  U.  S.  pr'oducts  (as  in  Japan),  Americ; 
manufactur-ers  and  the  U.  S.  Tr-ade  Rep: 
sentative  scr'eam  bloody  murder.  But  wh^ 
the  effect  is  to  let  in  U.  S.  pr-oducts  but  r'eta 
price  competition  (as  in  Britain),  the  Ameriaj 
manufactur-er'  happily — and  quietly — reaps 
windfall  at  the  expense  of  foreign  consumer 

It  is  intrig"uing  that  Britain  should  be  \ 
hotbed  of  price-rigging.  Since  1979,  Britis 
Thatcherism  has  preached  the  br-acing  virtu( 
of  swashbuclding  free  markets.  But  Thatche 
style  capitalism  was  more  for'  capitalists  thai 
consumer's.  If  the  Laboirr'  gover'nment  of  Tonj' 
Blair'  got  serious  about  antitrust,  Blair  coulli 
dramatically  r'aise  Br'itish  living  standarcil 
overnight. 

As  long  as  price  discrimination  benefit!! 
producers,  markets  ar*e  less  than  self-coij 
r-ecting — and  antitrust  regulation  has  a  ne(|( 
essary  r-ole.  Today's  newly  globalized  marketlj 
need  regulations  promoting  competition.  Thi 
WTO  has  lately  beg'un  sniffing  ar'ound  thi! 
issue  as  a  new  species  of  trade  barrier.  I 
should  persist. 
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Certified  Pre-Owned  Lexus 
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NOW   LEXUS   IS   MILES   AND  MILES 
AHEAD   OF   THE  COMPETITION. 
THE   3-YEAR/I  0  0,0  0  0-MILE  WARRANTY. 


V 


What  better  way  to  dista)ice  ourselves  froju  the  rest  of  the  field  f  Introducing  the  groujidhreakiug 
Lexus  of  Warranties:  3  years  and  100,000  total  vehicle  miles  on  every  Certified  Pre-Owned  Lexus. 
It's  like  no  other  pre-owiied  automobile  warranty  around.  And  every  Certified  Pre-Owned  Lexus 
comes  ivith  14-ln)ur  Roadside  Assistance,  passes  a  rigorous  128-point  inspection  and  is  available 
with  incredibly  affordable  financing.  So  while  it's  true  that  we're  miles  ahead  of  the  competi- 
tion, for  you,  owning  a  Lexus  is  closer  than  you  think.  Test-drive 


CERTIFIED 

Pre-Owned 

a  Certified  Pre-Owned  Lexus  today.  Only  at  your  Lexus  dealer.     only  at  your  lexus  dealer 


www.lexuscpo.com 


(Cj  i99H  Lpx  Its.  n  !)t  iisiun  of  Toyota  Motor  Sales.  L.S.A..  Inc.  Lexus  reminds  xm  tn  wear  seal  bell'.,  \ecitre  children  in  rear  seat  and  obey  all  speed  laws.  'Minimum 
40,000-mile  warranty  coverage  for  Lexus  CFO  vehicles.  See  your  CPO  Lexus  dealer  for  details  on  the  limited  warrants,  a  i  at  table  finance  rates,  and  Roadside  Assistance. 


Economic  Trends 


BY  GENE  KORETZ 

WIVES  WITH 
FAT  PAYCHECKS 

Many  now  outearn  their  husbands 

Although  the  pictui'e  of  the  typical 
American  manied  couple  as  bread- 
winner husband  and  stay-at-home  wife 
has  long  since  faded  into  histoiy,  men 
are  still  regarded  as  the  primaiy  earn- 
ers in  households.  Indeed,  survey  data 
reveal  that  even  in  marriages  where 
both  partners  work  full-time,  women  on 
average  still  earn  only  about  70%  as 
much  as  their  spouses. 

Averages,  however,  can  be  deceiving. 
What  may  have  escaped  notice,  ob- 
serves economist  Anne  E.  Winkler  of 
the  University  of  Missouri  at  St.  Louis 

THE  BIG  BREADWINNER 
ISN'T  ALWAYS  DAD 


PERCENT  OF  DUAL-EARNER 

—  FAMILIES  IN  WHICH  

WIVES' WAGES*: 


EXCEED  THEIR      ARE  AT  LEAST      ARE  AT  LEAST 


HUSBANDS'  WAGES    25%  HIGHER       50%  HIGHER 

A  PERCENT    'HOURLY  WAGES  BASED  ON  1993  SURVEY  DATA 
DATA:  ANNE  E.  WINKLER,  UNIVERSITY  OF  MISSOURI  AT  ST  LOUIS 

in  a  recent  study,  is  that  the  gap  be- 
tween male  and  female  earnings  in 
many  maniages  is  relatively  small.  In  a 
gi'owing  number  of  cases,  in  fact,  wives 
now  bring  home  more  of  the  bacon  than 
their  husbands. 

It's  hai'dly  news,  of  coiu'se,  that  most 
manned  women  work.  Since  1966,  the 
percentage  of  wives  in  the  labor  force 
has  risen  ft-om  35%  to  62%^^ — and  75%'  if 
only  those  under  65  ai-e  counted.  Census 
data  indicate  that  dual-income  couples 
last  year  hit  80.5  million,  far  outpacing 
the  11.4  million  mamages  in  which  only 
the  husband  worked. 

Meanwhile,  the  gap  between  male 
and  female  wages  has  been  shrinking — 
because  of  falling  real  eaniings  among 
poorly  educated  men  and  generally  ris- 
ing earnings  among  women.  Indeed,  ad- 
justing for  the  difference  in  women's 
education,  experience,  and  occupations, 
economists  Francine  Blau  and  Lawi'ence 
M.  Kahn  of  Cornell  University  have  es- 
timated that  hourly  wages  of  female 
full-time  workers  came  to  88%  of  male 
wages  by  the  end  of  the  1980s. 


A  measure  of  the  degree  to  which 
such  trends  may  be  affecting  gender 
roles  within  marriage,  says  Winkler,  is 
the  rising  share  of  dual-income  couples 
in  which  wives  earn  more  than  their 
husbands.  Back  in  1981,  that  fraction 
was  just  16%.  But  by  early  1993,  she  re- 
ports, it  had  risen  to  25.2%>.  Moreover, 
close  to  10%  of  wives  in  this  gi'oup  were 
earning  at  least  50%  moi'e  in  hourly 
wages  than  theii-  spouses  (chart),  and 
20%  had  gi'eater  annual  earnings. 

Winkler's  analysis  of  woi'king  couples 
indicates  that  close  to  60%  of  men  with 
low  pay  (in  the  lowest  fifth  of  the  male 
earnings  distribution)  had  wives  whose 
pay  exceeded  theii'  own,  compared  with 
only  7%>  of  men  in  the  top  fifth  of  eai'n- 
ings.  Further,  2.8  million  women  were 
the  sole  wage  earners  in  instances 
where  only  one  spouse  worked. 

Looking  at  total  incomes  in  dual-eai-n- 
er  families,  Winkler  estimates  that  wives 
accounted  for  the  lion's  shai'e  of  earnings 
in  16%  of  famihes  in  the  top  fifth  of  the 
income  scale.  In  fact,  there  were  almost 
as  many  liigh-eaming  wives  paii-ed  with 
low-earning  husbands  as  high-earning 
husbands  with  low-earning  wives. 


DRAWBACKS  OF 
BUYBACK  PLANS 

The  follow-through  can  be  spotty 

While  corporate  announcements  of 
stock-buyback  plans  ai"e  music  to 
investors'  ears,  many  observers  have 
urged  investors  to  take  them  with  a 
gi'ain  of  salt.  And  for  good  reason.  Ac- 
cording to  a  study  presented  at  the  an- 
nual meeting  of  the  Academy  of  Man- 
agement in  San  Diego  in  mid-August, 
few  buyback  pkms  ai'e  fully  implemented. 

In  the  study,  James  D.  Westphal  of 
the  University  of  Texas  and  Edward  J. 
Zajac  of  Northwestern  University, 
looked  at  buyback  plans  unveiled  by 
moi"e  than  400  major  companies  from 
1981  to  1990  and  actual  repurchases 
over  the  subsequent  five-year  periods 
(through  1995).  In  the  first  half  of  the 
decade,  the  companies  announced  148 
buybacks  and  failed  to  purchase  any 
shai'e  only  22%-  of  the  time.  Moreover, 
54%.  of  the  announcements  were  fol- 
lowed by  purchases  of  at  least  half  the 
shares  pi-omised  within  five  years. 

By  conti'ast,  while  the  same  compa- 
nies announced  544  repurchase  plans 
fi-om  1986  to  1990,  in  neariy  40%  of  the 
cases  they  failed  to  buy  back  any  share 
over  the  following  five  yeai"s.  And  only  a 
third  of  the  plans  resulted  in  buybacks 


of  at  least  half  the  shares  annoumd 
Noting  that  buybacks  often  are  ch  n 
pioned  by  boards  of  directors,  wliichn 
elude  institutional  investors,  Westi;a, 
and  Zajac  find  that  the  relative  powe  o 
chief  executives  and  boards — as  ma 
siu'ed  by  such  factors  as  ceo  and  bo  i 
tenure  and  board  stock  ownershi] 
have  a  big  effect  on  whether  buyba 
are  implemented.  The  greater  the  vv 
power  over  a  board,  they  write, 
greater  the  likelihood  that  a  buyb; 
won't  be  earned  out. 

Once  a  buyback  announcement  t: 
gers  a  stock  rise,  the  authors  theo: 
managers  become  more  interested 
preserving  theii'  control  over  free  cj 
flow  than  in  distributing  it  to  investo 


STOCK  OPTIONS 
FOR  THE  RANKS 

More  companies  adopt  the  idea 


The  stock  market  may  be  lookii 
shakier  these  days,  but  the  shai-e 
Americans  with  stakes  in  the  mark 
continues  to  grow.  A  siu'vey  by  consi 
tants  William  M.  Mei-cer  Inc.  highhgh!  ■ 
one  element  in  the  trend:  the  increasii 
number  of  major  corporations  thi 
award  stock  options  to  most  of  the 
employees — rather  than  just  to  execs 
According  to  Mercer,  more  than 
third  of  large  companies  now  ha\ 
broad-based  stock-option  airangemen 
covering  all  or  a  majority  of  their  er 
ployees — more  than  double  the  pe 
centage  as  recently  as  1993.  Moreove 
almost  half  of  this  gi'oup  indicate  thi 
they  are  actually  implementing  broac 
based  grants  this  BMaHMMM 


A  BULL  MARKET 
IN  OPTION  PLANS 

PERCENT  OF  MAiOR 
U.S.  COMPANIES:* 

I  WITH  STOCi;-OPTION  PLANS 
FOR  A  MAJORITY  Of  EMPLOYEES 

I  ACTUALLY  MAKING  OPTION 
GRANTS  UNDER  THESE  PLANS 


year — three  times 
as  many  as  did  so 
five  years  ago. 

Advocates  say 
that  options  for 
the  rank  and  file 
can  ease  tensions 
over  high  execu- 
tive compensation 
and  give  workers 
a  stake  in  a  com- 
pany's long-term 
growth.  Mercer 
notes  that  they 
may  be  especially 
useful  in  today's 
tight  labor  mar- 
kets, helping  to 
reci-uit  and  retain 
skilled  workers.  A 
big  question,  however,  is  the  effect  on 
employee  morale  if  the  market  tanks. 


1994  1996 
A  PERCENT 
•SURVEY  Of  350  URGE 
CORPORATIONS 

DATA:  WILLIAM  M.  MERCER  INC. 
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HANKS  TO  CONSUMERS,  THE  ECONOMY 
m  JUST  KEEP  ON  HUMMING 

iheir  spending  isn't  likely  to  slow  as  long  as  the  job  market  stays  firm 


us,  ECONOMY 


SPIRITS  SAG  ON  FEARS 
ABOUT  THE  FUTURE 


AUG,  '98 


When  the  going  gets  tough, 

_   will  the  tough  keep  shopping? 

lat  question  is  a  crucial  one  for  the  economy  in  the 
:ond  half.  Recent  news  has  roiled  the  financial  mar- 
ts. The  CKnton  debacle,  Russia,  embassy  bombings, 
d  military  retaliation  have  made  the  woi'ld  look  a  lit- 
riskier  nowadays.  Will  consumers  respond  to  un- 
rtainty  by  spending  less  and  saving  more? 
A  decline — or  sharply  smaller  gains — in  consumer 
ending  could  be  a  problem  for  economic  gTowth,  par- 
ularly  in  the  fourth  quarter.  For  now,  consumers 
i  starting  to  express  some  worry  about  the  economy's 
;ure.  But  the  latest  data  don't  show  them  cutting 
ck  on  spending  by  much. 

Certainly,  the  early  third- 
quarter  data  look  anemic,  but 
that  mostly  reflects  the  Gen- 
eral Motors  Corp.  stiike.  With 
the  strike  now  settled,  the  Au- 
gust data  on  industrial  pro- 
duction, factory  employment, 
and  orders  should  bounce 
back.  Outside  of  autos,  the 
numbers  look  healthier.  Fac- 
tory activity  and  retail  sales 
are  firm.  The  drop  in  jobless 
;,ims  suggests  a  strong  gain  in  Aug-ust  payrolls.  And 
lousing,  the  Viagra  sector  of  this  economy,  just  keeps 

1  ing  (page  38). 

At  the  same  time,  the  Asian  financial  crisis  remains  a 
ag  on  growth.  Real  exports  ai'e  faUing,  hit  by  weak 
imand  along  the  Pacific  Rim  and  the  strong  dollar  A 
;der  trade  deficit  Ukely  is  subtracting  from  gross  do- 
istic  product  growth  this  quarter,  and  may  well  curb 
lowth  again  in  the  fourth.  That's  why  real  GDP  in 
iS  half  probably  isn't  gi'owing  as  quickly  as  it  did  in 

2  first,  when  the  annuahzed  gTOwth  rate  was  3.5%. 

ItW  FAR  BEHIND  will  depend  on  consumers  whose 
rchases  account  for  two-thirds  of  real  GDP.  That's 
ly  trends  in  consumer  fundamentals  bear  watching. 
Household  confidence,  for  instance,  has  fallen  for 
o  months  in  a  row,  although  it  remains  historically 
?h.  The  Conference  Board's  consumer  confidence  in- 
X  dropped  to  133.1  in  August,  fi-om  137.2  in  July.  The 
lex  covering  the  economy's  current  condition  dipped 
ghtly,  but  the  reading  on  the  future  fell  sharply, 
l  >m  113.4  to  107.5  (chart).  The  Board  said,  "tui-moil  in 


JAN.  '97 
INDEX:  1985=100 

DATA.  CONFERENCE  BOARD 


the  financial  markets,  both  in  the  U.  S.  and  abroad," 
was  partly  responsible  for  the  downturn. 

The  Board  also  noted  that  consumers  seem  to  be 
less  sure  about  the  job  market  in  August  as  well  as  in 
coming  months.  However,  that  worry  may  prove  to 
be  unfounded.  The  strikers  at  GM  were  back  at  work  in 
August,  so  the  month's  payrolls  are  likely  to  post  a 
large  increase  when  the  employment  report  is  released 
on  Sept.  4.  And  looking  ahead,  demand  for  labor  ap- 
pears quite  robust.  A  survey  by  the  temporary  help 
agency  Manpower  Inc.  shows  that  hiring  plans  for  the 
fouilh  quarter  are  the  strongest  since  1977. 

Rosy  job  prospects  will  help 
consumers  overcome  any  Wall 
Street  jitters  and  keep  spend- 
ing. Retail  sales  were  not 
strong  in  July,  but  the  0.4% 
drop  was  an  upshot  of  vehi- 
cle shortages  caused  by  the 
GM  strike  and  the  end  of  deal- 
incentives.  Purchases  of 


BUILDING  ACTIVITY 
REMAINS  NEAR  RECORD 
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▲  PERCENT  OF  BUILDERS  REPORTING 
IMPROVEMENT 
DATA  NATIONAL  ASSOCIATION  OF  HOME  BUILDERS 


motor  vehicles  plunged  3%-  in 
July.  Outside  of  autos,  sales 
rose  a  solid  0.5%.  And  after 
adjusting  for  inflation,  nonauto  retail  volume  began 
this  quarter  at  a  hefty  3.9%  annual  rate  above  its  sec- 
ond-quarter average. 

In  addition,  consumers  continue  to  buy  homes  at  a 
record  pace.  Existing  home  sales  rose  4%  in  July,  to  a 
record  annual  rate  of  4.93  miUion.  New-home  sales 
have  also  been  in  record  territory,  and  the  demand 
has  kept  builders  busy.  Housing  starts  increased  5.7%  in 
July,  to  an  annual  rate  of  1.72  million,  an  11-year  peak. 

Moreover,  the  National  Association  of  Home  Builders 
says  that  its  members  were  very  optimistic  in  Au- 
gust. The  trade  giwp's  Housing  Market  Index — a  com- 
pilation of  current  and  expected  sales  and  buyer  traf- 
fic—fell to  just  71%.  from  a  recor-d  72%.  in  July  (chart). 
With  the  flight-to-quality  rally  in  the  bond  market 
puUing  down  mortgage  rates,  housing  should  remain  vi- 
brant in  the  second  half. 

IN  COMING  MONTHS,  consumers  will  also  be  expect- 
ed to  help  manufacturers  overcome  the  drag  from  ex- 
ports and,  to  a  lesser  extent,  capital  spending.  Indus- 
trial production  declined  0.6%.  in  July,  but  again,  that 
mostly  reflected  the  GM  strike.  Excluding  motor  vehi- 
cles, factoiy  output  was  up  0.1%  in  July,  and  the  early 
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readings  for  August  production  show  a  good  rebound. 

Even  so,  industiial  activity  has  slowed  significantly  this 
year.  That's  mainly  because  Asia's  problems  ai"e  hiuting 
exports  and  also  widening  the  trade  deficit.  In  June, 
exports  were  down  for  the  third  consecutive  month, 
dropping  0.5%.  For  once,  though,  imports  declined  at  a 
gTeater  rate,  2%,  so  the  trade  deficit  that  month  actual- 
ly narrowed  for  the  fii'st  time  since  Januaiy.  The  gap 
slipped  to  $14.1  billion,  from  $15.5  biUion  in  May. 

The  naiTOwing  is  not  the  start  of  a  trade  turnaround, 
however.  Not  only  is  Asia  cutting  into  foreign  sales,  but 
so  is  the  continued  rise  in  the  dollar,  which  makes 
U.  S.  goods  more  expensive  globally.  One  troubhng 
trend  is  the  severe  drop  in  price-adjusted  exports. 
Real  mei'chandise  exports  in  June  fell  below  theii'  yeai"- 
ago  level  for  the  first  time  in  five  yeai's.  In  the  mean- 
time, real  goods  imports  were  up  10% — a  result  of  the 
second  quarter's  robust  spending  in  the  U.  S. 

SUCK  FOREIGN  DEMAND  also  shows  up  in  orders 
taken  by  durable-goods  manufacturers.  New  orders 
jumped  2.4%  in  July,  buoyed  by  a  12%  surge  in  bookings 
for  electronic  equipment.  But  the  level  of  July  orders 
was  well  below  the  peak  hit  in  November,  and  the 
trend  in  demand  is  heading  south  (chart).  The  Com- 
merce Dept.  does  not  divide  the  data  between  foreign 
and  domestic  orders,  but  other  numbers,  such  as  from 
the  National  Association  of  Purchasing  Management, 


show  the  softness  has  come  from  foreign  demail. 

In  the  futiu'e,  however,  some  of  the  weakness  may  e 
due  to  U.  S.  businesses  scaling  back  theii-  capital  sper  - 
ing,  another  powerhouse  for  the  economy  in  recet 
years.  Capital  spending  is  very  unlikely  to  decline  i 
coming  quarters,  but  its  growth  rate  will  slow.  A 
ready,  a  banking  siu-vey  by  the  Federal  Resei-ve  sho^^ 
that  loans  to  large  corporations  were  down  in  the  st- 
ond  quarter.  One  explanation  given  was  decreas(' 
spending  on  plant  and  equipment. 

Businesses  have  many  rea- 
sons to  rethink  their  capital  NEW  ORDERS  ARE 
budgets:  Weaker  foreign  de-  LOSING  SOME  MOMENTUM 
mand  is  erasing  the  need  to 
add  capacity.  Slower  profit 
growth  is  cutting  internally 
generated  funds,  while  falling   '^"^^^^  as^umn 

equity  prices  have  removed  a  i7o_  

cheap  source  of  financing.  h 

A  slowdown  in  business     "'m  'v  ' ' ' ' m'% 
spending,  however,  will  bring    a  billions  of  dolwrs 
the  economy's  fortunes  back         commerce  oept,  business  week 
to  depending  on  consumers.  For  now,  individual  ii 
vestors  are  watching  Wall  Street  with  a  wary  ey( 
But  those  concerns  are  only  a  small  component  of  coi 
sumer  fundamentals.  A  much  bigger  factor  is  the  labc 
markets.  And  as  long  as  job  growth  does  not  falter,  th 
consumer  outlook  is  not  in  jeopardy. 
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VENEZUELA 


A  COSTLY  CREDIBILITY  GAP 


Venezuela's  tardy,  halfhearted 
embrace  of  market  economic 
reforms  is  costing  it  dearly.  As 
Asian  and  Russian  woes  have  made 
markets  jitteiy  woi-ldwide,  no  Latin 
American  country  has  been  hit 
harder  than  Venezuela, 
the  region's  fifth-largest 
economy. 

First,  the  Caracas 
stock  exchange  has 
plunged  19%'  since  Aug. 
19  (chart)  and  is  down 
(jO%  since  its  peak  in 
Mai'ch.  Second,  most  an- 
alysts believe  Venezuela 
has  little  choice  but  to 
devalue.  The  govern- 
ment insists  that  it  will  keep  the 
troubled  bolivar  within  a  trading- 
band,  as  it  has  for  the  past  28 
months.  But  foreign  reseives  ab'eady 
have  shrunk  by  one-third  since  No- 
vember, to  about  $14  billion. 


VENEZUELA:  A  BEAR 
IN  THE  STOCK  MARKET 

INDEX  OF  15  MOST 
-  TRADED  STOCKS - 

WItKLY  CLOSINGS 


!,000 
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UAIA  BLOOMBLKG  FINANCIAL  MARKETS 


President  Rafael  Caldera  is  try- 
ing to  avoid  a  devaluation,  at 
least  until  after  the  Dec.  8  Presi- 
dential elections.  To  prevent  a 
meltdown  that  could  drag  down 
neighboring  Brazil,  Caldera  has 
asked  Congress  for 
fast-track  authority  to 
implement  measures 
to  finance  the  fiscal 
deficit,  which  totals 
about  4.5%  of  gross 
domestic  product. 
Caldera  plans  to  issue 
$1.4  billion  in  domes- 
tic bonds,  raise  some 
taxes,  and  create  a 
macro-stabilization 
fund  to  offset  plunging  oil  prices. 

That,  however,  may  not  be 
enough  to  save  the  bolivar.  Al- 
though Venezuela  runs  a  current- 
account  surplus  and  has  a  reason- 
able debt  burden,  inflation  is 


surging  38%  annually  and  real 
GDP  gi'owth  is  expected  to  slow  to 
1.8%  this  year,  from  5%.  in  1997. 
And  investoi's  simply  don't  trust 
the  government  to  implement  sig- 
nificant reforms.  While  Bi-azil's  fis- 
cal situation  is  also  weak,  its  au- 
thorities have  a  more  credible 
history  of  responding  to  external 
shocks  than  Venezuela  does.  The 
last  time  Venezuela  faced  a  big 
credit  crunch,  in  mid-1994,  it  im- 
posed exchange  controls. 

Another  concem  is  the  Decem- 
ber election.  Front-runner  Hugo 
Chavez,  who  led  an  abortive  coup 
d'etat  in  1992,  has  troubled  in- 
vestors by  hinting  of  a  debt  mora- 
torium and  a  reversal  of  some 
market-opening  reforms.  He  is  also 
viewed  as  a  populist  who  might 
not  impose  the  market  discipline 
that  Venezuela  sorely  needs  now. 
By  Geri  Smith  in  Mexico  City 
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TECHNO- 
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m  O.IC.  to  l^a'i  tecfinoCo 


■■,tne:  Hike  J^ti/ih 


mW     TO     MAKE     THOSE     SPQDKY     D'S     AND      I'S     WORK     TD     YDUR  BENEFIT. 
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YoLi  arc  injt  pjrainntl.  \y\v\  lyiiDii'  machiiKs  arc  iiLit  ti»  ^ct  you. 

Du  not  tear-you  arc  not  alone.  Dank.i  is  here  to  help  put  your 
vvfjrnctJ  mintl  at  case. 

Oanka  supplies  the  latest  othcc  automation  tcehnoloyy  troiii 

Kodak,  Hewlett-Packard,  Toshiba,  t^anon,  Minolta,  (  )niiiiFa\  .ind 

more.  We  know  technology  inside-out.  More  importantly,  u  c  bnni; 

hum.inity  to  technology,  taking  the  time  to  umlerst.ind  our  clients' 

needs,  wants  and  goals  tor  otiicc  autom.ition.  7  hen  we  make  it 

happen.  Without  pain.  Without  tear. 
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And  when  people  tecl  more  comlorl.ible  with  teclinologv,  something 
amazing  happens:  your  business  runs  more  ettuicntly,  productively 
and  cost-cttectively. 
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tech  people  ,ire  the  best  support  group  \ciu  couki  e\cr  w.int. 
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Is  There    A  Solution 


^Jews:  Analysis  &  Commentary    September  ?.  1993' 


t  is  a  bitter  August  for  Boris  N.  Yeltsin.  Nearly  seven 
years  to  the  day  after  he  defeated  a  coup  plotted  by 
"hard-liners  and  helped  bring  down  the  Soviet  empire, 
the  Russian  President  experienced  his  own  embarrass- 
ing defeat.  The  triumph  of  his  presidency— a  stable  ru- 
ble—collapsed on  Aug.  17  as  his  government  defaulted 

,$40  billion  in  short-term  debts  and  devalued  the  curren- 
Six  days  later,  Yeltsin  humbled  himself  by  reappointing 

:tor  S.  Chernomyrdin,  the  stodgy  bm-eaucrat  he  had  ftred 

y  five  months  earlier,  as  his  Prime  Minister.  It  was, 

ned  Izvestia,  "like  swapping  para- 

ites  in  free  fall." 

.t's  far  more  than  that.  Russia's 

iHomy  is  melting  down  amid  signs 

t  Chernomyrdin's  retui'n  to  power 

;he  end  of  the  era  of  reform.  The 

(le  is  collapsing.  The  financial  mar- 

s  have  stopped  fimctioning.  Banks 

'  short  of  cash,  stirring  panic 

ong  ordinary   citizens.  Within 

nths,  Russians  could  once  again 

coping  with  hyperinflation  and 

i  shortages.  And  Yeltsin,  ah-eady  a 

le  duck,  could  be  forced  to  resign, 

impting  electioiiS.  Now,  in  what 

ae  are  describing  as  "a  quiet 

p,"  Chernomyrdin  is  preparing  to 

m  up  with  Communist  and  nation- 

t  factions  in  the  Russian  parlia- 

nt  and  with  powerful  business  ty- 

ns  to  return  Russia  to  a  far  more 

:ist  style  of  economic  management. 

lELY  MORATORIUM.    Behind  the 

nes,  Chernomyrdin  is  believed  to 

pushing  Yeltsin  to  give  him  pow- 

to  rule  Russia's  battered  economy  by  decree.  Among  oth- 

things,  insiders  say,  Chernomyrdin  may  introduce  limits 

outflows  of  capital  as  well  as  price  controls.  The  bailouts 

some  banks  may  amount  to  their  nationalization.  The 

ernment's  default  and  its  debt  moratorium  are  an  open 

nowledgment  that  Russia's  top  priority  is  its  own  inter- 
stability  rather  than  in  meeting  its  financial  commit- 

ats  to  the  outside  world. 

After  years  of  stagnation,  Chernomyrdin  wants  to  re- 
e  the  Russian  economy,  revive  industry,  and  spur  eco- 
nic  growth.  "Om*  fii'st  priority  will  be  defending  the  social 
Ifare  of  the  population,  paying  salaries  and  pensions," 
declared  after  his  appointment.  "By  purely  monetarist 


By  abandoning 

reform, 
Chernomyrdin 

is  inviting 
hyperinflation, 
capital  flight, 
and  food 
shortages 


measures,  we  will  not  pull  Russia  out  of  the  crisis." 

Although  the  details  are  sketchy,  the  power  shift  in  Rus- 
sia was  sparked  by  banks  worried  about  meeting  payments 
due  on  syndicated  loans  from  Western  financial  institutions. 
Among  others,  Chernomyrdin  ally  Mikhail  Khodorkovsky's 
Menatep  Bank  was  under  pressure.  Indeed,  the  govern- 
ment caved  in  and  announced  its  moratorium  on  the  day 
that  he  was  due  to  make  a  payment  on  an  $80  million  loan. 
But  the  moratorium  and  devaluation  touched  off  a  wave  of 
panic  among  ordinary  Russians  and  foreign  investors.  To 
preserve  stability  and  their  own  em- 
pires, influential  tycoons  such  as  oil 
and  media  baron  Boris  Berezovsky 
began  urging  Yeltsin  to  bring  back 
Chernomyrdin  as  Prime  Minister. 
Yeltsin  also  anointed  him  as  his  pre- 
ferred successor. 

Chernomyrdin's  retui'n  is  a  water- 
shed event.  Russia  may  become  the 
fii'st  major  emerging-market  economy 
in  the  post-cold-war  era  to  insulate  it- 
self from  the  forces  of  globalization. 
By  vowing  to  pour  money  into  Rus- 
sian industry,  Chernomyrdin  seems 
ready  to  reject  the  International  Mon- 
etaiy  Fund's  canon  of  tight  money  and 
belt-tightening.  Russia's  new  stance 
may  tempt  countries  from  Indonesia 
to  South  Koi'ea  to  fend  off  the  market 
forces  that  have  similarly  disrupted 
their  own  hard-hit  economies. 
CLINTON'S  CHALLENGE.  Russia's  free- 
market  failure  is  a  big  blow  to  the 
West.  Led  by  the  U.S.,  Western  in- 
dustrial nations  have  gone  to  great 
lengths  to  hasten  Russia's  transition  to  capitalism — from 
sending  economic  advisers  to  lending  tens  of  billions  of  dol- 
lars. With  11,000  nuclear  weapons,  Russia  would  become  a 
major  threat  to  global  security  if  it  plunged  into  chaos. 
President  Clinton  is  now  faced  with  a  devilishly  complicated 
task  as  he  heads  to  Russia  for  a  summit  with  Yeltsin  sched- 
uled for  Sept.  1.  With  the  imf  strapped  for  cash,  he  can't  of- 
fer any  financial  help.  As  Russia  closes  ranks  against  West- 
em  market  solutions,  Clinton  will  find  it  much  less  willing  to 
bow  to  U.  S.  interests  (page  82). 

Meanwhile,  global  financial  markets  are  also  jittery.  In- 
vestors around  the  globe  had  assumed  that  Russia  was  too 
big  and  politically  important  to  fail.  But  Russia's  debt  mora- 


RUSSIA'S  ROAD  TO  FINANCIAL  RUIN 


FEB.,  1998  Oil  prices 
fall  below  $15  a  barrel 
for  the  first  time  in  four 
years 

MARCH  Yeltsin  fires 
Prime  Minister  Viktor 
Chernomyrdin,  moving 
banker  Sergei  Kiriyenko, 
35,  to  the  post 

iWAY  Central  Bank  dips 
into  dwindling  reserves 


to  defend  the  ruble  as 
investors  flee 

JULY  To  keep  Russia 
from  defaulting,  the  IMF 
pledges  $22.6  billion  in 
loans  over  two  years  in 
exchange  for  tough 
reforms 


ruble  by  34%  and 
announces  a  90-day 
moratorium  on  short- 
term  debt  payments 

AUG.  23  Yeltsin 
fires  Kiriyenko  govern- 
ment and  reappomts 
Chernomyrdin 


AUG.  17  Reversing 
course,  government 
effectively  devalues 


AUG.  26  Central  Bank 
admits  it  can  no  longer 
afford  to  defend  ruble 
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J; 


Chernomyrdin's  j( 


RED  FUG 


Communists  and 
nationalists 
demand  Yeltsin's 


toi-ium  and  the  $82  billion  debt  re- 
structuring program  it  announced  on 
Aug.  25  changed  that  psychology 
overnight.  Investors  reacted  angrily 
to  the  plan,  which  forces  them  to 
swap  high-interest,  short-term  Ti-ea- 
OUSter.  A  day  later,  sury  bills  for  longer-term  ruble  bonds 
he  sacked  his  paying  25%  to  80%.  Analysts  estimate 

Pahinpf  ^^^^  investors  will  receive  just  15c  to 

l^dDinei  3Q^  jfQj.  ^JqJj^j.  invested.  Says 

E.  Gerald  Conigan,  managing  director 
of  Goldman,  Sachs  &  Co.  and  a  former  president  of  the 
Federal  Reserve  Bank  of  New  York:  "There  was  no  alter- 
native. But  it  is  a  very  bad  precedent  that  runs  into  a 
head-on  collision  with  the  whole  global  credit  system."  Adds 
Robert  Devane,  a  Moscow-based  investment  adviser:  "The 
restructui'ing  deal  will  huil  Russia's  ability  to  finance  itself 
in  global  markets  in  the  West  for  some  years  to 
come." 


Chernomyrdin's  strategy  is  straiji 
out  of  the  old  Soviet  book.  The  form 
chairman  of  gas  monopoly  Gazprom 
lieves  that  the  backbone  of  the  Russ  n 
economy  is  its  industrial  enterpris 
Since  Yeltsin  launched  his  economic 
forms  in  1992,  industrial  enterpris 
have  been  starved  for  investment 
governments  slashed  subsidies.  At  t 
same  time,  though,  the  government  kt 
enterprises  afloat  by  allowing  them 
pay  for  electricity,  fuel,  and  other  i 
cessities  thi'ough  long  chains  of  waste 
barter  deals.  This  system  has  becoi 
known  as  Russia's  "viitual  economy"  1 
cause  it  managed  to  keep  millions 
workers   employed   in  unproducti 
factories. 

PRESIDENTIAL  AMBITIONS.  Now,  to  plea 
his  nationalist  and  Communist  suppoh 
ers  in  the  Duma,  Chernomyrdin  wan 
to  turn  these  companies  around  by  flud 
ing  them  with  cash.  With  no  mom 
coming  in  from  foreign  investors  or  i 
ternational  institutions,  the  only  w. 
the  Prime  Minister  can  do  that  is  1 
printing  rubles.  Chernomyrdin  is  e 
pected  to  allov/  favored  private  ban! 
mn  by  his  poweiful  business  supporle 
to  channel  credits  to  industry.  T'n; 
could  further  strengthen  the  grip  i 
powerful  financial  industrial  group.^  < 
the  economy. 

Above  all,  Chernomyi'din's  goal  is  t 
become  Russia's  President.  Elections  ai 
scheduled  for  2000  but  could  be  hel 
much  sooner  if  Yeltsin  resigns.  Until  r( 
cently,  Cheniomyixlin  was  in  the  politn" 
wilderness.  But  if  he  can  somehow  pu 
off  his  rescue  plan  for  Russia,  he  wi 
stand  a  chance  to  upstage  more  charifi 
matic  politicians  who  have  already  sig| 
naled  their  intention  to  nan  for  Presit 
dent:  former  General  Alexander  Lebed  and  the  popula 
Moscow  Mayor  Yuri  Luzhkov. 

But  Chernomyrdin's  hopes  could  soon  fade.  The  risk  i 
that  cranking  up  the  printing  pi'esses  will  lead  to  hyperin 
flation  and  a  totally  worthless  rable.  Increasingly  desperati 
Russians  could  begin  to  hoard  goods  rather  than  hold  on  t( 
money.  At  the  same  time,  the  countiy's  financial  scjueeze  an( 
shortage  of  hard  currency  may  make  it  difficult  to  kee{ 
up  the  imports  of  food  and  other  goods  that  have  floode( 
shelves  over  the  last  seven  years.  That  could  pose  politica 
and  social  problems,  especially  in  cities  such  as  Moscow 
which  imports  close  to  80%  of  its  food.  | 
If  inflation  takes  off,  one  safety  valve  for  the  economj 
may  be  the  American  dollar.  Already,  millions  of  Russians 
hold  their  savings  in  dollars  stashed  under  their  mattresses; 
while  many  companies  have  bank  accounts  in  the  West.  As 
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me  all,  is  to  be  Russia's  President  by  2000-or  sooner 


issia's  ruble  crashes,  more  and  more  business  will  likely  be 
ine  in  dollars,  either  openly  or  on  the  black  market.  That 
IS  true  in  the  early  1990s  when  the  dollar  circulated  par- 
lel  to  the  ruble  and  kept  part  of  the  economy  ticking 
jng.  In  recent  weeks,  business  in  dollars  has  al- 
ady  been  picking  up  as  the  inevitability  of  deval- 
tion  became  clear. 

Now,  the  Russian  economy  is  reeling  from  an  over- 
collapse  in  confidence.  From  St.  Petersburg  to 
adivostok,  the  outlook  for  many  Russian  business- 
— as  weO  as  ordinary  people — is  growing  bleaker  by 
e  day.  Virtually  all  of  the  countiy's  1,600  banks  are 
trouble.  Hundi-eds  of  smaller  banks  ar"e  likely  to  fail 
er  the  next  few  weeks.  Even  the  countiy's  leading 
nks  are  feeling  the  pinch.  In  the  week  following  the 
ble  devaluation,  seven  of  Russia's  top  banks  were  in- 
Ived  in  mergers.  The  spate  of  deals  was  sparked  by 
offer  by  the  Central  Bank  chaiiTnan  of  a  "velvet 
tionalization" — bailout  loans  in  exchange  for  equity 
ikes  in  the  various  banks.  Default  would  convert 
mership  to  the  government. 
PPED  IN  THE  BUD?  In  Russia's  return  to  statist  capitalism, 
3  vibrant  part  of  its  economy  could  be  damaged.  Alongside 
sh-strapped  industry  has  gi'own  a  dynamic  private  sector 
compassing  everything  from  retail  stores  to  computer 
ftware  companies  to  small  consumer-goods  manufacturers. 
)w,  they  are  caught  in  the  financial  squeeze,  unable  to 
thdraw  their  funds  from  banks  or  to  pay  for  imported 
ods.  In  Moscow  and  other  big  cities,  middle-class  workers 


in  new  private  companies  are  facing  a  tough  autumn.  Al- 
ready, some  brokerages  and  banks  are  cutting  their  staffs 
sharply.  If  layoffs  soar,  some  observers  think  the  young 
new  middle  class  could  take  to  the  streets  to  protest  Cher- 
nomyrdin's regime. 

Will  Chernomyrdin's  counterrevolution  succeed? 
By  restincturing  Russia's  debt,  the  Russian  govern- 
ment has  bought  some  time.  Even  if  Chernomyrdin 
can  delay  payments  coming  due  in  the  futm-e,  he  will 
still  have  to  cope  with  the  staggering  flaws  in  Rus- 
sia's economic  system.  He  needs  to  attempt  to  make 
Russia's  enterprises  more  productive,  a  task  that 
will  undoubtedly  involve  political  pain.  And  the  oli- 
garchic rule  of  Russia's  economy,  while  providing 
short-term  stability,  will  continue  the  comiption  and 
misuse  of  assets  that  has  plagued  the  transition  so 
far.  Until  the  oligarchy  is  broken,  Russia's  economy 
won't  be  able  to  gi'ow. 

Per-haps  it  was  wisliful  tliinldng  to  believe  that  a 
country  so  badly  damaged  by  communism  for  70 
yeai's  could  make  the  transition  to  capitalism  in  just  a 
decade.  Despite  the  fervent  hopes  of  Westerners  and  Russian 
refomiers,  Russia  moved  only  partly  down  the  path  to  a  de- 
mocratic market  economy.  In  the  name  of  guaranteeing  pros- 
perity and  well-being  for  ordinaiy  people,  Chemomyi-din  has 
returned  to  power  with  the  strong  backing  of  a  small  political 
and  economic  elite.  Now  it's  up  to  the  Russian  people  to  re- 
act— either  tkrough  the  ballot  box  or  in  the  sti'eets. 

By  Patricia  Kram  i')i  Moscow,  with  bureau  reports 


CREDIT  SUISSE:  THE  PERILS  OF  PIONEERING 


In  the  race  to  Russia,  no  one  was 
faster  than  Credit  Suisse  First 
Boston.  Arriving  in  1991,  csfb 
almost  single-handedly  created  the 
Russian  equities  market.  And  when 
the  government  began  selling  Ti-ea- 
sury  bills  in  1995,  csfb  became  the 
biggest  player. 

Suddenly,  being  a  pioneer  isn't 
looking  so  smart.  On  Aug.  26,  csfb 
said  troubles  there  and  in  other 
emerging  markets  will  slash  at  least 
$254  milUon  from  1998  earnings,  but 
did  not  disclose  the  actual  numbers. 
NO  HEDGE.  CSFB  has  company:  The 
same  day,  Stanley  Druckenmiller, 
manager  of  George  Soros'  flagship 
Quantum  Fund,  said  Soros'  funds  lost 
about  $2  bilhon  in  Russia  over  the 
last  year.  Investors  fear  losses  may 
soar  if  the  iiible  falls  fuither.  Shai'es 
of  Credit  Suisse  Group,  csfb's  parent, 
are  25%  off  then-  '98  liigh  on  Russia 
worries.  Shares  of  big  German  banks 
have  fallen  as  much  as  25%. 

The  unraveling  of  Russia's  econo- 


my caught  many  in- 
vestors in  an  unex- 
pected snai-e.  In  the 
past,  T-bill  investors 
could  hedge  their  cm- 
rency  bets  using  for- 
ward contracts  with 
Russian  banks.  But 
the  government  has 
put  a  moratorium  on 
banks'  having  to  repay 
foi-wai'ds — and  csfb 
estimates  its  debt  re- 
structuring will  leave 
investors  with  only 
15%  to  30%  of  then-  T-bills'  face  val- 
ue. Michael  Eggleton,  head  of  csfb's 
fixed-income  operation  in  Russia,  says 
many  would-be  short-teim  investoi-s 
have  been  handed  "a  six-  or  seven- 
year  ruble  asset,  in  a  time  when 
there's  no  ability  to  hedge  that  risk." 

True,  if  csfb  wi'ote  down  all  its 
Russia  losses  to  date,  first-half  earn- 
ings would  be  only  20%  less  than  in 
1997.  "We've  had  a  blockbuster  year. 


OFF  A  CLIFF 


THE  DOLLAR-RUBLE 
EXCHANGE  RATE 


JAN.  2,  '98  AUG. 
A  RUBLES  TO  THE  DOLLAR 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


if  you  take  Russia 
out,"  says  Chief  Exec- 
utive Allen  D.  Wheat. 
Similai"ly,  Salomon 
Smith  Barney  figiu'es 
the  top  four  Gemian 
banks'  total  net  expo- 
sui'e  is  only  $2  billion. 
Chase  Manhattan 
Coip.  says  its  expo- 
sui-e  is  about  $500  mil- 
lion, and  BankAmerica 
puts  its  own  at  $412 
million. 

Still,  rumors  persist 
that  more  big  hits  are  in  the  offing. 
Rating  agency  Fitch  ibca  says  Russia's 
moratorium  affects  only  about  $250 
million  in  syndicated  loans,  but  about 
$2.4  bOlion  in  repo  contracts  and  $40 
billion  to  $50  billion  of  foi"ward  con- 
tracts. The  bottom  line:  Investors' 
Russia  wonies  are  far  from  over. 

By  Carol  Matlack  in  Moscow  and 
Thane  Peterson  in  Frankfurt,  with 
Leah  Natimns  Spiro  in  New  York 
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COMMENTARY 

By  Joan  Warner 


NO  MORE  CRUTCHES.  NO  MORE  BAND-AIDS 


First  Asia.  Then  Russia.  Maybe 
Latin  America  next.  The  world's 
financial  crises  are  casting  long 
shadows,  not  just  over  emerging 
markets  but  over  New  York  and 
Frankfurt  as  well.  Some  economists 
and  investors  are  so  scared  they  are 
proposing  controls  on  currency  or 
capital  flows  to  stop  the  bleeding — a 
giant  leap  backward  from  the  demo- 
cratic, free-market  policies  that  were 
supposed  to  have  won  the  cold  war. 

But  the  markets  now  in  meltdown 
are  free  in  name  only.  Russian  capi- 
talism created  a  shell  economy  in 
which  a  few  bankers,  politicians,  and 
businessmen  plundered  the  country's 
assets  to  line  their  own  pockets. 
Southeast  Asia's  crony  capitalism  al- 
lowed countries  to  inflate  financial  as- 
sets vdth  flimsy  loans  made  between 
friends.  Korea  still  coddles  its  banks 
and  conglomerates — as  does  Japan, 
now  in  its  eighth  year  of  eco- 
nomic stagnation.  Even  Hong 
Kong  is  artificially  propping  up 
its  stock  market  to  the  tune  of 
$3  bilhon. 

Such  systems  destroy  value 
instead  of  building  it.  They  keep 
profitless  enterprises  alive  with 
debts  that  never  get  repaid.  And 
the  hot  money  from  the  West 
that  goes  along  for  the  ride,  ex- 
pecting to  be  saved  if  markets 
tui'n  sour,  just  fuels  the  flames. 

When  currencies  plummet  and 
capital  mns  for  cover,  it's  tempt- 
ing to  consider  extreme  mea- 
sures. Restricting  money  flows 
or  pegging  exchange  rates  could 
temporarily  contain  volatiHty. 
But  the  last  thing  such  countries 
need  is  more  restrictions  on  the 
free  flow  of  money.  Instead,  they 
should  plunge  ahead  with  reform 
and  let  the  markets  work  then- 
discipline. 

"MORAL  HAZARD."  That  doesn't 
necessarily  mean  doing  the  In- 
ternational Monetaiy  Fund's 
bidding  in  return  for  bailouts. 
In  fact,  the  IMF's  classic  pre- 
scriptions have  failed  dismally  in 
Asia  and  Russia  alike.  "The  only 
way  to  help  a  country  is  by 
telling  it  to  stand  on  its  own 
two  feet,"  says  Albert  D.  Fried- 


berg,  dii'ector  of  Toronto- 
based  money  management 
fii'm  Friedberg  Mercantile 
Group.  Friedberg  believes 
that  by  bailing  out  first  Latin 
America  in  the  1980s,  then 
Mexico  in  1994,  and  now 
Thailand  and  Korea,  Western 
lenders  have  encouraged  pri- 
vate investors  to  assume  that 
they'll  be  protected  if  an 
emerging  market  goes  under. 
"We  have  created  a  monu- 
mental moral  hazai'd  prob- 
lem," he  says,  adding  that 
bailouts  help  banks  like 
Chase  Manhattan  Corp.  and 
Goldman,  Sachs  &  Co.  more  than 
the  struggling  economies  in  which 
they  invest. 

Currency  and  capital  controls  are 
also  stopgap  measures.  They  may 
keep  hot  money  from  flooding  in 


RUSSIA  IN 
CRISIS 


HONG  KONG  INVESTORS: 


artificial  market 


and  out  of  countries,  but 
they  restrict  the  flow  of 
long-term  investment  at 
the  same  time.  And  coun- 
tries that  adopt  capital  con 
trols  don't  learn  to  cope 
with  the  normal  fluctua- 
tions of  supply  and  de- 
mand. "The  longer  controls 
are  in  place,  the  larger  the 
disequilibrium  and  the  larg 
er  the  shock  when  it  has  t 
be  corrected,"  says  Donald 
R  Gould,  a  global  asset  al- 
locator at  Franklin  Temple- 
ton  Group  in  Claremont, 
Calif. 

KINDEST  CUT.  The  alternative  to 
bailouts  and  prefabricated  cun-ency 
stability  isn't  pretty.  It  means  pun- 
ishing the  fake  capitaUsts  and  the  in- 
vestors who  supported  them.  It 
means  forcing  government  officials  to 
wean  the  oligarchs  they  have 
nurtured.  It  means  ending  jingo- 
istic practices  by  opening  jobs 
and  markets  to  foreigners. 

Ti-uly  free  markets  can  also 
subject  ordinary  citizens  to  se- 
vere pain.  Indeed,  in  the  past, 
the  IJ.  S.  and  international  lend- 
ing organizations  justified  quick 
rescues  for  troubled  economies 
by  raising  the  specter  of  mas- 
sive social  unrest.  Russia's  crisis 
is  already  causing  whispers  in 
Washington  about  the  global 
havoc  that  a  broke  and  hungry 
nuclear  power  might  wreak. 
Without  question,  the  dowmside 
of  letting  the  free  market  do 
its  job  is  that  hardworking  peo- 
ple get  ham.mered  along  vidth 
corrupt  officials  and  high-rolling 
investors. 

Yet  in  the  long  ran,  it  would 
do  errant  countries  a  kindness 
to  burst  their  speculative  bub- 
bles and  dismantle  their  bank- 
rapt  corporations.  They  may  be- 
come members  of  the  free- 
market  club  reluctantly.  But 
that's  only  because  they  haven't 
really  learned  that  this  is  a  club 
worth  paying  dues  to  join. 

Warner  covers  European 
economics. 
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plan  ahead. 


When  choosing  group  benefits, 
you  want  a  company  that  will  be 
there  for  you.  That  company  is  The 
Principal®.  We  have  been  part  of 
communities  like  yours  for  over 
a  century.  And  through  our  local 
market  approach,  we  offer  options 
like  group  life,  medical,  disability, 
vision  and  dental  insurance. 
The  Principal  representative  in 
your  area  knows 
and  understands 
your  market  and 
business.  In  the  end, 
we  can  provide  flexible 
benefit  options  to  fit  your  needs 
and  your  budget.  Your  employees 
will  enjoy  the  excellent  service  for 
which  the  Principal  Financial  Group® 
is  known.  And  everyone  will  get 
ahead.  If  that  sounds  good  to  you, 
get  in  touch  with  your  broker  or 
call  1-800-986-3343. 


get  ahead. 


Plan  Ahead.  Get  Ahead."" 
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Group 


Health,  Dental  and  Disability  Insurance 
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News:  Analysis  &  Commentary 


IN  A  WORLD  OF  TROUBLE 
CAN  HE  COPE? 


COMMENTARY 

By  Amy  Borriis  and  Dean  Foust 

As  he  prepares  for  a  Sept.  1  su- 
perpower    summit  in 
Moscow,  Bill  Clinton 
faces  the  gi'eatest 
challenge  of  his  Presi 
dency.    What  had 
been  a  key  foreign 
policy     success — 
coaxing  Russia 
into    the  global 
economic  system — 
is  quickly  becom- 
ing   a  quagmire. 
And  there  appear^ 
to  be  very  little  the 
President — or  anyone 
else — can  do  to  fix  it.  In 
fusions  of  aid  from  interna- 
tional institutions  have  failed  RUSSIA'S  ECONOMY 
to  bolster  Russia's  markets,  .   .      ,  i    ,  , , 

and  Clinton  won't  be  wiiting      implodmg,  butthe 
any  new  checks.  All  Clinton  U.S.  can  do  little  tO 
can  offer  is  advice.  And  it's  break  the  gridlock 
not  even  clear — with  Russ- 
ian President  Boris  Yeltsin's  grip  on 
power  shaky — to  whom  he  can  give  it. 

With  11,000  nucleai-  weapons,  unstable 
democratic  government,  and  resm-gent 
ultra-nationalism  feeding  an  anti-U.  S. 
backlash,  Russia  again  looms  as  a  na- 
tional security  threat.  And  there's  the 
i-ub:  In  his  yeai-s  in  the  Oval  Office,  CHn- 
ton  has  tun  foreign  policy  as  if  it  were 
chiefly  about  ojiening  world  markets  and 
integrating  economies.  When  it  comes  to 
managing  international  crises  with  more 
conventional  weapons  of  statesmanship, 
Clinton  is  a  relative  novice. 
SPILLOVER?  And  Russia  is  hardly  his 
sole  headache.  From  bombings  of  U.  S. 
embassies  in  Aftica,  to  the  chicaneiy  of 
Saddam  Hussein,  to  reports  of  a  re- 
newed nuclear  buildup  in  North  Korea, 
the  world  hasn't  looked  this  scary  since 
the  cold  war.  Add  to  this  mix  the 
specter  of  meltdowns  in  such  key  mar- 
kets as  Japan  and  South  Korea.  The 
cmrency  crises  that  sapped  most  of  Asia 
and  Russia  now  thi-eaten  to  spill  into 
Latin  America  and  Eastern  Europe. 
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In  the  past,  the  world  has  looked  to 
3  U.  S.  to  cure  such  ills.  In  turn,  the 
esident  could  seek  help  from  other 
moniic  titans  hke  Germany  and  Japan, 
it  both  Chancellor  Helmut  Kohl  and 
ime  Minister  Keizo  Obuchi  have  theii- 
T\  local  storms  to  weather.  And  be- 
ise  of  the  Monica  Lewinsky  scandal 
home,  Clinton's  own  political  future  is 
certain. 

Sounds  bleak.  But  there  are  steps 
nton  can  take.  First,  he  must  recog- 
ie  that  national  security  concerns  can 
longer  take  a  back  seat  to  intema- 
nal  economics.  "It's  now  cleai"  we  don't 
ve  a  moment  to  relax,"  says  Robert 
igan  of  the  Carnegie  Endowment  for 
;eniational  Peace,  a  Washington  think 
ik.  "We  have  to  both  modernize  our 
ces  for  strategic  thi'eats  20  yeai's  out, 
d  jump  in  to  maintain  a  reasonable 
emational  order." 

To  do  that,  Clinton  must  strengthen 
inections  with  these  bruised  coun- 
es.  Yet  the  first  instincts  of  nations  in 
)uble — particularly  when  they  know 
Western  bailout  money  is  available — 
to  turn  inward.  Witness  Russia's  de- 
ion  to  halt  trading  of  the  rable  and 
teze  payments  on  its  government  debt 
irket — moves  that  could  bi'ing  stabil- 
■  but  also  hurt  futm-e  relations  with 
•eign  investors.  With  Russia  threat- 
ing  to  implode,  some  outside  advisers 
en  pressed  Clinton  to  cancel  his  trip. 

>IA  Japan's  recession  is 
arting  to  hurt  the 
S.  and  make  it 
ugh  for  other 


TERRORISM  Attacks  on  U.S.  embassies  and 
retaliatory  strikes  signal  the  start  of  a 
long  war  between  the  U.S.  and  Islamic 
terrorists 


But  he  rejected  that  advice.  "To  stay 
home  would  be  unthinkable,"  says  An- 
thony Lake,  Clinton's  former  national 
seciuity  adviser.  And  given  that  the  vis- 
it should  bolster  Russia's  democrats,  he 
made  the  right  call. 

Wall  Street — with  an  eye  to  its  hefty 
investment  in  Russian  markets — has 
been  clamoring  for  a  new  infusion  of 
cash.  But  that  would  be  throw 
ing  good  money  after  bad. 
Indeed,  Clinton  already 
delivered  that  message 
to  Yeltsin  in  an  Aug.  25 
phone  call.  "Addition- 
al money  won't  make 
things  better — and 
might  make  them 
worse,"  says  one  se- 
nior Administration  of- 
ficial. The  Clintonites 
want  reforms  first,  in- 
cluding better  tax  collec- 
tion, a  cleanup  of  Russia's 
comipt  banking  system,  stronger 
protections  for  investor  rights,  and  fui- 
ther  debt  restructuring.  Without  this 
foundation,  the  Administration  feai's  that 
Russia  will  squander  more  dollars  and 
spook  the  markets  even  further. 
MORAL  AID.  Besides,  when  it  comes  to 
the  U.  S. -Russian  equation,  Russia's 
economy — smaller  than  that  of  the 
Netherlands — is  peanuts.  What's  really 
at  stake  is  the  stability  of  a  countiy 
that  still  has  a  big  nuclear  arsenal  and 
wields  clout  over  many  of  the  world's 
hot  spots,  fr-om  Kosovo  to  Khartoum. 
That's  why  Russia  must  once  again  be 
viewed  as  a  national  secuiity  concern — 
one  that  needs  moral  support — and  not 
just  another  chip  in  the  global  econoinic 
mosaic.  "We  want  to  demonstrate  that 
the  relationship  matters,"  says  one  se- 
nior official.  "Sometimes,  you  just  keep 
the  agenda  alive  and  moving." 

Clinton's  team  will  back  up  that 
goodwill  with  offers  of  technical 
support  on  such  items  as  re- 
structuring  banks  and 
converting  military- 
grade    plutonium  to 
peaceful  use.  But  Clin- 
ton would  also  be  well 
advised    to  quietly 
reach  out  to  possible 
successors  to  Yeltsin, 
such  as  Siberian  leader 
Alexander  Lebed,  and 
Moscow    Mayor  Yuri 


Luzhkov.  "This  is  the  beginning  of  the 
end  for  the  Yeltsin  era,"  says  Russian 
scholar  Alexander  Rahr  of  the  German 
Society  for  Foreign  Affairs  in  Bonn. 

Already,  Clinton's  team  is  mulling  a 
U.  S.  Embassy  party  in  Moscow  where 
the  President  will  be  able  to  mingle 
with  pols  of  all  stripes,  even  as  he  seeks 
to  buck  up  Yeltsin.  That's  a  task  tailor- 
made  for  the  I-feel-your-pain  President. 

Clinton  dare  not  fail.  Ti-easury  and 
Federal  Reserve  officials  increasingly 
despair  of  Japan's  will  to  fix  its  cram- 
bling  banking  system.  Japan  is  "the 
missing  locomotive,"  says  one 
Clintonite.  China,  too,  could 
spark  a  panic  in  dicey 
Asian  markets  such  as 
Hong  Kong  if  it  de- 
values the  yuan. 
Restoring  confi- 
dence in  Russia  is 
just  one  step  to- 
ward stabilizing  a 
dangerous  world. 
Right    now,  that 
may  be  a  lot  to  ex- 
pect of  a  crippled 
leader  who  too  often 

GOVERNMENT  FACE-OFF 

Clinton  and  Congress 
increasingly  are  at  odds  over 
tax  cuts,  spending  priorities, 
and  health  care 


MONICA  LEWINSKY  Scandal  has 
reduced  Clinton's  credibility  and 
clout  abroad 

views  the  rest  of  the  world  as  little  more 
than  a  loading  dock  for  U.S.  exports. 
It's  a  challenge  CUnton  can't  sidestep. 

From  Washingion,  Borrus  and 
Foust  write  about  politics  and  global 
economics. 
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DETROIT 


WILL  JAPAN  SHAKE 

THE  BIG  THREE'S  LAST  STRONGHOLD? 

A  wave  of  powerful,  feature-packed  light  trucks  is  on  the  way 


Cheryl  LaBash  is  the  kind 
of  customer  who  makes 
Detroit  execs  lose  sleep 
at  night.  She  happily  drove 
Japanese  cars  for  17  years  until 
1997,  when  she  traded  in  her 
Honda  Civic  for  a  Plymouth 
Voyager.  The  49-year-old  Detroit 
construction  inspector  needed  a 
roomier  veliicle  to  haul  her  100-pound 
Alaskan  malamute  and  her 
work  equipment.  Honda  Mo- 
tor Co.'s  CR-v  sport  utili- 
ty was  too  small,  so  she 
paid  $16,000  for  one  of 
Chrysler  Coi-p.'s  popu- 
lai"  minivans.  But  with 
Honda  introducing 
a  larger  mini  van, 
LaBash  admits  she 
still  has  a  soft  spot 
for  Honda  and  could 
be  won  over  again. 
"The  Japanese  vehi- 
cles    have  more 
amenities,  and  they 
are  just  more  com- 
fortable to  drive," 
she  says. 

Watch  out,  De- 
troit. Here  come  the 
Japanese — again.  The 
last  bastion  of  De- 
troit dominance,  light 
trucks,  is  under  at- 
tack. A  wave  of  new 
minivans,  sport-utility  vehicles,  and  pick- 
up tiTicks  ft-om  Japanese  auto  makers  is 
about  to  encroach  on  Detroit's  profit 
paradise.  These  new  Japanese  con- 
tenders pose  an  even  greater  threat 
than  hot  models  such  as  the  (;r-v  and 
Lexus  RX  300  sport  utes,  which  only 
nibbled  at  the  edges  of  Detroit's  ti-uck 
stronghold.  "They're  going  to  give  De- 
troit trouble,"  predicts  Lehman  Bi-othere 
Inc.  auto  analyst  Joseph  S.  Phillippi. 
"Down  the  road,  they  will  take  a  lot  of 
share." 

The  onslaught  will  begin  in  October, 
when  Honda  launches  the  .$23,000 
Odyssey  minivan,  aimed  squarely  at  the 
top-selling  Dodge  Caravan  and  its  sib- 
ling, the  Voyager  Next  spring,  Toyota 
Motor  Coi-p.  will  begin  selling  the  Hin- 
dra,  the  fii'st  Japanese  full-size  pickup  to 


that  wei'e  too  cramped  and  lacked  pow<| 
To  name  one  example,  the  too-small  To 
Ota  T-lOO  in  1993.  "I  don't  think  thol 
people  understand  the  truck  market] 
says  Chiysler  Chainnan  Robert  J.  Eat 
"They  haven't  come  close  yet." 

But  the  Japanese,  who  have  steadi! 
captiu'ed  nearly  one-third  of  the  U. 
car  market  over  the  past  two  decade 
are  now  confident  they  can  make  a 
at  trucks.  The  new  Toyota  pickup 
feature  a  bravray  4.7-liter 
engine.  And  Honda's  Odyssd 
equals  the  Caravan  in  si 
offers  a  more  powerful 
engine,  and  has  a  third  row 
seats  that  tucks  neatly  intj 
the  floor  to  expand  carg 
room.  "Everybody  knov 
how  good  the  Caravs 
is,  but  Honda's  image 
pretty  good,  too,"  say 
Thomas  Elliott,  Amer 
can  Honda  Motor  Co.' 
executive  vice-presider 
for  sales. 

Honda  and  Toyotl 
will    start  small 
Honda  plans  to  sel 
only  70,000  Odys 
s  e  y   m  i  n  i  V  a  I 
next  year — a  pitl 


The  Competition  TakeTon  Detroit 


HONDA  i/Q 
ODYSSEY 

DODGE  GRAND 
CARAVAN 

TOYOTA  WQ 
TUNDRA 

FORD  F-SERIES 
PICKUP 

STARTING  PRICE 

$23,000* 

$21,620 

$16,000* 

$15,185 

LENGTH 

201.2  inches 

199.6  inches 

217.5  inches 

205.6  inches 

WIDTH 

75.6  inches 

76.8  inches 

75.2  inches 

78.4  inches 

•ESTIMATED  PRICES 

DATA;  AUTO  COMPANIES 

spar  with  Detroit's  sales  stalwarts,  the 
Ford  F-series,  Chevi'olet  Silverado,  and 
Dodge  Ram.  And  in  2000,  Honda  and 
Toyota  will  both  launch  roomy  sport 
utilities  that  analysts  say  could  give  De- 
troit a  run  for  the  real  money. 
FAT  MARGINS.  In  this  contest,  Detroit 
has  a  lot  to  lose:  It  derives  virtually  all 
of  its  automotive  profits  fi'om  sport  util- 
ities, minivans,  and  pickups.  Margins  on 
chrome-laden  suvs  can  nan  to  $15,000. 
Phillippi  figiu-es  Ford  Motor  Co.  pock- 
eted neai'ly  $2  billion  in  profits  last  yeai" 
just  from  the  Ford  Expedition  and  Lin- 
coln Navigator  sport  utilities. 

Detroit  auto  cliieftains  promise  to  pro- 
tect their  commanding  85%  share  of  the 
lucrative  tiaick  mai'ket.  And  they  do  not 
fail  to  note  that  Toyota  and  Honda  have 
flopped  before  with  minivans  and  pickups 


tance  compared  with  Chiysler's  500,00{ 
annual  minivan  sales.  And  Toyota  is 
planning  only  100,000  Tundra  sales  in 
the  first  year — ^just  14%  of  the  annua] 
sales  of  Ford's  F-series  pickup. 

But  that  deliberate  approach  is  de- 
ceptive. Toyota  has  invested  $1.2  billion 
in  a  new  plant  near  Evansville,  Ind.,  to 
build  the  Tundra,  and  in  2000,  a  big 
sport  utility.  And  Honda  invested  $200 
million  to  build  a  new  factoiy  in  Alhs- 
ton,  Ontario,  next  to  its  existing  Civic 
plant,  to  produce  the  Odyssey  and  a 
sport  ute  known  as  the  may,  also  coming 
in  2000.  Combined,  those  two  plants 
could  be  pumping  out  a  half-million 
minivans,  pickups,  and  sport  utilities 
within  thi'ee  years. 

Honda  and  Toyota  have  already 
scored  small  but  significant  victories  in 
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sport  utilities.  They  created  a  new  mar- 
ket for  car-based  sport  utes  over  the 
past  two  years  with  the  hot-selling 
Honda  CR-v  and  Toyota  rav4,  which 
combined  are  on  pace  to  sell  more  than 
150,000  units  this  year.  And  the  best- 
selling  model  for  the  past  four  months 
in  Toyota's  Lexus  luxury  line  is  the 
new  RX  300  suv,  now  selHng  at  an  an- 
nual rate  exceeding  50,000.  "People  are 
trading  in  Jeeps  and  getting  on  the 
waiting  list  for  the  Lexus,"  says  East 
Hanover  (N.J.)  car  dealer  Peter  Jarvis. 
Detroit  dismisses  Japan's  suvs  as 


"niche  vehicles,"  but  it  is  firing  back 
with  new  models  of  its  own.  Clirysler  is 
launching  an  overhauled  Jeep  Grand 
Cherokee,  but  instead  of  jacking  up  the 
price,  it  actually  cut  it  by  $250  to  start 
at  $26,220.  General  Motors  Coi-p.'s  most 
important  new  model  is  the  $15,995 
Chevrolet  Silverado,  packed  with  new 
featui-es  but  just  $340  more  than  the 
11-year-old  model  it  replaces.  And  Ford 
is  adding  a  fourth  door  to  its  Windstar 
minivan  and  the  extended-cab  F-150  pick- 
up. "We  intend  to  keep  ahead  of  the 
game,"  pledges  Richard  Parry-Jones, 


Ford's  group  vice-president  for  prodi; 
development. 

But  Detroit  has  fallen  behind  befoi. 
That's  why  America's  two  top-sellir 
cars  are  the  Honda  Accord  and  Toy<i 
Cami-y.  "Once  the  reputation  gets  out  i 
the  Tundra,"  says  Don  Esmond,  gi-(n 
vice-president  for  the  U.  S.  Toyota  Di 
"it  will  be  just  like  the  Cami-y."  Th 
might  seem  a  distant  prospect  to  con 
dent  Motown  execs.  But  if  it  comes 
pass,  it  would  be  their  worst  nightmaijj 
By  Keith  Naughton,  with  Kathle^ 
Kerwin,  in  Detroit 


DEALS 


TELLABS  HAS  A 
REALLY  BAD  DAY 

Its  bid  for  fiber-optic 
company  Ciena  is  in  peril 

For  years,  Tellabs  Inc.  has  been  one 
of  Wall  Street's  favorite  over- 
achievers.  The  telecom  equipment 
maker  could  do  no  wTong  as  it  pushed 
into  overseas  markets,  acquired  several 
competitors,  and  kept  revenues  gi'owing 
at  a  30%  annual  clip.  But  suddenly,  its 
futm-e  as  a  telecom  behemoth  is  at  risk. 

Tellabs'  most  important  deal  to  date, 
a  one-for-one  stock  swap  with  Ciena 
Coi-p.,  is  in  jeopardy.  On  Aug.  21,  at&t 
unexpectedly  dumped  Ciena  as  a  poten- 
tial supplier.  The  news  sent  Ciena's 
stock  plimging  45%,  fi-om  $56.78  a  shai-e 
to  $31.25.  It  later  recovered  only  slight- 
ly, closing  at  $34.25  on  Aug.  26. 

The  setback  raises  questions  about 
the  quality  of  Ciena's  main  product, 
which  multijjlies  the  bandwidth  of  fiber- 
optic cables.  And  it  casts  doubt  on  the 
vrisdom  of  Tellabs'  merger  decision.  StUl, 
Tellabs  ceo  Michael  J.  Birck  faces  a 
thorny  dilemma:  Knowing  that  others 
may  be  interested  in  Ciena,  how  hard 
should  he  fight  to  keep  the  deal? 
CISCO  TALKS?  With  investors  waiting 
impatiently,  tlu'  Tellabs  board  huddled 
for  more  than  -;ix  hours  on  Aug.  25  at 
the  company';^  suburban  Chicago  head- 
quaitere.  Birck  w  as  unavailable  for  com- 
ment, but  sources  '-lose  to  the  talks  ex- 
pect Tellabs  to  offer  Ciena  shareholders 
about  three-fourth:-  if  a  Tellabs  share 
for  every  Ciena  sliar.  making  the  deal 
worth  close  to  $5  biUin  ,  down  from  the 
original  $7.1  bilhon. 

Though  Ciena  has  sh'  the  loss  of  at&t 
won't  significantly  aff(  earnings,  ana- 
lysts say  a  discoimted  i  makes  sense. 
Not  only  has  Ciena  los      at,  but  it  also 


ILL-FATED? 

CEOs  Birck  of 
Tellabs  (left)  and 
Nettles  of  Ciena 


faces  new  competition  that 
could  lui"e  away  longtime  cus- 
tomers like  WorldCom  Inc. 

Pursuing  the  merger  with 
Ciena  also  makes  sense  for 
Tellabs,  which  makes  equip- 
ment that  connects  digital  hoped  tO  build 
networks.  Tellabs  needs  to  di-  high-capacity 
versify  its  product  line,  and  teleCOm  networks 
Ciena  will  help  it  move  into 
the  fiber-optic  arena.  Says  John  B.  Leo, 
vice-president  of  the  Northern  Ti'ust 
Co.,  a  Tellabs  shareholder:  Without 
Ciena  and  its  technology,  Tellabs'  gi'owth 
"might  othei^wise  slow." 

So  the  risks  of  a  lowball  offer  are 
huge,  wams  Michael  Davies,  a  telecom- 
miuiications  networking  analyst  at  Punk, 
Ziegel  &  Co.  in  New  York.  Ciena  al- 
ready has  been  approached  by  a  sec- 
ond suitor.  On  May  6,  a  month  after 
Tellabs  began  its  fonrial  talks,  Ciena  re- 
ported in  a  proxy  statement  that  an 
unnamed  company  had  expressed  inter- 
est in  it.  That  company,  several  ana- 
lysts say,  was  Cisco  Systems  Inc.  A  Cis- 
co spokesman  calls  Ciena's  wave  division 
multiplexing  (wdm)  product,  which  al- 
lows networks  to  cairy  40  times  their 
nonnal  amount,  "an  important  technolo- 


gy, iJLR  he  wouldn't  commtT 
on  a  bid  for  the  company. 

Cisco  may  not  be  the  onl 
suitor  that  has  looked  Cien 
over  either  Analysts  agre 
Ciena  would  fit  nicely  wit 
German   electronics  gian 
Siemens  or  network  equip 
ment  maker  Ascend  Commi 
nications.  Both  refuse  com 
ment   on   bidding,   and   a  Siemen 
spokesman  says  the  company  will  in 
troduce  its  own,  low-end  wdm  product 
mid-September. 

Even  so,  analysts  see  a  Ciena  acquisi 
tion  as  a  way  for  Siemens  to  reel  in  sue 
U.  S.  hea\n^eights  as  Sprint  Coi-p.  an( 
WorldCom.  For  Ascend,  it's  the  "nex 
logical  step,"  says  Timothy  J.  Smith 
tech  research  fiiTO  Dataquest  Inc.  As 
cend,  based  in  Alameda,  Calif.,  als( 
makes  digital  svritches  but  lacks  the  kinc 
of  optical  ecjuipment  Ciena  makes. 

No  doubt,  Birck  and  his  board  ar( 
sweating  over  the  risk  of  getting 
tinmped.  But  to  keep  Wall  Street  ap 
plauding,  Birck  knows  he  has  to  keej 
finding  more  cards  up  his  sleeve. 

By  Roger  0.  Crockett  in  Chicago 
with  Andy  Reinhardt  in  San  Mateo 
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HOMES  ARE  SELLING 
LIKE  A  HOUSE  AFIRE 

[t's  a  record  year  for  developers.  But  will  they  overbuild? 


If  you  have  any  doubt  that  Ameri- 
cans have  a  near-insatiable  urge  to 
buy  a  new  home  these  days,  just  ask 
any  developer.  One  rainy,  OO-degree-plus 
night  in  July,  dozens  of  potential  buyers 
camped  outside  a  Centex  Homes  sales 
office  to  get  first  crack  at  a  20-lot  ex- 
pansion of  a  300-home  subdivision  in 
subm-ban  Dallas.  At  a  new  Naples  (Fla.) 
development,  the  same  company  is  ask- 
ing—and getting— up  to  $320,000  for 
homes  that  won't  be  available  before 
July,  1999.  And  by  mid-August,  Mon- 
terey Homes  Corp.  had  ab'eady  received 
1,400  incjuiries  for  a  scant  17  new  homes 
in  Rocklin,  Calif.,  that  won't  even  go 
up  for  sale  until  mid-September.  "It 
doesn't  get  any  better  than  this,"  says 
Centex  Chief  Financial  Officer  William 
D.  Albers.  "This  is  one  of  those  times 
when  all  the  stars  are  in  alignment." 
BULL  RUN.  And  it  doesn't  take  an  as- 
trologer to  see  all  factors  pointing  to 
the  best  annual  pt^rformance  for  home 
construction  since  the  go-go  '80s.  Cred- 
it a  strong  econoiny,  low  mortgage 
rates,  rising  incomers,  and  strong  con- 
sumer confidence  for  pushing  housing 
stalls  to  their  briskest  j^ace  in  11  years. 
In  July,  says  the  Commerce  Dept., 


NAILING  IT:  A  liOKse  rising  in  Texas 
adds  boost  to  a  banner  year 

starts  were  up  5.7%  to  a  seasonally  ad- 
justed annual  rate  of  1.7  million  units. 

Sales  of  existing  homes  are  setting 
records,  too.  On  Aug.  25,  the  National 
Association  of  Realtors  reported  a  4% 
jump  in  July  sales  of  previously  owned 
single-family  homes,  to  an  annualized 
4.93  million  units,  the  highest  level  ever. 
Not  surprisingly,  the  frantic  pace  of 
home  buying  has  pumped  up  prices 
more  than  6%  in  a  year  when  inflation 
can't  crack  2%.  In  52  years  in  the  busi- 
ness, "I've  never  seen 
a  market  this  strong," 
says  Donald  F.  Horn- 
ing, president  of  Brook- 
field  (Wis.)-based  Shore- 
West  Realtors  Inc., 
where  pre-July  unit 
sales  were  up  23% 
over  last  year 

Just  how  long  can 
this  bonanza  last?  "The 
end  is  not  in  sight," 
says  David  Lereah, 
chief  economist  at  the 
Mortgage  Bankers 


HOW  MANY  NEW  HOMES 
ARE  TOO  MANY? 


▲  Millions 


Assn.,  who  sees  six  to  12  months  md 
of  bounce  ahead — as  long  as  inten] 
rates  stay  at  curi'ent  low  levels.  T 
scenario  may  be  too  rosy.  Mai'k  M. 
di,  chief  economist  at  housing  consult! 
firm  Regional  Financial  Associates  Ir| 
says  that  in  most  of  the  country 
cept  for  pockets  in  Texas,  Florida,  a; 
California — pent-up  demand  has  be| 
nearly  met.  "We're  working  on  spent- 
demand,"  says  Zandi,  defining  that 
second-  and  third-time  homeovmers 
ing  bigger  with  gains  made  in  the  sto| 
market  or  from  selling  their  own  homi 
Some  economists  even  see  the  pot 
tial  for  a  slowdown  by  yearend  as  lal 
offs  at  U.  S.  factories  rise  due  to  Asij 
woes.  "Even  if  interest  rates  are  low,i 
a  worker  loses  his  job,  that  person 
not  going  to  be  buying  a  house,"  sa 
Paul  L.  Kasriel,  chief  U.  S.  economi 
at  Northern  Tnast  Corp.  in  Chicago. 
TAPPED  OUT?  But  so  far,  Asia  has  on 
helped  builders.  Raw  material  prices 
such  items  as  lumber  and  roofing  suppli 
have  cut  construction  costs  significant 
Still,  home  developers  aren't  necessaii 
enjoying  significantly  wider  margin 
Many — especially  smaller  and  midsi 
bmldere — report  serious  labor  shortage 
particularly  for  such  skilled  workers 
carpentei's,  framers,  and  masons.  The 
also  are  having  to  pay  top  dollar  f( 
those   workers   they   can   hire.  ^ 
Charleston  (S.  C.)  builder  Bai-kley/Fras( 
Co.,  labor  costs  have  risen  about  10 
over  the  past  two  years.  One  solutio 
out-of-state  labor  pools.  But  now  e\'e 
those  markets  are  "tapped  out,"  sa,^ 
Barkley/Fraser  co-ovraer  Chiis  Frasei 
Yet  whether  or  not  their  costs  ai 
rising,  developers — and  other  sellers- 
are  boosting  prices.  In  Atlanta,  Colon 
Homes  prices  are  up  as  much  as  7% 
the  past  year.  Nationwide,  Centex  hi 
jacked  up  prices  by  at  least  10%  in  th 
past  six  months — in  some  instances  t 
discourage  demand,  says  Albers.  An 
these  steep  hikes  could  do  just  that 
but  maybe  too  soon  and  by  too  much. 
That  could  be  a  problem  for  thn.- 
still     building  nei 
homes,    rfa's  Zanc 
says    there  could  b 
300,000  excess  home 
added  by  yearend 
the   boom  continues 
Time  to  cjuit?  Maybe 
But  if  history  is 
guide,  developers  wi 
have  trouble  quellin 
those  speculative  juices 
By  Stephani 
Anderson  Forest  i', 
Dallas,  with  hurea 
reports 
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By  Aaron  Bernstein 


A  HUMAN  REASON  NOT  TO  RAISE  RATES 


TYPING  POOL:  Did  money  policy  aggravate  the  gap  between  rich  and  poor; 


When  central  bankers  from 
around  the  world  gather  at  the 
Federal  Reserve  Board  confab 
in  Jackson  Hole,  Wyo.,  starting  on 
Aug.  27,  Russia's  collapsing  economy 
is  likely  to  be  the  hottest  topic  at  the 
dinner  tables.  But  that  won't  stop 
talk  about  the  subject  closest  to 
these  bankers'  hearts:  monetary  poli- 
cy. Key  to  that  debate  are  today's 
low  jolaless  stats  and  the  fat  wage 
gains  they  have  provided.  Indeed,  at 
the  July  Fed  meeting,  hawks  called 
again  for  a  rate  boost  to  cool  off  the 
steady  ascent  of  real  wages. 

In  this  context,  the  official  subject 
of  the  three-day  meeting,  income  in- 
equality, offers  a  timely  opportunity 
for  Fed  bankers  to  review  their  ap- 
proach to  monetary  pohcy.  In  recent 
decades,  the  Fed  has  focused  on  con- 
trolling inflation,  paying  far  less  at- 
tention to  its  other  legally  mandated 
job — curbing  unemployment.  Liberals 
often  slammed  the  central  bank  for 
this  neglect.  But  even  they  didn't 
blame  the  Fed  for  25  years  of  a 
widening  gap  between  rich  and 
poor — through  recessions  and  boom 
times  alike. 

Now,  some  liberal  economists  are 
arguing  that  Fed  monetary  pohcy 
may  have  indeed  aggi'avated  the  dis- 
parity after  all.  The  reason:  signs 
that  the  gap  between  rich  and  poor 
is  finally  narrowing,  just  as  the  Fed 


has  stopped  itself — uncharacteristi- 
cally— from  pushing  interest  rates  up 
as  the  jobless  rate  lingered  below  5% 
for  the  first  time  since  the  1960s.  As 
one  consequence,  wages  for  the  bot- 
tom 20%  of  workers  have  risen  by  a 
real  3.6%  a  year  since  June  1996, 
while  wages  of  those  in  the  top  10% 
rose  2.3%.  Liberal  economists  such 
as  James  K.  Galbraith  of  the  Univer- 
sity of  Texas  say  the  Fed  should  be 
pleased:  It  is  only  at  unemployment 
levels  like  today's  that  demand  for 
less  skilled  workers  is  great  enough 
to  lift  up  their  wages.  It  shows  that 
"there's  plenty  the  Fed  can  do  about 
inequahty,  namely,  to  keep  unemploy- 
ment and  interest  rates  low,"  says 
Galbraith,  the  author  of  a  new  book 
called  Created  Un- 
equal: The  Crisis  in 
American  Pay. 

The  clash  between 
liberals  and  Fed 
bankers  will  resur- 
face if  prices  start  to 
creep  up  again.  Af- 
ter all,  the  Fed  has 
not  refrained  from 
hitting  the  brakes 
out  of  concern  about 
inequality.  For  now. 
Chairman  Alan 
Greenspan  believes 
that  inflation  is  be- 
ing held  at  bay  by 


WAGE  INEQUALITY 
LEVELS  OFF 

The  Gini  Index  is  based  on  an  income 
ratio  where  1  is  perfect  inequality, 
and  0  is  perfect  equality 


0,44- 


long-term  changes  in  the  economy, 
such  as  technological  advances.  His 
opinion  has  outweighed  Fed  hawks 
who,  in  contrast,  believe  that  infla- 
tion is  on  hold  simply  because  of 
temporary  factors  such  as  low  com- 
modity prices  and  Asia's  turmoil. 

The  question  bankers  should  de- 
liate  in  the  Tetons  is  whether  the 
economy  can  tolerate  a  jump  in 
prices  from  what  are  probably  unsus- 
tainably  low  levels — particularly  for 
such  items  as  oil.  Hawks  vdll  step  up 
demands  for  rate  hikes  if  that  hap- 
i)ens.  But  Greenspan  may  want  to 
wait  and  see  if  inflation  simply  re- 
liounds  to  a  still-acceptable  level. 
POWERFUL  REASON.  This  is  where  in- 
equality enters  the  policy  equation.  If 
liberal  economists  are  correct  about 
the  need  to  keep  unemployment  be- 
low 5%  to  help  the  bottom  half  of  the 
workforce,  then  the  Fed  would  have 
a  powerful  new  reason  to  hold  back — 
even  with  some  price  inflation — on 
rates.  The  long-term  benefit  of  re- 
versing 25  years  of  growing  inequali- 
ty might  be  worth  it. 

The  trick  would  be  to  make  sure 
that  the  bond  market  doesn't  panic 
while  the  Fed  waits.  This  may  be  eas- 
ier to  pull  off  now  that  Greenspan  has 
managed  interest  rates  so  well.  Just  a 
few  years  ago,  the  hawks  argued  that 
if  unemployment  fell  below  the  so- 
called  natural  rate  of  5%,  the  Fed 
would  lose  its  ability  to  avert  an  infla- 
tion spiral.  As  this  hasn't  happened, 
the  fear  of  a  trigger  point  "is  more  or 
less  gone  at  the  Fed,"  says  Alan  S. 
Blinder,  a  former  Fed  vice-chairman 
and  Princeton  Uni- 
versity economist. 

While  the  fate  of 
Russia  is  a  sizzling 
issue,  there's  not 
much  Fed  bankers 
can  do  about  it.  But 
there  may  be  some- 
thing they  can  do 
about  inequality. 
And  that's  worth 
talking  about  in  the 
mountains  of 
Wyoming. 
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Bernstein  covers  la- 
bor from  WashingUm. 
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It  goes  about  a  country  mile 

(City  mileage  may  vary.) 


The  longest-distance  cordless  phone  there  is. 


Panasonic  introduces  GigaRange,  tine  world's  first  2.4  gigaliertz  digital  cordless  phone. 
Never  before  has  a  cordless  phone  been  able  to  go  so  far  and  sound  so  good. 
For  more  info  call  800-21 1-PANA  or  visit  www.panasonic.com/gigarange 


'maAm/iNGE 

rformance  may  vary  depending  upon  location  and  atmospherie  conditions. 


Panasonic' 

jtet  slightly  ahead  of  our  time® 
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BRITISH  AIRWAYS 
SNUBS  BOEING 

BOEING  SUFFERED  A  BLOW  ON 
Aug.  25  when  British  Air- 
ways decided  to  order  59 
short-haul  aircraft  for  a  Hst 
price  of  some  $2.6  billion 
from  Airbus  Industrie,  its 
fu-st  deal  with  the  manufac- 
turer. Chris  Avery,  an  ana- 
lyst at  Paribas  in  London, 
thinks  BA  is  getting  the 
planes  at  as  much  as  one- 
third  off  list  price.  But  Boe- 
ing, which  did  get  firm  or- 
ders fi-om  BA  for  16  777s  for 
a  price  of  about  $2.4  billion, 
may  still  regret  losing  the 
bigger  order.  It  boosts  Air- 
bus' prestige  and  the  odds 
that  BA  will  sign  up  for  its 
proposed  A3XX  transport, 
wliich  tlu'eatens  Boeiiig"'s  747. 
The  deal  preserves  some 


CLOSING  BELL 


AUTO  WRECK 

Autodesk's  stock  is  plung- 
ing— and  CEO  Carol  Bartz 
calls  it  a  "total  overreaction." 
The  shares  fell  21%  on  Aug. 
21  after  a  warning  that  sec- 
ond-half earnings  would  be 
hit  by  slower  sales  in  Asia. 
You  can't  blame  Bartz  for 
griping:  Second-quarter  total 
revenue  rose  21%,  even 
though  Asian  sales  were 
down  26%,  and  operating 
earnings  rose  56%.  Analysts 
see  pluses  in  Autodesk's 
$520  million  purchase  of  Dis- 
creet Logic  and  an  upgrade 
of  AutoCAD,  its  mainstay 
engineering  program. 
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DATA  BLOOMBERG  FINANCIAL  MARKETS 


39,000  British  jobs,  many  of 
them  at  engine  maker  Rolls- 
Royce  and  British  Aerospace, 
a  member  of  the  Airbus 
consortium. 


HUGE  LAYOFF  AT 
HARNISCHFEGER 

MOKE  BACKWASH  FROM  OVER- 

seas  turbulence:  Mining  and 
paper  equipment  maker  Hai"- 
nischfeger  Industries  is  cut- 
ting 20%  of  its  workforce  in 
the  wake  of  a  third-quarter 
loss  of  $38  inilhon.  The  mis- 
erable results  stem  partly 
fi'om  slowing  demand  for  its 
capital  equipment  in  Asia  and 
other  emerging  markets.  Man- 
agement has  been  mulling 
moves  to  enhance  shai'eholdei- 
value,  but  now  pressure  is  in- 
tensifying: Ti-inity  Fund,  an 
investment  partnership  that 
includes  the  Bass  family  and 
holds  6.2%  of  Harnischfeger 
shai'es,  is  "veiy  disappointed," 
a  spokesman  says,  and  is  con- 
sideiing  its  options. 


MARSH  &  McLENNAN: 
BIG  GETS  BIGGER 


DOES  BKiGER  INSURE  YOU  RE 

better?  Marsh  &  McLennan 
clearly  thinks  so.  The  world's 
lai'gest  insiu'ance  broker  said 
on  Aug.  25  that  it  would  buy 
the  third-biggest  insurance 
broker,  Britain's  Sedgwick 
Group,  for  around  $2  biUion. 
Marsh  would  pay  225  pence  a 
share  for  Sedgwick,  a  58% 
premium  over  the  British 
broker's  share  price  the  day 
before  the  deal  v>^as  an- 
nounced. Even  by  Marsh's 
reckoning,  the  deal  won't  add 
to  its  earnings  mitil  2000.  But 
senior  managers  believe 
Marsh  will  get  more  efficient 
the  bigger  it  gets. 


MICKEY  BUCKS 
FOR  HOCKEY  PUCKS 

hockey's  TV  KATIN(iS  MAY  BE 

falling,  but  that  isn't  stopping 
Disney,  on  behalf  of  its  abc 


HEADLINER:  KENT  KRESA 


THE  BEST  DEFENSE  IS  A  GOOD  OFFENSE 


In  the  past  year,  Northrop 
Gmmman  Chairman  Kent 
Ki'esa  has  been  preoccu- 
pied by  his  company's 
planned  merger 
with  Lockheed 
Martin.  The  deal 
would  have  cost 
Northrop  its  in- 
dependence but 
resiuTected  it 
as  a  prime  de- 
fense contractor. 
Now  that  the  Justice 
Dept.  has  toipedoed  the 
deal,  Kresa,  60,  must  focus 
anew  on  his  company. 

On  Aug.  24,  Kj-esa  an- 
nounced a  restnicturing 
that  vrill  keep  Northrop  in- 
dependent— albeit  as  more 
of  a  subcontractor  of  elec- 
tronics and  information 
systems  to  the  likes  of 
Boeing,  Lockheed,  and 


Raytheon.  Los  Angeles- 
based  Northrop  will  slash 
its  workforce  by  nearly 
15%,  to  46,000,  by  2001 
and  take  a  $60  mil- 
lion charge  this 
year.  Northi'op 
expects  the 
moves  to  boost 
operating  mar- 
gins to  12.5%  by 
the  end  of  2000, 
from  10%  in  the 
fii-st  half  of  '98.  "It's 
finally  an  acceptance  inter- 
nally that  they  can  com- 
pete very  successfully  not 
as  a  prime,  but  as  a  princi- 
pal subcontractor,"  says 
Renee  J.  Gentiy,  senior  an- 
alyst with  the  Teal  Group 
in  Fairfax,  Va.  To  "survive 
and  thrive,"  Kresa  says  he 
has  no  other  option. 

By  Steve  Bndl 


network  and  ESPN  cable  chan- 
nels, from  signing  a  five-year, 
$600  million  deal  with  the  Na- 
tional Hockey  League  that  be- 
gins with  the  1999-2000  sea- 
son. The  TV  rights  package, 
annoimced  on  Aug.  25,  is  neai- 
ly  triple  the  amount  that  ESPN 
and  News  Coip.'s  Fox  Sports 
paid  for  the  five  years  begin- 
ning in  19iM  and  ending  in  the 
upcoming  season.  Both  suf- 
fered double-digit  ratings  loss- 
es in  the  most  recent  season. 
So  it  wasn't  surprising  that 
Fox  didn't  try  to  match  Dis- 
ney's bid;  in  fact,  soui'ces  say 
it  has  been  losing  as  much  as 
$1  million  a  broadcast  and  has 
been  trying  to  wiiggle  out  of 
its  final  yeai*. 

ELVES  NAB 

THE  GIRL  SCOUTS 

looks  like  the  keebler 
elves  will  be  busy  making 
Girl  Scout  Cookies.  Keebler 
Foods  is  inking  a  $450  mil- 
lion deal  for  President  Bak- 


ing, supplier  of  60%  of  the 
nation's  Girl  Scout  cookies 
and  Famous  Amos  brands. 
The  deal,  which  should  add 
to  earnings  in  1999,  will  give 
Keebler  a  share  of  the  sugai'- 
ft'ee  cookie  market  and  pi'O- 
vide  it  with  added  shelf  space 
in  convenience  stores  and 
vending  machines.  Keeblei 
says  sales  at  the  privately 
held  bakery  topped  $450  mil- 
hon  in  1997.  That  should  help 
Keebler  boost  its  cuirent  24*% 
shai'e  in  the  $8.3  bOlion  cook- 
ies and  crackers  market. 

ETCETERA... 

■  Novartis  is  merging  its  OTC 
medication  and  nutrition 
businesses, 
a  Quark  made  an  offer  for 
Adobe  Systems,  but  Adobe  is 
rejecting  the  bid. 

■  Philip  Morris  will  raise  its 
quarterly  dividend  for  the 
first  time  since  October,  1996. 

■  Losing  a  stitch:  Shares  of 
St.  John  Knits  fell  30%  on  a 
profit  warning. 
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,,anks  NASD/\ 
Thanks  NASDAQ 
Thanks  NASDAQ 
Thanks  NASDAQ 
.Thanks  NASDAO 
|  ~5anks  NASDfi 


THE  MANAGEMENT  RISK  PROTECTION  PROGRAM  FROM 
IT  S  ANOTHER  WAY  NASDAQ  HELPS  ITS  LISTED  COMPANIES  BUILD  VALUE. 

There's  no  doubt  about  it.  As  you  grow  and  become  more  successful,  you  are  increasingly  a  target  tor  securities  class  actions, 
employment  practices  liability,  corporate  crime  and  ERISA-related  claims.  To  name  but  a  tew.  Recognizing  these  exposures  facmg  its 
issuers,  Nasdaq  selected  the  AIG  companies  to  design  an  affinity  program  for  management  liability  insurance  to  help  protect  against 
them.  The  result  is  the  Management  Risk  Protection  Program.  Launched  late  last  year,  it  has  proven  very  successtul. 
Its  an  important  way  AIG  helps  growing  companies  today  tomorrow,  and  as  Nasdaq  likes  to  say  for  the  next  hundred 
years.  For  more  information,  have  your  broker  call  us  at  1-800-471-7324  or  visit  our  web-site  at  www.algmrpp.com 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  Internalional  Companies,  70  Pine  St.,  Depl.  A,  Ne*  York,  NY  10270 
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VILL  CLINTON  BE  FORGED 
0  TILT  TOWARD  THE  LEFT? 


i  s  the  summer  of  Bill  Clinton's  discontent  wound  down  on 
■  Martha's  Vineyard,  the  beleaguered  President  had  plen- 
ity  to  think  about  while  he  waited  for  Hunncane  Bonnie  to 
ad  up  the  coast.  How  serious  a  threat  is  Independent 
unsel  Kenneth  W.  Stan-'s  reported  decision  to  charge  him 
;h  a  wide-ranging  abuse  of  power?  Can  he  tixist  House 
eaker  Newt  Gingiich's  vow  that  only  a  pattern  of  felonies, 
her  than  a  single  lie  about  a  sexual  escapade,  would  be 
junds  for  impeachment?  And  will  he  be  able  to  defrost  re- 
ions  with  his  icily  outraged  Democratic  allies? 
For  Clinton  these  days,  there  are  far 
)re  questions  than  answers.  The  most 
eful  of  them  awaits  his  return  to 
ishington  on  Aag.  30:  Can  a  Presi- 
nt  who  is  viewed  as  a  superb  eco- 
mic  steward  but  a  weasel  when  it 
nes  to  ethics  salvage  any  semblance  of 
erational  clout?  The  answer  will  de- 
rmine  how  Clinton  handles  key  do- 
i-stic  policy  choices  headed  his  way  as 
ingress  races  through  an  end-of-ses- 
in  legislative  fluny. 
During  Clinton's  vacation,  aides  be- 
n  debating  ways  to  shore  up  their 
ss's  political  support  in  the  face  of 
owing  Republican  threats  to  officially  censure  him.  Some  po- 
icai  advisers  ui"ge  an  avid  courtship  of  Hill  Democrats  that 
juld  include  a  legislative  tack  to  the  left  on  issues  important 
business.  But  that  means  CUnton  would  have  to  suppress 
natural  tendency  to  compromise  with  the  gop. 
Clinton's  centrist  policy  wonks  counter  that  such  a  shift 
urts  disaster.  It  would  saciifice  his  New  Democratic  legacy — 
cal  restraint,  welfare  reform,  and  a  robust  business  cli- 
ate— in  a  short-term  quest  for  support.  "It  buys  him  nothing 
start  acting  like  Ted  Kennedy,"  says  one  outside  adviser  to 
e  White  House.  "How  many  liberals  ai'e  left  in  the  country?" 
Maybe  not  many.  But  there  ai'e  plenty  in  Congi'ess.  And 


TEPID  ALLIES:  With  Gephardt,  Daschle 


they  may  be  sending  CUnton  a  none-too-subtle  message.  Sen- 
ate Minority  Leader  Tom  Daschle  of  South  Dakota  voiced 
shaip  disappointment  with  Clinton  after  his  weak  Monica 
apology.  And  on  Aug.  25,  House  Minority  Leader  Richard  A. 
Gephardt  of  Missouii  went  a  good  deal  further  when  he  left 
open  the  possibility  of  impeachment. 

One  of  the  ways  Clinton  can  encourage  liberals  to  stand  with 
him  is  to  stand  with  them  in  the  drive  for  a  poweiful  patient 
"bill  of  rights."  Clinton  prodded  Congi'ess  so  often  to  move  on 
the  issue  that  a  wonied  gop  has  produced  its  own  tepid  pack- 
age of  patient  pi'otections.  In  the  past,  the 
Prez's  pragmatism  would  lead  liim  to  cut 
a  deal.  But  Liberals  want  the  legislation  to 
die  so  they  can  accuse  Republicans  of 
kowtowing  to  the  bnites  of  managed  cai'e. 
They  fear  that  Clinton  will  neutralize 
their  top  campaign  weapon. 
TAX  AMMO.  Clinton  will  face  a  similar 
problem  with  tax  policy.  Many  liberals 
nppose  the  gop  push  for  tax  relief.  CHn- 
ton  hints  that  he  could  accept  a  tax  cut 
of  about  $70  billion  over  five  years  in 
exchange  for  restored  funding  for  his 
education  initiatives.  But  liberals  would 
prefer  to  go  into  the  elections  with  the 
White  House  bashing  Republicans  for  proposing  billions  in  "ir- 
responsible" tax  cuts  that  put  Social  Security  at  risk. 

Will  Clinton's  woes  compel  him  to  reemerge  as  a  lefty  to 
ingratiate  himself  with  paity  regulars?  True,  the  man  has  the 
strongest  sui-vival  instinct  of  any  politician  in  memory,  and  he 
has  zigzagged  from  left  to  right  before.  But,  say  his  friends, 
at  his  core  Bill  Clinton  remains  an  instinctive  New  Demo- 
crat— one  reluctant  to  change  sides  now.  Besides,  in  the  bat- 
tlegi'ound  that  has  become  the  Clinton  Presidency,  it's  a  bit 
late  for  a  foxhole  conversion. 

By  Lee  Walczak,  with  Howard  Gleckman 
and  Mike  McNamee 


I    CAPITAL  WRAPUP  1 

ALARM  OVER  THE  BELLS? 

CAR  TALK 

HENNEYONTHEHOTSEAT 

►  The  Federal  Communications  Com- 
mission is  ready  to  approve  the  $37 
billion  WorldCom-MCi  Communications 
merger,  now  that  MCi  has  agreed  to 
sell  its  Internet  business  to  Cable  & 
Wireless.  But  trustbusters  are  worried 
about  a  shrinking  pool  of  Baby  Bells 
and  other  providers  of  local  phone  ser- 
vice. The  FCC  has  a  wary  eye  on  both 

1  the  SBC  Communications-Ameritech 

1  merger  and  the  Bell  Atlantic-GTE  deal. 

I  Sources  say  it  may  consider  blocking 

I  them. 


►  A  merger  is  in  the  works  between 
the  American  Automobile  Manufactur- 
ers Assn.  and  its  longtime  nemesis, 
the  Association  of  International  Auto- 
mobile Manufactm'ers.  Why?  The  Big 
Three  will  become  the  Big  Two  in  De- 
cember when  Chrysler  Corp.  joins 
Germany's  Daimler  Benz,  making  De- 
troit's No.  3  carmaker  ineligible  for 
AAMA  membership.  Lobbyists  want  a 
megagroup  with  more  clout  to  address 
Hill  auto  issues  such  as  aii*  bags  but 
avoid  hot  subjects  such  as  trade  policy. 


►  Dr.  Jane  E.  Hemiey  has  boosted  her 
chances  of  becoming  head  of  the  Food 
&  Di-ug  Administration.  In  71  pages  of 
responses  to  questions  from  the  Senate 
Labor  &  Human  Resoui'ces  Committee, 
she  skirted  issues  like  tobacco  and  the 
abortion  piE.  And  she  appeased  indus- 
try by  vovring  to  implement  last  year's 
FDA  reforms.  But  her  confimaation  heal- 
ing in  early  September  won't  be  a  cake- 
walk.  Expect  Henney  to  undergo  a 
grilling,  especially  about  drugs  for  chil- 
di'en  and  standai'ds  for  medical  devices. 
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It's  a  sign  of  desperation  and,  nor- 
mally, an  act  of  last  resort:  A  gov- 
eiTiment  sees  local  stocks  tumbling 
and  intervenes  to  prop  up  prices. 
Except  that  Hong  Kong,  where 
that  has  been  happening  steadily 
through  the  last  half  of  August,  is  sup- 
posed to  be  a  hands-off  kind  of  place. 
But  by  throwing  an  estimated  $3  biUion 
in  foreign  reserves  at  speculators  to 
fend  them  off.  Hong  Kong  has  shown 
that  it's  afraid  of  what  those  betting 
against  the  Hong  Kong  dollar  could  do 
to  the  economy.  And  that  has  pei-verse- 
ly  encouraged  the  speculators  to  keep 
attacking  all  the  more — with  increasing 
effectiveness.  "Hedge  funds  smeU  blood," 
says  Cliff  Tan,  a  Singapore-based  for- 
eign-exchange analyst  at  Wai'bui'g  Dillon 
Read. 

It's  possible  they'll  get  it.  At  the 
heai-t  of  this  uproai'  is  the  government's 
pledge  to  keep  its  cuirency  pegged  to 
the  U.  S.  dollar.  If  the  peg  breaks,  say 
authorities,  chaos  will  follow.  The  Hong 
Kong  dollar  might  tumble  as  much  as 
40%,  like  other  Asian  cuiTencies.  Then, 
all  bets  are  off  that  China  will  be  able 
to  vrithstand  devaluing  its  currency,  too. 
Further  devastating  cun-ency  devalua- 
tions in  Asia  would  follow.  Traders  don't 
cai'e:  In  August,  the  Hong  Kong  Mone- 
tary Authority  said  hedge  fimds  were 
deliberately  trying  to  crash  the  stock 
market  by  launchirig  an  all-out  attack  on 
the  peg.  So  it  slammed  them  to  wipe 
out  the  short  positions  they  had  taken 
in  equities.  Tough  stuff.  Yet  as  a  result, 
the  government  may  have  gi"eatly  boost- 
ed the  chances  that  the  peg  will  go — 
and  with  it,  the  foundation  of  the  Hong 
Kong  economy. 

FOUR  OPTIONS.  Why?  In  the  end,  no 
government  can  withstand  month  after 
month  of  attacks  on  its  currency  and 
bourses  if  it  is  resolved  to  strike  back 
through  interventions.  Eventually,  that 
depletes  the  treasury,  plentiful  as  Hong 
Kong's  is.  "Before  this  intervention,  and 
before  the  tunnoil  in  Russia,  I  wouldn't 
have  even  questioned  the  government's 
commitment  to  the  peg,"  says  a  Hong 
Kong-based  analyst  for  a  prominent 
U.  S.  investment  bank  who  has  moved 
his  money  out  of  the 
Hong  Kong  dollar. 
"Now,  the  probability 
of  something  happen- 
ing with  the  currency, 
such  as  a  40%  devalu- 
ation, has  increased 
dramatically." 

The  peg  may  not  go 
quite  yet.  As  it  stands, 
Hong  Kong  has  four 
options  with  its  cur- 
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rency,  all  ul  Llieiii  fui'  Iruiu  periecL.  it 
could  release  the  peg  and  let  the  Hong 
Kong  dollar  float  freely.  It  could  con- 
tinue to  stick  with  the  peg  and  hope 
speculators  are  suffi- 
ciently unnei"ved  by  its 
tactics  that  they  figiu-e 
it's  too  risky  to  keep 
attacking  the  curren- 
cy. It  could  go  the 
drastic  route  of  dollar- 
izing  its  economy — 
making  the  U.  S.  doUai" 
legal  tender.  Or,  finally, 
it  could  repeg  the  dol- 
lar at  a  rate  lower 


■m. 


than  the  ciu'reut  7.8  to  one  gi-eenbact 
Each  of  these  options  is  fraught  wit. 
problems.  If  Hong  Kong  stays  th 
course,  interest  rates  will  stay  highB".*! 
property  and  stock  prices  will  keep  get 
ting  hammered,  and  unemployment  wi' 
keep  rising.  Although  both  stocks  am 
real  estate  have  fallen  about  50%  in  th 
past  year,  analysts  say  there's  still  a  lo 
more  room  to  fall.  Morgan  Stanley  Asi 
Ltd.  says  residential  property  prices  sti  [t's 
need  to  drop  40%  to  50%  more  fror 
present  levels.  As  property  prices  fall,  s 
does  the  Hang  Seng,  wliich  is  dominate 
by  property-linked  companies. 

Dollarizing  the  currency  would  leav 
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rvention  will  be  felt  for  years 


uiers  nothing  to  attack,  and  it  might 
ibOize  things.  Yet  the  move  would  be 
litically  unpalatable  to  Beijing,  which 
ok  control  of  Hong  Kong  last  year, 
cepting  the  greenback  as  legal  tender 

Chinese  soil  would  be  a  bitter  pill  to 
/allow.  Other  issues:  Hong  Kong  would 
ive  to  raise  $115  billion  from  China 

elsewhere  to  cover  every  Hong  Kong 
lilar  in  circulation.  Dollarization  also 
I't  guaranteed  to  bring  down  interest 
tes.  With  the  economy  stalling,  credit 
remains  high — and  so  could  rates. 
Ithough  the  government  denies  it, 
arket  sources  say  Hong  Kong's  ehte 
entral  PoUcy  Unit  is  at  least  explor- 


ing dollarization  with  Washington. 

Letting  the  currency  float  freely  or 
repegging  it  to  the  U.  S.  dollar  at  a  low- 
er rate  might  help  ease  the  pain  by 
making  local  stocks  and  properties 
cheaper  to  international  investors.  Or 
it  might  not.  Interest  rates  might  rise  in 
response  to  the  increased  volatility,  as 
they  have  done  throughout  emerging 
markets  in  the  past  year.  And  keeping  a 
peg  at  all  might  keep  attracting  attacks. 

Still,  some  investors  tliink  a  repeg- 
ging is  the  most  sensible  way  to  let  the 
economy  adjust.  That  would  make 
wages  more  competitive  internationally. 
"The  best  thing  that  can  happen  is  to 


realign  the  peg,"  says  Jim  Mellon,  chair- 
man of  Hong  Kong-based  fund  manager 
Regent  Pacific  Group  Ltd.  "Asset  prices 
are  adjusting,  but  wages  are  not.  You 
either  need  to  cut  the  currency  or  be 
willing  to  accept  mass  unemployment." 

Whatever  happens,  it  is  going  to  take 
Hong  Kong  years  to  overcome  the  ef- 
fects of  its  recent  interventions.  In  a 
sentiment  typical  of  many,  a  Hong 
Kong-based  international  fimd  manag- 
er derides  the  "Mahathirization"  of  the 
Hong  Kong  economy,  a  caustic  refer- 
ence to  Malaysian  Prime  Minister  Ma- 
hathir Mohamad's  distrust  of  markets 
and  his  heavy-handed  attempts  to  prop 
up  local  companies.  Indeed,  Mahathir  is 
the  only  international  leader  who  has 
spoken  out  in  favor  of  Hong  Kong's  in- 
tervention, saying  it  has  proved  his 
point  about  the  power  of  hedge  funds. 

Hong  Kong's  leaders  insist  that  noth- 
ing has  changed.  "The  only  objective  is 
to  eliminate  the  manipulation,"  says  Es- 
mond K.  Y.  Lee,  the  New  York  repre- 
sentative for  the  Monetary  Authority, 
and  to  "restore  the  intrinsic  value  of 
shares,  to  make  them  more  in  line  vdth 
economic  reahty  and  the  fundamentals." 
WIDESPREAD  PAIN.  Meanwhile,  the  dam- 
age is  spreading.  Rising  rates  are  hit- 
ting smaller  banks  and  property  players 
hard.  Loans  tower  over  the  Hong  Kong 
economy  at  a  rate  of  150%  of  gross  do- 
mestic product — one  of  the  highest  ra- 
tios in  Asia.  That  means  a  lot  of  people 
get  hurt  by  a  rise  in  interest  rates. 

Consumers  are  cutting  back  drasti- 
cally. Retail  sales  are  down  15%  so  far 
this  year,  and  stores  all  over  Hong  Kong 
are  going  bankrupt.  The  feeling  in  Hong 
Kong  is  that  the  local  business  commu- 
nity, led  by  property  developers,  is 
pleading  with  Hong  Kong  Chief  Execu- 
tive Tung  Chee-hwa  to  protect  their  in- 
terests. "The  pain  is  leading  people  who 
have  the  ear  of  Mr.  Tung  to  pressure 
him  into  doing  something,"  says  Merrill 
Lynch  &  Co.  Vice-President  Richard 
Margolis.  "He  is  responding  to  that 
pressure." 

Government  officials  strenuously  deny 
that  they  are  in  the  pocket  of  the  prop- 
erty barons.  They  point  out  that  the 
HKMA  is  buying  all  kinds  of  stocks,  not 
just  property.  "The  government  has  to 
take  some  decision  to  guard  the  public 
interest,"  says  David  K.  P.  Tfeui,  dii'ector 
of  the  Hong  Kong  Economic  &  Tr^ade 
Office  in  New  York.  The  question  is 
whether  clumsy  market  manipulation 
truly  serves  the  public  interest  in  a 
place  that  holds  itself  up  as  a  model 
economy.  The  betting  is  that  it  doesn't. 

By  Mark  L.  Clifford  in  Hong  Kong, 
with  Sheri  Prasso  in  New  Yark 
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COMIViENTARY 

By  Moon  Ihlwan 

KOREA  INC.  WIMPS  OUT  AGAIN 


Korea's  industry  is  sending 
a  scary  message:  It  cannot 
fix  itself.  If  that's  true, 
then  the  imphcations  for  the 
country's  recovery  are  deeply 
alarming. 

Recent  events  in  South  Ko- 
rea's auto  industry  highhght 
this  inability  to  restructure. 
One  is  the  end  of  union 
protests  over  layoffs  at 
Hyundai  Motor  Co.  on  Aug.  24, 
thanks  to  a  compromise  be- 
tv^een  management  and  labor. 
Another  is  the  auction  of  bank- 
rupt Kia  Motors  Corp.  set  for 
Sept.  1.  On  the  surface,  both 
developments  sound  promising: 
Layoffs  and  forced  sales  look 
like  the  painful  steps  the  indus- 
try needs  to  take.  Korean  auto 
makers  suffer  from  a  serious 
capacity  overhang,  too  much 
debt,  a  50%  drop  in  sales,  and 
some  $5  billion  in  collective 
losses  so  far  this  year.  So  dras- 
tic action  is  necessary. 

But  take  a  closer  look  at 
these  events  and  you  see  mas- 
sive resistance  to  change. 
First,  the  Hyundai  strike.  For 
more  than  a  month,  thousands  of 
pipe-wdelding  workers  blocked  the 
gate  of  the  Ulsan  plant  of  Korea's 
No.  1  carmaker  with  gasoline-filled 
containers  and  brand  new  sedans. 
Production  was  at  a  halt  until  media- 
tion by  Labor  Minister  Lee  Ki  Ho 
and  the  ruling  party  finally  averted  a 
bloody  confrontation. 
OMINOUS  SIGNAL  Hyundai  wanted  to 
lay  off  more  than  1,500  workers.  Yet 
the  compromise  forces  it  to  lay  off 
only  277 — almost  two-thirds  of  them 
female  cafeteria  employees.  The  com- 
pany should  be  shedding  thousands 
of  workers  even  after  losing  about 
6,000  employees  to  early  retirement 
schemes  and  unpaid  leave.  Hyundai 
Motor  has  almost  half  the  workforce 
of  Toyota  Motor  Corp.  but  barely 
one-tenth  of  Toyota's  revenues. 

So  the  settlement  sends  a  signal 
to  the  chaebol:  Mass  layoffs  are  off- 
Limits,  and  recent  legislation  permit- 
ting firings  is  essentially  a  dead  let- 
ter. Investors  had  optimistically 
predicted  a  wave  of  corporate  down- 


Samsung's  in 


MILITANT  LABOR:  A  striker  at  a  Hyundai  plant 


sizing  in  the  fall — ^provided  Hyundai 
had  carried  through.  Now,  says  Mark 
Neale,  head  of  research  at  Dresdner 
Kleinwort  Benson  in  Seoul,  "the 
whole  process  will  be  slowed." 

Then  there's  the  auction  of  Kia 
and  its  truckmaking  affiliate,  Asia 
Motors.  The  big  question  is  whether 
Ford  Motor  Co.,  the  only  major  for- 
eign bidder,  wdll  be  allowed  to  take 
control.  "That  will  mean  the  start  of 
free-market  competition  in  Korea," 
says  Cho  Dong  Sung,  economics  pro- 
fessor at  Seoul  National  University. 
Such  a  development  would  deal  a 
major  blow  to  Korea's  traditional 
protection  of  local  industry,  which 
helped  the  chaebol  to  expand  reck- 


Hyundai  will  end  up 
laying  off  277  workers 
— instead  of  1,500 


lessly  into  profitless  businesses. 

But  the  auction  has  taken  an 
unsettling  turn.  Korea's  auto 
makers  are  in  no  position  to  buy 
Kia:  The  industry  has  $25  billion 
in  debt  to  worry  about  already. 
Realistically,  only  cash-rich  for- 
eign companies  such  as  Ford 
should  be  bidding.  Instead, 
Hyundai  and  Daewoo,  are  bid- 
ding furiously  to  keep  Ford  out 
of  the  local  market, 
there  too:  The  speculation  is 
that  its  auto  subsidiary,  whose 
first  car  rolled  out  in  March  just 
as  the  market  coUapsed,  will 
have  to  exit  the  industry  if  it 
cannot  take  over  Kia.  Yet  it's 
unclear  how  any  of  the  Korean 
carmakers  can  afford  this  acqui- 
sition. What  is  clear  is  that  by 
bidding,  the  cliaebol  chiefs  are 
going  back  on  recent  promises 
to  act  prudently  and  avoid  dicey 
expansion  plans. 

Ford,  meanwhile,  wants  the 
Korean  government  to  assume 
the  bulk  of  Kia's  $9  billion  in 
debt  if  it  wins  the  bid.  That's  an 
understandable  position  for 
Ford  to  take.  But  if  the  govern- 
ment does  assume  the  debt,  it  re- 
moves much  of  the  pressure  to  shut 
down  assembly  Unes  at  Kia  to  save 
money.  Given  the  parlous  state  of  the 
local  auto  industry,  some  shutdown 
in  capacity  is  absolutely  necessary. 

The  most  discouraging  thing  about 
the  situation  is  the  role  played  by 
the  government.  Instead  of  pressur- 
ing Hyundai  to  minimize  layoffs,  the 
government  of  President  Kim  Dae 
Jung  should  have  been  thinning  the 
ranks  of  the  bureaucracy  to  convince 
the  public  that  it  is  distributing  the 
pain  equitably,  and  so  set  an  example 
for  Hyundai's  unions.  At  Kia,  which 
has  been  in  court  receivership  for  a 
year,  the  authorities  should  have 
moved  much  faster  to  shut  dowm 
surplus  plants  and  limit  bidding  to 
well-financed  buyers.  But  Korea's 
leaders  in  government  and  industry 
keep  trying  to  avoid  the  pain.  And 
so  the  pain  just  gets  worse. 

Moon  covers  Korea's  economy  for 
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CURRENCIES 


WHY  CENTRAL  EUROPE 
LOVES  THE  EURO 

The  new  currency  will  streamline  trade  and  banking 


Prase's  Komercni  Banka  is  revamp- 
ing its  «oftwai"e  and  training  staif  so 
that  it  can  sell  products  based  on 
the  Eiu-opean  Union's  common  cun-ency, 
the  euro.  In  Gyor,  Hungary',  home  tex- 
tiles maker  Graboplast,  which  exports 
22%  of  its  $67  miUion  annual  sales  to 
the  EU,  plans  to  set  its  prices  in  the 
new  unit.  "We  have  a  great  price 
advantage,  and  [the  euro]  will 
make  it  easier  for  our  market- 
ing guys  to  make  that  clear," 
says  Graboplast  Chief  Financial 
Officer  Tibor  Bori. 

Central  Eui'ope  Ls  in  the  grip  of 
euro  fever.  Policymakers,  bankers,  and 
executives  are  racing  to  prepare  _^ 
themselves  for  the  euro's  introduc- 
tion  next  .Jan.  1,  when  11  KU  na-  ^ 
tions  will  foiTTi  the  Eui'opean  Mon-  ^ 
etary  Union.  Even  though 
countries  such  as  Poland  and  the 
Czech  Republic  are  not  part  of  emu, 
the  euro  will  have  a  major  impact  on 
them.  "EMU  provides  a  very  impor 
tant  anchor  for  Central  Europe," 
says  Bart  Turtelboom,  senior 
economist  with  Deutsche  Bank 
Securities  in  London. 
NEW  HEDGE.  Tlie  eui-o's  launch  will  force 
some  (|uick  changes  in  (Jentral  Europe. 
i'Vjr  starters,  two-thirds  of  the  region's 
$110  billion  in  annual  trade  is  with  the 
Ell.  So,  potentially,  companies  can  save  a 
bundle  on  currency  hedging  if  they  in- 
voice in  euros.  Polish  TV  maker  Thom- 
son Polkolor  will  be  doing  just  that  on 
$17()  million  in  annual  exports  to  the 
[•:h.  "It  should  streamline  our  [foreign 


Is  Central  Europe  EMU  Material? 

DEFICITS  AREN'T  DIRE  BUT  INFLATION  NEEDS  TAMING 


exchange]  operations,"  says  Chief  Fi- 
nancial Officer  Stanley  W.  Urban. 

The  region's  central  banks  also  face 
some  tough  decisions  on  the  baskets 
against  which  they  peg  currencies.  Hun- 
gary, for  instance,  uses  the  German 
mark  and  the  dollar.  Central  bankers 
are  placing  their  cards  close  to  theii' 
vests  for  fear  of  roiling  markets.  Al- 


be  able  to  join  the  eu  in  2002  as  th 
once  hoped. 

Whatever  Central  European  cou 
tries  decide,  their  financial  markets  a 
likely  to  become  more  volatile.  As  Ei 
interest  rates  settle  ai-ound  4.5%  on 
year  government  bonds,  money  ma 
agers  could  flock  eastwai-d  for  fai'  hig 
er  rewards  such  as  the  22%  yie\d 
equivalent  Polish  bonds.  A  big  cash 
flux  could  easily  force  rates  down  fast 
and  cun-encies  much  liigher,  than  t^ 
local  authorities  want.  And  with  few 
European  cun-encies  to  play  with,  sp( 
ulators  may  be  tempted  to  gamble 
the  Czech  konma,  wliich  floats  freely 
TOUGH  NUT.  Countries  that  stick  to  t 
rigorous  discipline  the  EMU  imposes  ' 
aspiring  members  stand  to  gain  t^ 
most.  Sever-al  are  now  hitting  some  ti 
gets,  such  as  budget  deficits  of  3% 
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most  certainly,  though,  they'll  beef  up 
the  euro  content.  After  all,  it  makes  lit- 
tle sense  for  Poland  to  peg  its  zloty  to  a 
five-currency  basket  that  is  45%.  dollars 
when  it  mostly  trades  vdth  the  eu. 

Governments  could  use  such  technical 
decisions  to  reaffirm  their  eagerness  to 
join  the  EU.  When  they're  admitted, 
they  will  have  to  join  an  exchange  rate 
mechanism  and  keep  their  currencies 
within  a  fixed  band  against  the  euro. 

Even  before  then, 
a  heftier  euro 
weighting  in  their 
currency  baskets 
would  hitch  Central 
Europe's  economic 
fate  much  more 
tightly  to  the  EU. 
Such  a  gesture 
might  appeal  to 
Poland,  Hungary, 
Czech  Republic, 
Estonia,  and  Slove- 
nia now  that  they 
realize  they  will  not 
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■  -AVERAGE  OE  LOWEST  THREE  MEMBER  COUNTRIES 


less  of  gross  domestic  product  (chai 
and  debt  no  more  than  60%  of  (",DP. 

But  inflation  i-emains  a  tough  nut 
crack.  The  European  Central  Bank  w 
require  countries  joining  the  emi' 
have  inflation  rates  no  more  than 
percentage  points  above  the  average 
those  three  eu  members  vrith  the  lo 
est  levels  over  the  previous  two  yeai 
Poland,  for  example,  vrill  have  to  sl;i 
its  12%.  i-ate  to  below  3%.  by  about  2(M 
"We  take  the  E("B  [goal]  as  a  stratei 
tai-get  to  plan  our  policy,"  says  Rysza 
Kokoszczynski,  deputy  governor  of  t 
National  Bank  of  Poland. 

Central  European  countries  woi 
adopt  the  euro  as  their  own  curren 
for  quite  some  time.  Full  membei-ship 
the  EMU  is  probably  still  a  good  deca 
away.  But  already,  the  euro  is  having 
pi-ofound  impact  on  the  region — pushi 
its  countries  toward  the  rigor  th 
helped  former  economic  laggards  su 
as  Spain  and  Italy. 

By  Karen  Lourry  Mill 
in  Frankfi 
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Lots    of   companies  have 


a    mission  statement. 


Ho 


w   many   nave    a   m  i  s  s  i  o  n  r 


Our  mission?  (Jreale  IxMter  wavs  lo  tcacli  mil  mid  licl|)  iiiakc  sine  pcoiilc 
get  the  health  care  thev  need.  We  aie  nol  new coiik'i^  lo  llii^  uoal.  ■  hi  lad.  we  \v 

ab<'ad\  coininitlcd  more  ihaii   1  ()()  iiiinion 


dollars  towards  iiiilialivcs  sixM  ilicalK  desiiiiied 


to  hnild  access.  ikiI  walls.  One  example  is  I  SO.V! 


the  iialional  dalahase  we  ii>e  lo  idciiliK  [x'ople 
who  need  aci  cs^  Id  -^pccinl  care.  And  Id  iciiiiiid 
memheis  (o  sec  llieir  | )li\ siciaiis  lor  (  rilical  clicck- 
ujis  and  sci'eciiiiiiis.  W  c  \  r  aho  Icjiiihm  I  w  il  1 1  ,|( iliiis 
Hopkins  to  create  liitelil  Icall li.  llic  most  comprehensive  online  <'onsiiiiicr  licallli 
informal  inn  iiciwdik.  Another  iinestmcnl  Nicldrd  the  Academic  Medicine  and  Maiiaiicd 
Cai'e  Forum,  riirouiih  it  we  xclunded  research  to  iin|ii()\(' access  to  care.  ■  And  wc  w  joined 
with  the  American  Heart  Association  in  warning  women  ahoiil  the  niimhei  inie  ilireai  to 
theii'  health  —  heart  disease.  Sinipiv  said,  wc  ic  putting  our  iimiie\  liriiiK  w  here  (iiir 
mission  is.  I  liat  s  the  price  of  enliv  loi'  ha\ing  one  to  hegin  w  illi.  ■  I  (ji'  oiu'  hifjchiire 
on  lidw  we  are  raisin<>  the  (|iialit\  of  health  care,  contact  us  at 


l-o()(J-AETNA--t2  oi-  our  ( )iialit\  Oentei'  at  www.aetnaiishc.com. 


r/Etna 

USHea^tlicar® 

liai^iiiL'       ijiiiilily  of 
licallli  in  Aiiicfifa. 
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ftrchitect  Integrated 
Enterprise  Solutions  Here. 


COMDEX/Enterprlse 

September  8-11, 1998  /  Moscone  Center  /  San  Francisco,  CA 
December  7-11 , 1998  /  Javits  Center  /  New  York,  NY 

internet/Intranet/Extranet » E-Commerce  •  Business  Application  Development  •  Server  Deployment/Migration  •  infrastructure 


Introducing  COMDEX/Enterprlse:  the  all-new  Conference 
and  Exposition  dedicated  to  helping  you  architect  enterprise 
solutions.  See  the  cutting-edge  technologies,  products  and 
information  you  need  to  develop,  deploy  and  distribute 
mission-critical  business  applications. 

This  powerful  enterprise  solutions  forum  tackles  today's 
most  vital  business  challenges.  Enterprise  provides  in- 
depth  education  on  proven  implementations  along  with  an 
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Enterprise 


Exposition  showcasing  the  latest  products  from  more  than 
250  top  exhibitors. 

W/io  'huld  attend?  Anyone  involved  in  architecting  enterprise 
soluti  iS/IT/MIS,  Systems  Architects  and  Designers, 
Applitdtion  Developers,  Systems  Engineers  and  integrators. 
Resellers,  Network/Teiecom  Managers,  and  Strategic  Business 
Analysts.  Contact  us  today  for  your  free  Exposition  pass  and 
your  copy  of  the  Enterprise  Advance  Program  Guide. 


Sponsors: 


UNjFORUiVI 


WANTU 


To  register  or  for  more  information: 
yww.comdexentefprise.com  /  888-800-8920  (int  i:  ■t-i-650-372-707i)  /  comdexenterprise@zd.com 
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nternational  Outlook 


•ITED  BY  JOHN  TEMPLEMAN 


S  TOKYO  READY  TO  TRUST 
HE  COMMUNIST  PARTY? 


rhe  Japan  Communist  Party  might  sound  like  a  relic  from 
the  Cold  War.  But  the  350,000-member  paity  has  softened 
its  hai'd-line  image  and  engineei'ed  a  comeback  by  maldiig 
Jay  for  millions  of  voter's  huit  by  Japan's  deepest  postwar 
:ession  and  disillusioned  by  the  pro-big-business  policies  and 
aze  of  the  ruling  Liberal  Democi'atic  Party.  "Many  Japan- 
;  are  starting  to  think  that  we're  all  they  have,"  asserts 
puty  leader  Kazuo  Shii,  head  of  the  party's  secretariat, 
'ie're  becoming  socially  acceptable  and  gaining  credibility  as 
lormal  pohtical  party." 
For  the  first  time  ever,  the  jcp  is  making 
ertures  to  other  opposition  parties  such  as 
J  Democratic  Party  of  Japan,  with  the  aim 
building  a  coalition  capable  of  toppling  the 
p  from  power  "We're  ready  to  cooperate  in 
;ating  a  coalition  government,"  says  Shii,  44, 
Dopulist  who  has  garnered  support  for  the 
p.  "We'll  work  together  in  the  [Lower 
mse],  issue  by  issue,  and  then  push  to  have 
dissolved  [for  an  early  election]." 
A  general  election  need  not  be  held  for 
0  years,  but  a  united  opposition  could  force 
3  LDP  to  call  one  early  by  gumming  up  the 
fislative  process.  Opponents  have  already 
ned  together  to  humiliate  Prime  Minister 
!izo  Obuchi.  Though  Obuchi  had  already 
en  elected  by  the  Lower  House,  which  has 
3  final  say,  the  opposition — with  .Jt:p  support — nominated  dpi 
ider  Naoto  Kan  as  premier  in  the  Upper  House. 
fiESSURING  OBUCHI.  Now,  opponents  are  mulling  a  strategy 
nat  could  inflict  real  damage.  The  ldp  has  104  of  the  252 
iUts  in  the  Upper  House,  which  can  delay  but  not  overtui'n 
i  Is  passed  by  the  Lower  House.  Potentially,  a  united  oppo- 
don  could  stall  action  for  up  to  60  days  on  key  legislation, 
ch  as  a  bank  rescue  plan,  that  Obuclii  is  desperate  to  enact, 
'his  means  more  pressure  for  Obuchi,"  says  former  Prime 
inister  Yasuhu-o  Nakasone. 


(>/il  It)  hii 


Many  opposition  politicians  are  still  reticent  about  any 
fonnal  ties  with  the  Communists.  "Can  we  work  with  a  par- 
ty that  still  regards  the  U.  S.  as  an  imperialist  power?"  asks 
Yukio  Edano,  a  senior  dpj  legislator.  In  mid-August,  the  .jcp 
started  to  tackle  that  pi'oblem  by  offering  to  put  some  parts 
of  its  programs  on  ice,  including  a  demand  to  scrap  the  U.  S.- 
Japan security  treaty. 

At  the  same  time,  the  ldp  is  looking  temptingly  beatable. 
It  clings  to  power  with  a  sUm  14-seat  majority  in  the  500-seat 
Lower  House.  It  is  exposed  both  to  possible 
desertions  from  within  its  own  ranks  and  to 
um'elenting  pressiu'e  for  early  elections.  Even 
d^^',  'P-  opponents  leery  of  dissenting  during  a  na- 
tional crisis  favor  early  elections — as  do  about 
half  the  electorate,  according  to  an  early  Au- 
gust poll  by  the  mass-cu-culation  Amhi  Sliim- 
hu)i.  The  same  poll  showed  a  massive  78% 
don't  expect  a  better  economy  under  Obuchi. 

Since  October,  1996,  a  series  of  wins  has 
strengthened  the  .jcp.  In  mid-July  Upper 
House  elections  it  gamered  14.6%  of  the  na- 
tional vote,  making  it  the  second-largest  par- 
ty there  behind  the  djp.  Its  rise  pai'allels  the 
erosion  of  the  ldp's  support.  Indeed,  the 
Communists  now  lure  votes  from  once  solid 
LJ)P  constituencies  such  as  housewives,  farm- 
ers,  and  even  conventional  salaiymen.  They 
appeal  strongly  to  voters  fed  up  with  the  ldp's  economic 
blunders.  "I  can't  trast  the  ldp's  policies  looking  at  what's 
happened  to  the  economy,"  says  Toshio  Nakai,  manager  of  a 
small  contractor  near  Tokyo,  who  voted  .jcp  in  July. 

Votei's  hke  Nakai  show  how  deep  the  ldp's  problems  now 
run.  Provided  pi-esent  electoral  trends  continue,  the  inling 
party  is  heading  towai'd  a  rout  at  the  next  elections.  If  other 
opposition  parties  can  overcome  their  suspicion  of  the  .jcp, 
Obuchi's  reigTi  might  be  short. 

By  Irene  M.  Kunii  /'»  Tokyo 


GLOBAL  WRAPUP 


(IM  DOMINATES  NORTH  KOREA 

*■  North  Korea's  Supreme  People's 
Assembly  will  convene  on  Sept.  5  for 
-he  first  time  in  four  years.  It  is  set  to 
;ap  communism's  first  dynastic  suc- 
cession by  naming  Kim  Jong  II,  elder 
5on  of  "Great  Leader"  Kim  II  Sung,  as 
jresident  and  head  of  state. 

Kim's  rise  marks  the  end  of  the  long 
period  he  needed  to  consolidate  power, 
[n  July  elections,  nearly  two-thirds  of 
Assembly  delegates  were  replaced 
with.  Kim  backers,  mostly  fi-om  the 
irmy.  Now,  say  analysts,  the  way  is 


open  for   "^'--ler  diplomacy  by  North 
Korea  tha^  lesperately  needs  foreign 
aid  to  fight  famine  and  break  out  of  an 
eight-yeai'  depression. 

JORDAN  STOCK  MARKETS  SHINE 

►  While  most  emei-ging  mai-kets  have 
swooned  in  the  wake  of  Asian  and 
Russian  economic  meltdowns,  Jor- 
dan's Amman  Financial  Market  is 
doing  just  fine.  On  Aug.  25,  it  hit  a 
new  high,  nearly  10%  up  from  year- 
ago  levels.  Volume  is  up  42%  so  far 
this  year,  fueled  by  two  large  share 
issues  by  Arab  Bank,  which  alone 


accounts  for  some  45%  of  afm's  $6  bil- 
lion market  capitalization.  Business 
could  get  even  brisker  when  the 
government  implements  promised 
privatizations  such  as  that  of  Jordan 
Telecommunications  . 

Foreign  paiticipation  in  the  market 
is  low.  Non-Ai'ab  foreign  holdings  are 
just  3.5%,  though  market  sources  say 
U.  K.-based  fund  managers  are  taking 
several  U.  S.  pension  funds  into  the 
AFM  for  the  medium  temn.  "Our  small 
size  relative  to  other  markets  keeps  us 
ft'om  some  of  their  volatility,"  says  Fi- 
nance Minister  Michel  Marto. 
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WORDS 

ALONE 

AREN'T 

ENOUGH. 

Success  today  depends  on  your  organization's  ability  to  manage  information  and  change.  And 
communicating  information  visually  helps  you  do  just  that.  Only  Visio"-'  Standard  enables  you  to 
create  the  business  diagrams  you  need  quickly  and  easily.  Simply  select  the  pre-drawn  shapes  you 
need  and  drag  them  into  place.  Add  text,  format,  then  drop  your  diagram  into  Microsoft  Word, 
Excel,  PowerPoint  or  e-mail.  The  time  is  now  to  move  beyond  mere  words. 
Call  1-800-24-VISIO,  reference  A431,  or  check  out  www.visio.com/addvisuals. 
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PRODUCT  DEVELOPMENT 


IT  WAS  A  HIT  IN  BUENOS  AIRES 
-SO  WHY  NOT  BOISE? 

U.S.  companies  are  picking  up  winning  product  tips  from  consumers  in  faraway  places 


In  June  of  1997,  Haagen-Dazs  be- 
gan serving  a  new  flavor  called 
dulce  de  leche  at  its  sole  ice  cream 
shop  in  Buenos  Aires.  Named  af- 
ter the  caramelized  milk  that  is  one  of 
the  most  popular  flavors  in  Argentina, 
the  locally  developed  line  was  an  im- 
mediate hit.  Within  weeks,  the  super- 
sweet,  butterscotch-like  confection  was 
the  store's  best-seller. 

Just  one  year  later,  consimiers  from 
Boston  to  Los  Angeles  to  Paris  can 
find  dulce  de  leche  at  the  supermar- 
ket or  in  one  of  Haagen- 
Dazs's  700  retail  stores. 
In  U.  S.  stores  that  cai"- 
ry  it,  only  vanilla  sells 
better  In  Miami,  dulce 
sells  tvdce  as  fast  as 
any  other  flavor.  In 
the  U.S.,  it  does  $1 
million  a  month  in  revenue. 
And  in  Europe,  it  will  soon  move  up 
from  a  seasonal  flavor  to  year-round 
status. 

FERTILE  FEEDBACK.  The  dessert  is 
just  the  latest  example  of  an  emerg- 
ing two-way  trend  among  American 
marketers.   No  longer  does  the 
shrinking  of  the  globe  mean  simply 
that  U.  S.  companies  pump  out 
hamburgers,  sneakers,  and  movies 
for  the  world  to  consume — or  that 
Asian  and  European  companies 
readily  sell  their  goods  in  the  U.  S. 

In  globalization's  latest  twist, 
American  companies  from  Levi 
Strauss  &  Co.  to  Nike  Inc.  are  lifting 
products  and  ideas  from  their  interna- 
tional operations  and  bringing  them 
home.  Although  U.  S.  companies  have 
long  exported  their  products,  a  few 
have  now  begun  using  their  interna- 
tional operations  as  incubators  for  the 
next  big  hit.  "As  the  world  becomes 
smaller — relentlessly,  if  slowly — the  in- 
terchange and  exchange  of  ideas  is  be- 
coming much  more  commonplace,"  says 
Simon  Williams,  chairman  of  the  Ster- 
ling Group,  a  New  York-based  brand 
consulting  firm. 

It's  not  just  happenstance,  either. 


Americans  are  more 
diverse-and  more 
open  to  new  foods 
and  products 


Companies  are  i-eorganizing  so  that  he 
products  from  one  region  of  the  worl 
can  be  more  readily  spotted  an 
shipped  elsewhere — either  to  the  U.  i 
or  other  international  markets.  Relianc 
on  the  home  office  for  product  r 
search,  development,  and  ideas 
shrinking.  Within  companies,  says  Jar 
Eraser,  a  consultant  in  McKinsey 
Co.'s  global  practice,  "the  importance 
the  product  is  rising,  and  the  in 
portance  of  the  country  is  beginnin 
to  decline." 

Take  Pillsbmy  Co.,  whic 
owns  Haagen-Dazs.  A 
ter  consolidating  i 
international  divisi( 
last  year,  it  now  i 
vites  U.  S.  executive 
to  training  semina: 
to  swap  ideas.  Nort 
American  executives  wl 
had  tried  dulce  de  leche  at  a  brar 
conference  in  January,  1997,  rea 
ized  it  might  fit  vdth  the  companji 
recent  move  to  target  Latinos  in  tl 
U.  S.  But  the  product  did  more  th£ 
that.  Today,  U.  S.  sales  of  the  flav( 
are  growing  by  about  27%  mont] 
ly — compared  with  6%  for  anoth( 
specialty  flavor,  coffee  mocha  ch 
"It's  remarkable  and  unusual 
have  a  new  flavor  do  so  well 
says  Vivian  P.  Godfrey,  Haage 
Dazs  vice-president  for  Non 
America. 
BUYING  NON-AMERICAN.  Quaker  Oa 
Co.,  too,  made  strategic  changes  in  i 
management  to  encoui'age  the  exchanj 
of  ideas  across  international  border 
In  March,  the  company  cut  a  layer 
management  and  merged  some  of  tl 
operations  of  its  Latin  American  ar 
Asian  divisions.  One  goal  of  tl 
changes:  to  build  better  communic 
tions  between  regions. 

There  are  good  reasons  for  the  shi 
An  increasingly  diverse  U.  S.  custom 
base  has  companies  searching  for  wa; 
to  connect  with  fast-growing  ethn 
groups.  Rising  levels  of  immigrati(l' 
also  have  brought  salsa,  soccer,  ail 
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Thai  food  into  the  mainstream.  At  the 
same  time,  Americans  of  all  back- 
grounds have  become  increasingly  will- 
ing to  choose  more  adventurous  prod- 
ucts. Altoids,  a 
200-year-old  British 
product  originally 
used  to  calm  upset 
stomachs,  now  holds 
17%  of  the  $281  mil- 
lion U.  S.  breath- 
mint  category,  hav- 
ing edged  aside 
tamer  candies  such 
as  Certs.  "The  popu- 
larity of  stronger, 
more  intense  flavors 
has  soared,"  says  Liz 
Smith,  general  man- 
ager of  Callard  & 
Bowser-Suchard,  a 
Ki'aft  subsidiaiy  that 
owns  the  Altoids 
mint.  "What  used  to 
be  daring  and  exper- 
imental is  now 
broad-based  and 
mainstream." 


GLOBAL  PRODUCTS 
HIT  THE  STATES 


DULCE  DE  LECHE 

Haagen-Dazs  developed  the 
caramel-flavored  ice  cream  for 
Argentina.  Now  its  popularity  is 
Moreover,     the  sccond  only  to  vanilla  in  U.S. 

vast  increase  in  im-    storeS  where  It's  SOld 
ported  products  in 
the  U.  S.  over  the  last  two  decades  has 
made  consumers  and  marketers  far 
more  comfortable  with  the  idea  of 
products  with  international  roots  than 
they  once  were.  With  U.  S.  households 
increasingly  buying  Japanese  electron- 
ics and  German  cars,  the  "Not  Invent- 
ed Here"  impulse  no  longer  ap 
plies.  "Most  Americans  who 
buy  a  Mercedes  or  Toyota 
don't  think  they're  buying  a 
value  system  along  with  a 
product,"     says  Richan 
Pelles,  a  history  professoi- 
at  the  University  of  Bon 
who  has  written  about  thu 
cultural  effects  of  interna- 
tional ti'ade. 

To  be  fail',  the  trend  is  in 
its  early  stages.  A  goo( 
number  of  giant  marketers, 
such  as  Coca-Cola  Co.  and 
RJR  Nabisco  Inc.,  say  they 
have  never  taken  a  product 
or  ad  campaign  from  abroad 
and  brought  it  into  the  U.  S. 

But  others  are  happy  to 
take  the  plunge.  Nike  has 
found  success  with  shoes  that 
don't  appear  to  jibe  with  U.S. 
tastes.  A  soccer  boot,  designed 
with  and  worn  by  Brazilian 
national     team  member 
Ronaldo,   was   a   hit  at 
stores,  especially  during 
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this  summer's  playing  of  the  World 
Cup.  Two  mnning  shoes  have  also  been 
imported  to  the  U.  S.  A  long-distance 
limning  shoe  called  the  Air  Rift,  which 
fits  like  a  mitten 
with  the  big  toe  sep- 
arate to  better  simu- 
late running  bare- 
foot, was  designed 
with  the  help  of 
Kenyan  runners. 
And  the  Air  Streak 
was  introduced  first 
in  Japan  and  a  year 
later  in  the  U.  S. 

The  reason  for  the 
moves?  Nike  based 
them  in  pait  on  an 
internal  consumer 
study,  which  shows  a 
decline  in  nativistic 
consumer  sentiment 
in  the  U.  S.,  especial- 
ly among  young  buy- 
ers.  That   has  in- 
spired Nike  to  look 
abroad  more  often 
for  new  ideas.  "All 
of  our  products  used 
to  be  driven  almost 
100%  by  consumers 
in  the  U.  S.,"  says  Juliet  Moran,  Nike's 
dii'ector  of  international  mai-keting.  "But 
we're  now  finding  we're  getting  insights 
from  around  the  world." 

Other  companies  are  hoping 
for  similar  outcomes.  Levi 
Strauss,  famous  for  exporting 
the  all-American  look  of 
blue  jeans  to  the  world, 
is  hoping  to  bring  an 
offshore  trend  to  U.  S. 
consumers.  For  three 
years,  a  dark  version 
of  Levi's  denim  has 
been  the  hot  seller 
in  Japan.  This  year, 
Levi's  is  launching 
an  offshoot  called 
"hard  jeans"  that 
will  be  darker  and 
than  typical  denim. 
Levi's  has  told  its  U.  S.  man- 
agers that  looking  abroad  for 
ideas  is  part  of  theii'  job.  "Three 
or  four  years  ago,  that  would 
have  been  inconceivable  in  this 

SOCCER  BOYS 

Nike  says  its  Brazilian- 
designed  boot  is  selling 
^      faster  than  expected  in 
.  .  the  U.S. 


company,"  says  Robert  Holloway,  Lev 
Strauss's  vice-president  for  business  de 
velopment.  "People  had  a  much  nar 
rower  view." 

The  tactic  does  not  always  work 
however.  Sometimes,  companies  dis 
cover  a  product  was  successful  abroa( 
thanks  to  a  dearth  of  competition 
While  Keebler  Co.  was  owned  b^i 
British-based  United  Biscuits  plc,  i} 
tried  to  import  favorites  from  Rose'; 
marmalade  to  Panda  licorice  to  Kami 
cooking  oils  into  the  U.  S.  in  the  earl; 
'90s.  But  Keebler  was  not  able  to  maki 
the  pricey  products  distinct  from  es 
tablished  rivals,  and  the  import 
languished. 

That  hasn't  discouraged  a  host  o 
new  candidates  already  waiting  at  th 
border.  Cereal  partners  General  Mill 


HARD  JEANS 

Levi's  newest 
American 
product, 
made  of 
darker, 
stiffer 
denim,  is 
based  on 
a  hit 
product 
in 

Japan 


Inc.  and  Nestle  have  successfully  ii 
vaded  Canadian  stores  with  a  popul 
European  chocolate  breakfast.  Gener 
Mills  CEO  Stephen  W.  Sanger  says  h 
thinks  some  products  from  the  joii 
venture  will  eventually  find  their  wa 
to  the  U.  S.  And  as  new  McDonald 
Corp.  CEO  Jack  M.  Greenberg  figun 
out  how  to  perk  up  his  stioiggling  U. 
division,  he  says  he'll  look  for  help 
the  company's  international  outlets.  A 
ready,  he  has  reorganized  McDonald 
American  management  stmcture  to  r 
semble  the  decentralized  setup  ove 
seas,  and  the  company  says  ad  car 
paigiis  and  tie-ins  may  cross  borders 
the  future. 

Meanwhile,  Haagen-Dazs  isn't  fi 
ished.  If  it  can  figiu-e  out  how  to  impo 
the  ingredients,  Godfrey  says,  it  w 
soon  sell  its  most  popular  Japanese  fl 
vor — gi-een  tea — in  the  U.  S.  Just  ima 
ine  the  possibilities  for  cross-cultur 
sundaes. 

By  David  Leonhardt  in  Chica\ 


We  see  global  communications 


/  0  u  see  global  access 


With  Sprint,  you're  ready  for  the  challenges  of  the  worldwide  marketplace. 

With  customers,  suppliers  and  facilities  spread  all  over  the  globe,  how  do  you  communicate  effectively? 
At  Sprint,  we  understand  the  cliallenges  you  face  and  have  the  solutions  to  help  you  meet  your  international 
business  goals.  Let's  say  you  want  to  review  new  product  concepts  with  your  designer  in  Belgium  and  a 
manufacturer  in  Hong  Kong.  Our  secure  networks  let  you  share  data  in  real  time.  And  simultaneously,  Sprint 
Personal  Conferencing*'^  lets  you  voice- conference  with  everyone,  with  no  reservation  necessary,  at  any  time 
of  day*  It's  just  part  of  our  wide  nmge  of  advanced  data  and  voice  services.  Add  these  to  our  powerful  global 
alliances,  and  Sprint  has  everything  you  need  to  succeed,  no  matter  where  you  do  business  internationally 
Business  Runs  on  Data.  Data  Runs  on  Sprint?*^  www.sprint.com  1-888-261 -3079 


Sprint 


We  help  your  business  do  more  business' 


■  No  other  carrier  offers  an  audio  conferencing  reservationless  service  that  allows  access  to  the  conferencing  network  24  x  7  from  both  domestic  and  internatronal  locations. 

if>1998  Sprint  Communications  Company  L.P. 


•  Intel  Pentium  li  Processor  @  400  MHz 

•  6  4  GB  SMART  II  Ultra  ATA  HarrJ  Drive' 

•  64  MB  SDRAM 

•  ATI  RAGE  PRO  TURBO  AGP  Graphics 

•  24X  MAX  CD-ROM' 

•  Compaq  V75  17"  (16"  viewable)  monil 

■  Tovtferable  ctiassis  converts  from  deski 
to  minitower 

■  3-year  limited  warranty' 


Get  both.  Direct  from  Compaq.  And  with  the  Compaq  Deskpro  EP  Series  of  desktops  with  Intel"  Pentium"  II  Procesir 
you  get  the  perfect  combination  of  performance  and  value.  You  can  order  by  calling  us  directly  or  visiting  our  web 
More  technology  and  more  ways  to  get  it.  It's  what  makes  Compaq  computers  the  best  selling  in  the  busii  > 


pentium^l] 


©l'/J8  t^ump-tq  (^mpultr  Corpordliun  All  tigtlls  rcscrvfd  Compaq,  the  Cumpaq  Logo.  Deskpro,  ProSignij,  Armada,  and  Suptrl^isk  are  rcgisrert-d  tradtmarki  of  Compaq  Computer  Corja 
Intel,  the  Intel  Inside  Logo,  and  Pentium  are  registered  trademarks  and  MMX  and  Celeron  are  trademarks  of  Intel  Corporation  in  the  U.S.  and  otiier  countries.  Microsoft.  BackOffice,  and 
NT  are  registered  trademarks  and  IntelliMouAc  is  a  trademark  of  Microsoft  Corporation.  Otfier  products  mentioned  herein  may  be  trademarki  or  registered  trademarks  of  their  respmivc  co  J 
Operating  system  pre-mstalled  on  all  desktop  and  ponable  pniducts.  Compaq  is  not  liable  tor  pictorial  or  typographical  errors  in  this  advetrisement,  'All  prices  and  discounrs  shosvn  refer  to  U,.S  t  u 
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aq  Deskpro  EP  Series 


I  Business  Deskpro  Solutions 

Compaq  product  bundles  have 
Icsigned  specifically  for  growing 
isses.  They  come  pre- installed 
Microsoft*  Internet  Explorer  4.0, 
n  Antivirus  4.0,  and  INEX 
ncrce  Court  Publisher. 

1 6266/21 00/COSM 
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Celeron  Processor  @  266  MHz 
i6  SMART  II  Ultra  ATA  Hard  Drive' 
IB  SDRAM 

AGE  lie  AGP  Graphics 

m  CD-ROM';  KSeflex  modern^ 

son  Word  97 

)aq  Microsoft  IntelllMouse™ 

laq  V75  17"  (16"  viewable)  monitor 

ir  limited  virarranty' 

\  6300/4300/CDSM 


869 


Pentium  il  Processor  @  300  MHz 
IB  SMART  II  Ultra  ATA  Hard  Drive' 
B SDRAM 

AGE  lie  AGP  Graphics 
/  MAX  CD-ROM';  K56flex  modern^ 
soft  Office  97  Small  Business  Edition 
laq  Microsoft  IntelllMouse 
aq  V75  17"  (16"  viev»able)  monitor 
ir  limited  wan'anty' 

!  for  Deskpro  EP  Series 

onal  32  MB  SDRAHfl  Memory:  $139' 

ide  to  Compaq  V90  Monitor:  $349' 

rOiskLS- 120  Drive:  $129' 

3aq  C-Serles  810  Handheld;  $599' 


Compaq  Armada  Notebooks 


Armada  1 700 

The  fully  integrated  notebook  from 
Compaq  that  combines  the  latest  key 
technology  with  uncompromising  value. 

$2,869 

•  Mobile  Intel  Pentium  II  Processor  @ 
233  MHz;  512  KB  L2  Cache 

•  4.0  GB  SMART  Hard  Drive' 

•  32  MB  SDRAM  (expandable  to  160  MB) 

•  12.1"  CTFT  SVGA  display 

■  24X  MAX  CD-ROM';  K56flex  modem^ 

•  Integrated  AC  Adapter 

•  NevK  Multibay  design  allovus  for  easy 
swapping  of  options  including  a  second 
hard  drive,  second  battery,  SuperOlsk 
LS-t20,  or  Zip  Drive 

•  3-spindle  design  allovKS  simultaneous 
access  to  multiple  storage  devices 

•  1  -year  limited  wan'anty' 

Armada  7800 

The  ultimate  high-performance  note- 
book delivering  unprecedented  desktop 
functionality  and  mobile  convenience. 


$5,549 


•  Mobile  Intel  Pentium  II  Processor  @ 
266  MHz;  512  KB  L2  Cache 

•  8.0  GB  SMART  Hard  Dnve' 

•  64  MB  SDRAM  (expandable  to  256  MB)= 

•  14  1"CTR  (1024x  768)  display 

•  24X  MAX  CD-ROM';  33.6  Kbps 
Telephony  modem 

•  Powerful  AGP  graphics  allows  tor  superior 
graphics  while  on  the  road  or  in  the  office 

•  Integrated  AC  Adapter 

•  Multibay  design  allows  for  easy  swapping  of 
options  including  a  second  hard  dnve,  second 
battery,  SuperOlsk  LS-120,  or  future  DVD  drive 

•  3-year  l.mlted  warrant/ 

Options  for  Armada  7000  Notebooks 

•  ArmadaStation  Expansion  Base:  $779' 

•  ArmadaStation  Tower  Stand:  $99' 

•  Compaq  Briefcase:  $99' 


Compaq  Armada  SB 


Small  Business  Notebook  Solution 

The  notebook  designed  specifically 
for  small  businesses  to  provide  out-of- 
thc-box  productivity  combined  with 
affordable  high  performance. 

Armada  SB  Notebook 


$2,099' 


•  Intel  Pentium  Processor  with  MMX™ 
Technology  @  200  MHz 

•  3.2  GB  SMART  Hard  Drive' 

•  32  MB  EDO  RAM  (expandable  to  96  MB) 

•  12.1"  CSTN  SVGA  display 

•  20X  MAX  CD-ROM';  K56flex  modem- 

•  Microsoft  Office  97  Small  Business  Edition 
included  for  out-of-the-box  productivity 

•  Integrated  AC  Adapter 

•  3-spindle  design  allovK  simultaneous  access 
to  multiple  storage  devices 

•  Dual-bay  design  supports  a  second  battery 
for  even  greater  power  while  on  the  road 

•  Optimized  for  use  in  a  networked  environment 

•  Intelligent  Manageability  features  offer 
lower  total  cost  of  ownership 

•  Certified  for  multiple  operating  systems 

•  1  -year  limited  warranty* 

Common  features  of  Armada  Series 

•  Optimized  for  use  in  a  networked  environment 

•  Intelligent  Manageability 

•  Certified  lor  multiple  operating  systems 


Compaq  ProSignia  200  6/300 


Small  Business  Server  Solution 

An  integrated  turnkey  solution  for 
small  businesses  needing  inexpensive 
file/print,  communications  or  database 
capabilities  and  bulletproof  server 
reUability  without  the  overhead  cost  of 
in-house  technical  expertise. 

ProSignia  200  6/300 
Small  Business  Server 
With  a  FREE  V55  Monitor^ 


$4,719' 


•  Intel  Pentium  II  Processor  &  300  MHz 

•  4  3  GB  Wide  Ultra  SCSI-3  enterpnse-class 
hard  disk' 

•  64  MB  ECC  Memory  (upgradable  to  384  MB)' 

•  4/8  GB  SLR  enterpnse-class  tape  drive 

•  K56flex  modem' 

•  Pre-iristalled  Microsoft  BackOffice*  for  Small 
Business  Sen/er  including  up  to  1 0  user  clients; 
Insight  Agent  Events  Notification  Tool  monilors 
and  reports  potential  server  issues 

■  Extend  your  business  to  ttie  Internet,  either 
locally  or  through  an  Intemet  service  provider 

•  Back  up  and  protect  your  business  data  easily 

•  Efficiently  share  data  and  devices  such  as 
printers  and  modems 

•  3-year  on-site  limited  warranty* 

-  For  a  limited  time,  free  Compaq  V55 1 5"  (1 3.7" 
vievrable)  monitor'  vidth  1  -year  limited  warrant/ 


Buy  direct  from  Compaq: 

1 800  888-0365 

www.directplus.compaq.com/bw 

COMPAQ 

DirectPlus 

Better  answers;" 


mccs  on  sclea  modds.  Rcsdier  prices  may  vary.  Spedlicarions  and  prices  are  subjra  to  change  or  cancellarion  widiout  notice.  'For  hard  drives,  GB=billion  bytes,  'men  1 28  MB  memory  modulo  ate  available.  '20X  MAX 
IM  data  transfer  latcs  vary  Iram  1 275Kbps  up  to  3000Kbps.  24X  MAX  CD-ROM  data  transfer  rates  vary  (rom  1 500Kbps  up  to  .3600Kbps.  The  K56flcx  protocol  Ls  designed  only  to  allow  faster  downloads  from  K56flex 
JO  Mt  digital  sources.  Maximum  achievable  download  transmission  tales  crmendy  do  not  reach  SfiKbps.  and  will  vary  with  line  condiuons.  'Some  restricrions  and  otdujions  apply.  Offer  valid  widl  purchase  of  qualifying 
from  8/1/98  to  9/30/98  and  while  supplies  last.  Vabd  only  in  the  U.S.  Compaq  reserves  die  nght  to  change,  alter,  or  cancel  diis  program  at  any  rime  widiout  nonce. 
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ENTREPRENEURS 


BROADCOM'S 
BRAIN  TRUST 


Engineers  and  Co-Chairs 
Samueli  and  Nicholas 
each  own  23%  of  one 
of  the  year's  hottest  IPOs 

Henry  T.  Nicholas  III  and  Henry 
Samueli,  co-founders  of  Broadcom 
Corp.,  the  fast-gi'owing  maker  of 
communications  chips,  have  much 
more  than  just  their  first  names  in  com- 
mon. When  Broadcom  went  public  on 
Apr.  17,  the  two  Henrys  shared  in  the 
riches  of  one  of  the  most  successful  ini- 
tial public  offeiinjj^s  this  year-  The  stock's 
12:3%  jump  the  fii-st  day  wa.s  second  only 
to  the  all-time  record  249%  gain  racked 
up  by  Broadcast.com  in  late  July.  So 
far,  their  combined  stake — each  holds 
'2:i% — has  soared  in  value  to  $1.5  billion. 

Their  newfound  wealth  is  based  on 
another  fortunate  similarity:  co-chair- 
men Nicholas,  38,  who  is  also  CKo,  and 
Samueli,  43,  have  Ic  ng  shared  a  com- 
mon view  of  the  futui'e  dir"ection  of  com- 
munications technology.  When  they 


founded  Broadcom  in  1991,  they  were 
convinced  that  quicker  communications 
would  drive  the  convergence  of  com- 
puters, television,  and  telephones.  So 
they  set  out  to  develop  the  mici'ochips 
that  would  tie  together  these  disparate 
technologies  and  allow  the  speedy  ti-ans- 
fer  of  massive  amounts  of  data.  It  was  a 
prescient  move.  Now  trading  at  around 
70,  Broadcom's  share  price  has  been 
pushed  skywai'd  by  the  proposed  merg- 
er of  AT&T  and  cable  giant  Tele-Com- 
munications Inc.,  which  promises  to  ac- 
celei'ate  the  use  of  cable  TV  for  phone 
and  Internet  service  in  the  home. 
EARLY  TO  MARKET.  Even  il"  that  deal 
never  happens,  business  is  booming  for 
Broadcom.  Early  on  the  scene  with  its 
chips,  it  already  dominates  fledgling 
markets  for  the  electronic  brains  that 
control  digital  set-top  boxes  and  cable 
modems.  Altogether,  analysts  expect 
Broadcom  to  earn  $28  milhon  this  year 
on  a  300%  jump  in  sales,  to  $150  million. 

Samueli  and  Nicholas  fii"st  met  at  trw 
Inc.  in  1981.  Samueli  designed  commu- 
nications systems;  Nicholas  designed 
chips.  Both  were  working  on  a  huge 


^^^^^^^ 


Defense  Dept.  pro-  SHREWD  MOVE 
gram  to  advance  the  The,  pair  used 
state  of  the  art  for  stock  options  I 
integrated  circuits  for  lure  world-cUi 
communications  ap-  scientists 
plications.  In  1985,  as 
Nicholas  was  earning  his  part-time  ma 
ters  degree  at  the  University  of  Ca 
fomia  at  Los  Angeles,  Samueli  left  ti 
to  become  a  full-time  professor  thet 
With  his  I'esearch  centered  on  fiirtheni 
the  automated  design  of  communicati(  - 
chips,  it  was  only  natural  that  Nichol 
became  Samueli's  first  PhD  candidat( 
By  1988,  when  Samueli  and  three  ol 
er  scientists  co-founded  PairGain  Tec 
nologies  Inc.  to  speed  data  transmissH 
over  telephone  lines,  Nicholas  went  alor 
to  design  the  chips.  But  SamueU  ;u 
Nicholas  also  had  a  broader  vision.  Tlv 
wanted  to  figure  out  how  to  compre 
data  so  more  of  it  could  be  sent  over  n 
only  telephone  fines  but  also  over 
cables,  corporate  data  networks,  ai 
even  over  the  air  and  via  satellite  bro 
casts.  There  was  a  problem,  though, 
ing  so  would  mean  competing  with  Pa 
Gain's  customers.  Still,  they  were 
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Another  Deloitte  Consulting  Difference 


THEM: 
Exclusive. 


p98  Deloitte  &  louche  Consulting  Group  LLC 


DELOITTE 
CONSULTING: 

Inclusive. 


One  well-known  consulting  firm  insists  on 
dealing  only  with  senior  managers.  Because,  they  claim, 
only  senior  managers  have  the  power  to  make  change  happen. 

We  believe  they're  only  half  right. 

While  senior  managers  may  have  the  power  to  initiate  change, 
it  takes  all  your  employees  to  make  those  changes  stick. 

At  Deloitte  Consulting,  our  collaborative  working  style  gets  your 
entire  organization  -  from  the  corner  offices  to  the  cubicles  -  to 
buy  into  the  changes  at  hand.  And  ensures  the  transfer  of 
the  additional  knowledge  and  skills  they'll  need  to 
deliver  the  promised  returns  of  any  new 
strategies  or  technologies. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 


Deloitte  &  louche  Consulting 

Group 


www, dtcg.com 
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With  44  PhDs  and  5  tenured  professors,  "if  our  markets 
head  south/'  says  Samueli,  Ve'll  open  a  university" 


certain  of  their  idea  that  three  years 
later,  Samueli  and  Nicholas  quit  Pair- 
Gain— and  walked  away  from  millions 
of  dollars  in  stock  options — to  start 
Broadcom. 

For  Samueli,  founding  Broadcom  was 
the  culmination  of  a  boyhood  dream.  "I 
knew  I  was  going  to  be  an  electrical  en- 
gineer in  seventh  gi'ade,"  he  says.  In  an 
electric  shop  class  at  Hollywood's  Ban- 
croft Junior  High  School,  he  decided  to 
build  a  shortwave  radio  with  five  tubes. 
"The  rest  of  us  were  just  leaiTiing  to  do 
splices,  and  here  he  was  building  this 
complicated  radio,"  says  Gregoiy  B.  Ger- 
shuni,  a  Ufelong  fiiend.  "Building  that 
radio  put  me  on  the  path  that  got  me 
where  I  am  today,"  says  Samueli.  "I  did 
not  deviate,  not  one  iota." 

Nicholas  also  showed  a  sci- 
entific bent  eai'ly  on,  though  his 
career  path  was  more  cir- 
cuitous. Growing  up  in  Malibu, 
CaHf.,  he  dreamed  of  becoming 
a  test  pilot.  "He  had  a  mad- 
scientist  lab  in  his  garage  to 
experiment  with  rocket  fuel," 
says  Andrew  R.  Coulson,  a 
childhood  friend  who  later 
roomed  with  Nicholas  for  six 
years  during  and  after  college. 
"We  used  to  stay  up  all  night 
mixing  chemicals."  Nicholas, 
Coulson,  and  another  friend 
even  taught  themselves  aero- 
dynamics and  calculus  during 
junior  high  so  they  could  de- 
sign rockets  that  would  shoot 
higher  than  off-the-shelf  mod- 
els. Although  Nicholas  made  it 
into  the  U.  S.  Air  Force  Acad- 
emy, his  boyhood  dream  end- 
ed when  he  gi'ew  taller  than 
its  6  ft.,  4  in.  limit  for  pilots. 
"YIN  AND  YANG."  These  days, 
Nicholas  and  Samueli's  success 
in  piloting  Broadcom  is  very 
much  thanks  to  their  particu- 
lar chemistry.  Employees  de- 
scribe Samueli  as  the  inspirational  leader, 
the  thoughtful,  humble,  benevolent  pro- 
fessor who  lets  you  find  the  solution  so 
you'll  gi'ow.  Nicholas  is  the  tough  coach 
who  yells  at  his  players  to  hit  new 
heights  and  is  cjuick  to  assign  blame 
when  they  don't  reach  them.  Colleagues 
say  the  two  function  together  so  seam- 
lessly, they  routinely  finish  each  other's 
sentences.  "They're  sort  of  the  yin  and 
yang  of  Broadcom,"  says  Steve  K.  Tfeu- 


bota,  who  heads  the  company's  cable-TV 
unit.  "If  you  took  either  one  out  of  the 
development  of  Broadcom,  we  wouldn't 
be  a  tenth  as  successful  as  we  are." 

Nicholas,  who  goes  by  "Nick,"  is  clear- 
ly in  charge  of  running  the  company, 
reversing  the  old  professor-student  men- 
toiing  relationsWp.  "He's  the  ceo,  and  he 
likes  being  in  charge,"  Samueli  says. 
"We  need  Nick's  style  for  working  in 
the  business  world."  It's  Nicholas  who 
insists  on  eveiyone  wearing  a  .suit  and 
tie  at  all  times.  He  talks  a  mile  a  minute, 
peppering  his  speech  with  wisecracks. 
And  he's  always  pushing  the  limits,  at 
work  and  at  play.  On  skis,  Nicholas  will 
tackle  any  Mil,  and  he  has  broken  a  col- 
larbone to  prove  it.  A  bit  of  a  boaster, 


BROADGOM  S  MAD  SCIENTISTS 

Henry  Samueli  Henry  Nicholas 


BdRN 

1954  in  Buffalo,  N.Y. 

1959  in  Cincinnati,  Ohio 

prioN 

B.S.,  1975,  PhD,  1980, 

B.S.,  1981,  PhD,  1997, 

in  electrical  engineering 

in  electrical  engineering 

from  UCLA 

from  UCLA 

AS  A  KID,  DREAMED  ABOUT  BECOMING... 

An  electrical  engineer 

A  test  pilot 

PET  PEEVE 

"I'm  a  quasi-neat  freak; 

"1  hate  people  who  think 

things  should  be  in  their 

something's  not  possible" 

proper  places" 

ATTITUDE  TOWARD  WORK 

"Never  do  anything 

"Work  should  be  hard 

halfway  or  less  than 

and  painful;  the  fun  is 

the  highest  quality" 

winning" 

FAMILY 

Married,  three  daughters 

Married,  two  sons  and 
a  daughter 

Skimg,  hiking,  basketball 

Bungee  jumping, 
sky  diving,  lifting  weights 

he  claims  that  when  his  wife,  Stacey, 
had  then-  tliird  child,  "I  delivered  it  my- 
self." Says  Stacey,  a  former  chip  design- 
er who  worked  for  him  at  trw:  "Well,  it 
was  really  the  nurses  and  Nick." 

Samueli,  who  took  a  leave  of  absence 
from  UCLA  to  serve  as  Broadcom's  chief 
technical  officer,  is  quiet  and  understat- 
ed. A  better  skier  than  Nicholas,  Samu- 
eli will  never  brag  after  effortlessly  glid- 
ing down  a  double-diamond  slope.  He 


prefers  to  let  someone  else  initiate  coii' 
versations.  "Some  people  can't  handW 
the  fact  that  he  never  talks,"  says  hiii 
vrife,  Susan,  an  IBM  programmer  he  me 
at  a  synagogue  dance. 
NO  VENTURE  CAPITAL.  Samueli's  reputa 
tion  among  fellow  scientists  has  helped 
attract  a  formidable  technical  team 
"He's  very  focused  and  he  very  quickl; 
makes  the  right  decisions  all  day,  ever 
day,"  says  William  J.  Kaiser,  chair  oi 
UCLA's  electrical-engineering  department 
"I  don't  know  anyone  else  like  that  ii 
the  business  or  academic  communities 
It  also  helped  that  the  founders  accept 
ed  no  venture  capital,  so  they  could  ol 
fer  unusually  large  stock  options  as 
lure.  "They  compensated  people  wit 
life-changing  amounts  of  stock, 
says  Tsubota.  The  proof  is 
the  IPO.  More  than  70%  of  th 
company's  then  300  employee 
became  millionaires. 

Often  the  enticements  didn 
end  there.  To  Im'e  world-clas 
scientist  Klaas  Bult,  then  wit 
Philips  Electronics,  Samue 
an-anged  for  Bult  to  talk  vrit 
UCLA;  the  school  offered  him 
tenured  professorship,  wit 
Broadcom  funding  his  researc 
and  an  outside  consulting  coi 
tract.  "Then,  it  was  only  a  ma 
ter  of  time,"  Nicholas  says.  TVv 
years  later,  Bult  decamped  for 
full-time  job  at  Broadcom.  "Thj 
type  of  pereon  is  not  looking  ft 
a  job,"  Nicholas  says.  All  tol 
80%  of  the  company's  239  eng 
neers  have  advanced  degree 
44  with  PhDs,  and  five  of  the: 
are  tenured  professors.  Qui{ 
Samueli:  "If  oui-  markets  hei 
south,  we'll  open  a  university. 

That  isn't  likely  to  happe 
anytime  soon.  Ti'ue,  sever 
years  ago,  the  big  push  for  co: 
vergence  got  off  to  a  false  sta 
amid  much  hype  and  confusio 
But  the  AT&T-TCi  deal  makes  it  look  as 
it  will  really  happen  this  time.  To  ke<  Ii 
the  Broadcom  rocket  on  its  trajectoi 
Nicholas  and  Samueli  expect  to  solidi 
links  to  such  fast-gi'owing  network  cu 
tomers  as  3Com,  Cisco  Systems,  ai 
Bay  Networks  even  as  they  secure  th( 
leadership  in  the  nascent  mai-ket  for  c 
ble  gear.  So  far,  at  least,  the  two  He 
rys  seem  to  have  all  the  right  stuff. 
By  Larry  Annstrong  in  Irvine,  Cal 
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1  60  days  Oracle  can  solve  a  problem 

that  took  2,000  years  to  create. 


"^ew  Financial  Accounting  Software  in  60  days. 

800-FLOWERS'»  did  it  in  under  40  days, 
'.hythms  NetConnections  did  it  in  under  30  days, 
'ropeller,  Inc.  did  it  in  under  45  days. 

ww.orach.comi infill y2k  or  1-800-633-0498,  ext.l6042 


ORACLG 

Enabling  the  Information  Age' 


"«  Oracle  Corporation  All  riphrs  reserved  Oracle  is  a  resisrcred  trademark  and  Enabling  the  Informarion  Age  is  a  trademark 
'  L'lsrered  trademark  of  Oracle  Corporation  All  other  company  and  produce  names  may  be  Trademarks  of  rheir  respective  ownets 
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HIGHFLIERS 

A  few  years  ago,  Yang  (top)  and 
Filo  were  Web-surfing  grad 
students.  Now,  they  and  CEO 
Koogle  (left)  are  cybermoguls 


Today,  it's  the  lord  of  the 
Web.  But  powerful  rivals 
are  moving  in  fast.  Can 
Yahoo!  keep  clicking? 

On  July  17,  the  top  dogs  at  Warner  Bros.  Online 
gather-ed  around  a  giant  TV  screen  in  their  of- 
fices high  above  the  streets  of  Los  Angeles. 
But  instead  of  watching  Bugs  Bunny,  Daffy 
Duck,  or  some  other  famous  Warner  cartoon, 
they  found  themselves  ti'ansfixed  by  an  internal 
slide  presentation  of  a  giant  yellow  Pac  Man. 
His  name:  Yahoo!  His  target:  nearly  everything. 
The  mesmei-ized  executives  watched  as  Yahoo  ate  his  way 
thi-ough  the  best  that  the  Inteinet  has  to  offer.  Fu-st,  he  gob- 
bled up  the  rights  to  news  ft-om  such  titans  as  cnn  and 
Reuters  Holdings  PLC.  Then  he  moved  on  to  electronic  com- 
merce, downing  deals  with  retailers  such  as  bookseller  Ama- 
zon.com Inc.  and  music  outfit  CDnow  Inc.  The  voracious  little 
creatm-e  went  on  to  munch  his  way  tlu'ough  Intemet  staples 
E-mail  and  chat  rooms  before  finally  coming  to  a  stop  just  be- 
fore entertainment.  "Yahoo  just  gets  bigger  and  fatter  and 
gets  more  and  more  revenue,"  said  James  Moloshok,  senior 
vice-president  at  Warner  Bros.  Online.  But  no  more,  he  told 
his  troops:  Warner  would  fight  back. 

How  did  little  upstart  Yahoo!  Inc. 
make  it  onto  the  radai*  screen  of  Warn- 
er Bros.,  a  division  of  media  goliath 
Time  Warner  Inc.?  In  just  tliree  yeai's, 
Yahoo  has  moiphed  from  an  oi'dinaiy 
seai'ch  service  into  the  be-all,  do-all  of 
the  Net,  offering  a  dizzying  array  of 
sei"vices  and  infonnation.  Need  a  daily 
fix  of  news,  stock  quotes,  weather,  and 
E-mail?  Head  to  Yahoo.  Want  to  house- 
hunt, figTU-e  out  a  retu-ement  plan,  or 
reseai-ch  the  Ebola  vims?  Yep — Yahoo. 
It's  even  a  Web  hangout  for  those  crav- 
ing a  little  R&R  of,  say,  online  black- 
jack, shopping  for  premiiun  handmade 
cigars,  or  Koi  pond  supplies. 
HEAVENWARD.  Vast  selection  has  cata- 
pulted Yahoo  into  the  No.  1  spot  on 
the  Web,  with  40  million  people  who 
log  on  eveiy  month — more  than  the 
30  million  who  tune  in  weekly  to  nbc's 
top-rated  TV  show,  er.  And  Yahoo's 
stock?  It  has  soai-ed  heavenwai'd,  to  23 
times  its  1996  IPU  price:  The  market 
capitalization  was  $9.1  billion  on  Aug. 
25.  That  day  the  $97.50  stock  price 
was  3U5  times  pi-ojected  1998  earnings  of  32^  a  share — as- 
tonishing, consideiing  that  Microsoft  Coi-p.,  the  computer  in- 
dustiy  pacesetter,  is  valued  at  52  times  earnings.  Yahoo  ceo 
Timothy  Koogle  is  unfazed  by  the  valuation:  "I'd  be  hard- 
pressed  to  say  it's  overhyped.  We've  set  out  to  make  Yahoo 
the  only  place  anyone  needs  to  go  to  get  connected  to  any- 
thing. There's  nothing  in  the  real  world  to  compare  to  that." 

Little  wonder,  then,  that  media  companies  such  as  Wamer 
Bros,  and  Walt  Disney  Co.  ai-e  in  such  a  stew  over  what  to  do 
about  the  Silicon  VaUey  company.  At  stake  is  not  only  how  to 
get  the  attention  of  today's  90  million  cybersuifers.  It's  a  dig- 
ital land  rush,  with  companies  madly  scrambling  to  stake  a 
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claim  as  an  information  giant  in  tiie  next  century.  Already, 
more  people  are  hopscotching  across  Web  sites  than  the 
number  of  viewers  TV  could  claim  after  a  dozen  years  in  ex- 
istence. And  there  are  no  signs  the  Web's  gi-owth  is  slowing: 
By  2002,  some  328  million  people  ai'ound  the  globe  will  be  us- 
ing this  far-flung  information  pipeline,  according  to  Interna- 
tional Data  Corp. 

What's  emerging  faster  than  many  imagined  is  a  Net  gen- 
eration that  rises  not 
to  its  newspapers  and 
TV  news  shows  but  to 
its  coffee  and  glowing 
computer  screens.  Some  64%  of  cybersurfers  watch  less  TV 
now  than  they  did  before  their  Web-cruising  days,  while 
48%  ai-e  not  reading  as  much,  according  to  mai'ket  reseaixhere 
Strategis  Group.  Suddenly,  the  prospect  of  being  a  media 
goliath  without  grabbing  the  eyes,  minds,  and  pocketbooks  of 
the  Internet  droves  seems  dicey  indeed.  "With  Yahoo,  you 
can't  measiu-e  things  like  price  to  sales,"  says  Abel  Gai'cia,  se- 
nior vice-president  at  investment  firm  Waddell  &  Reed  Inc., 
one  of  Yahoo's  largest  shai'eholders.  "You  have  to  look  at  it  as 
the  new  media  company  of  the  21st  centuiy." 

And  that  could  be  a  mouth-watering  prospect.  Unlike  tra- 
ditional media,  this  new  Internet  breed  will  dish  up  not  only 
infonnation  and  entertainment  but  also  a  way  to  act  on  it. 


Like  New  Age  general  stores,  new  media  companies  stocl< 
news,  staples,  and  all  the  hottest  gossip.  Consumers,  for  ex- 
ample, can  get  the  latest  infonnation  on  long-teiTn  mortgage 
rates — and  find  a  real  estate  broker,  view  their  dream  home 
and  apply  for  a  home  loan,  all  under  one  roof  When  a  deal  k 
struck,  the  new  media  company  collects  a  fee. 
GLITZED-UP  GATES.  This  lucrative,  one-stop  Web  site  ap- 
proach is  the  most  coveted  business  on  the  Net  today.  And  | 
oddly  enough,  it  goes  by  the  drab  name  of  "portals."  Thes( 
are  the  glitzed  up  entrances  to  the  Web  that  have  so  man] 
goodies  that  theii'  operators  hope  cybersurfers  congregate  er 
masse  and  then  rarely  venture  elsewhere.  And  like  all  high  ' 
rent  districts,  they  can  charge  a  premium  for  advertising 
while  also  cashing  in  on  consumer  E-commerce.  Online  shop 
ping  alone  is  expected  to  balloon  to  $37.5  billion  by  2002,  say; 
Jupiter  Communications.  i 

This  has  not  escaped  the  giants  of  the  media  world,  wh 
are  piling  into  the  business  like  so  many  giddy  teenager 
squeezing  into  a  Volkswagen  Bug.  In  July,  nbc  spent  $6  mil 
lion  for  a  19%-  position  in  Snap!,  the  struggling  portal  operatec 
by  CNET  Inc.  Disney  quickly  ponied  up  $70  million  and  trad 
ed  its  majority  stake  in  Stai-wave  Corp.  for  43%  of  rival  In 
foseek  Coi-p.  And  insiders  say  that  Excite  Inc.  has  held  talk 
with  sevei-al  media  giants,  including  Time  Warner.  "The  pittei 
patter  of  competitive  footsteps  has  turned  into  a  clip-clop/ 


The  Be-All  and  Do-All  of  the  Net 

Forget  directories.  Yahoo!  is  a  full-blown  package  of  information  and  services. 
Here's  how  a  sampling  of  services  on  Yahoo!  stacks  up  against  rivals,  with  "rad"  as  the 
highest  rating,  followed  by  ''cool, "  then  "so  what, "  and  finally  "lame. " 


mi 


FINANCE 


REAL  ESTATE 


HEALTH 


SEARCH 


A  superdeep  set  of 
offerings,  including 
quotes,  graphs,  analysts' 
ratings,  and  company 
information — all  easy  to 
find.  The  breadth  of  news 
from  Reuters,  S&P,  and 
AP  sets  it  apart,  although 
Microsoft's  Investor  and 
Excite  also  are  first-rate. 
Yahoo!  Finance  isn't  for 
high-roller  investors  but 
IS  great  for  little  guys. 


A  wide  variety  of  tightly 
integrated  information 
from  real  estate's  RE/Max 
and  online  loan  service 
E-Loan,  as  well  as 
national  classifieds  on 
home  sales  and  rentals. 
Although  Excite  offers 
easier-to-use  graphics 
and  Microsoft's 
HomeAdvisor  is  flashy, 
Yahoo!  has  nifty 
information  on  crime 
rates  and  quality  of  life 


To  put  it  nicely,  Yahoo! 
has  a  lot  of  work  to  do. 
The  service  provides 
health  news  from  Reuters 
and  medical  site  listings, 
but  Excite,  Infoseek,  and 
Lycos  do  a  better  job  by 
offering  news  features, 
tips,  and  quizzes  from 
iVillage  and  HomeArts. 
For  great  sites,  check  out 
Thrive,  InteliHealth,  and 
Mayo  Health. 


Yahoo!  pioneered  the 
field,  using  categories 
way  to  help  guide  you 
through  searches.  Now 
Excite  and  Lycos  help 
people  wade  through  c 
better.  Their  solution? 
Asking  whether  the  re; 
are  hot  or  cold,  and  th 
looking  up  data  that  a 
closer  to  the  target.  E) 
also  suggests  first  and 
names  to  narrow  searc 


RAD    Cool    iare  cpoMi 
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ft  lagers  into  a  VW  bug 


s  Internet  analyst  Mary  G.  Meeker  of  Mor- 

I  Stanley  Dean  Witter. 
\lmost  overnight,  the  competition  has  gone 
'n  stiff  to  downright  scary.  Existing  portals 
h  as  Infoseek  have  been  beefed  up  with  cash 

II  media  companies,  while  TV  networks  have 
:ialed  that  they  have  no  intention  of  being 
networked  by  a  cyberspace  upstart.  Tech- 
ogy  bigvdgs  Microsoft  and  Netscape  Com- 
nications  Corp.  are  joining  the  scramble,  too, 
aging  the  powerful  draw  of  their  browsers 
h  them.  From  America  Online  Inc.  to  Gener-al 
metric  Co./nbc,  these  giants  are  poised  for 
ibat.  Enemy  No.  1:  Yahoo.  "This  is  the  first 
e  since  Yahoo  started  that  it  will  be  vulner- 

says  Halsey  M.  Minor,  ceo  of  rival  cnet.  "In  the  next 
e  months,  things  wiW  be  vastly  different." 
E  BILLBOARDS?  The  firepower  of  new  and  invigorated  rivals 
vony  enough  for  Yahoo.  But  the  company  may  be  facing  a 
re  fundamental  threat:  convincing  Corporate  America  that 
!an  get  a  big  bang  for  its  buck  by  advertising  online.  A 
ill  but  growing  number  of  companies  are  beginning  to 
■stion  the  value  portals  bring  to  their  marketing  efforts, 
eh  could  take  the  air  out  of  worldwide  ad  spending  forecast 
Forrester  Research  Inc.  to  hit  $15  billion  by  2003. 
'harles  Schwab  &  Co.,  for  example,  no  longer  pays  millions 
\0L  to  be  featured  on  its  finance  channel  because  it  says 
;  than  5%  of  its  customers  used  aol  to  get  to  Schwab's 
b  site.  "Customers  were  looking  at  positions  on  portals  a 
e  like  billboards  on  the  side  of  the  road,"  says  Martha 
'vy,  Schwab's  senior  vice-president  for  electronic  brokerage, 
'er  time,  they  just  become  part  of  the  landscape." 
'ould  it  be?  Is  highflier  Yahoo  a  mouse-click  away  from  be- 
ling  a  has-been?  Already,  analysts  are  predicting  that  no 


more  than  a  handful  of  the  more  than  a  dozen  already-de- 
clared players  will  survive  the  portal  melee.  They  warn  that 
the  added  competition — along  with  the  ever-mushrooming 
number  of  Web  sites — could  spread  crucial  advertising  rev- 
enues too  thin.  This  year,  portals  are  expected  to  attract 
15%  of  Web  traffic  and  67%  of  North  American  ad  dollars,  or 
$870  million.  By  2003,  though,  they  will  grab  20%  of  traffic 
but  only  30%  of  ad  dollars,  or  $3.2  billion,  according  to  For- 
rester. "It's  a  real  threat  to  Yahoo,"  says  Forrester  analyst 
Chris  G.  Chan'on. 

Most  experts  are  placing  bets  on  aol,  with  its  12.5  million 
subscribers — who  account  for  36%  of  the  Web  traffic  that 
comes  from  households.  And  Microsoft  gets  a  thumbs-up  be- 
cause, well,  it's  Microsoft.  Although  the  software  giant's  online 
service  Microsoft  Network  has  been  a  huge  disappointment,  its 
new  portal,  msn.com,  launched  for  the  most  part  in  late  Au- 
gust, is  expected  to  hit  the  mark  with  Netizens  (page  76). 

But  it's  tiny  600-person  Yahoo  that  gets  the  most  nods.  It 
was  first  to  market  with  a  detailed  search  service,  first  to  go 


s  the  place  for  news 
k  .  The  vast  selection 
,U  5  sources — from  AP 
/wood  Reporter — is 
18.  Also  offers  a 
iriety  of  topics,  from 
iogy  to  human 
t.  Still,  it  can  be 
elming — with  news 
lort  takes,  and  in- 
stories  galore.  Snap! 
icite  don't  give  up  a 
cround,  though. 


PERSONALIZATION 

My  Yahoo!  is  extensive.  It 
lets  you  pick  your  favorite 
topics — from  stocks  to 
weather — by  creating  a 
site  customized  to  your 
tastes.  True,  Excite  goes 
one  better  by  having  your 
preferences  travel  with 
you  throughout  that  site. 
My  Yahoo!,  though,  is 
really  worth  using  if  you 
plan  to  spend  much  time 
on  the  site. 


TRAVEL 


SHOPPING 


This  smart  setup  offers 
hotel,  car,  and  flight 
reservations.  But  the 
bookings  automatically 
link  to  travel  service 
Sabre,  without  giving 
alternatives  such  as 
bargain-finder  Priceline. 
Infoseek  and  Lycos  first 
link  to  Microsoft's 
Expedia  and  Preview 
Travel  and  connect  to 
other  sites. 


If  you  thought  shopping 
malls  were  dead  on  the 
Web,  think  again.  Yahoo! 
has  one,  and  it's  doing  its 
darnedest  to  lock  you  into 
its  choice  of  stores, 
including  Gap  and  CDnow. 
Snap!  has  easy-to-use 
listings  and  search  to  help 
sort  through  a  wider 
selection.  Yahoo!  is  still 
hep,  offering  an  electronic 
shopping  assistant. 
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public,  first  to 
turn  an  annual 
profit,  and  fii'st  to 
go  mainstream  by 
slapping  its  zany 
name  on  TV. 
Now,  Yahoo  is 
promising  to  go  where  no  portal  has  gone  before — to  tele- 
phones, televisions,  pagers,  handheld  organizers,  and  the  like. 
Koogle  and  his  troops  are  working  feverishly  so  that  by  ear- 
ly next  year,  Yahoo's  zippy  Web  pages  are  accessible  any- 
where and  from  any  device. 

Even  sooner,  perhaps  by  yearend,  the  company  plans  to 
give  its  registered  users  the  velvet-glove  treatment  by  of- 
fei-ing  a  so-called  Yahoo  wallet.  Tliis  would  allow  usere  to  reg- 
ister theii'  credit  cards  and  shipping  addresses  with  Yahoo. 
Then,  when  they  shop  anywher-e  on  the  Web,  they  can  take 

their   virtual  Yahoo 
wallet  with  them  to 
make  purchases  in- 
stantly.  As  vdth  credit 
cards,  Yahoo  wUl  keep  a  tab  and  present  a  monthly  online  bill. 
"We  want  to  build  the  biggest  company  we  can,"  vows  the  47- 
year-old  Koogle.  "We've  taken  the  lid  off." 

The  method  in  Yahoo's  tactics  is  notliing  short  of  madness. 
Indeed,  the  company's  motto  demands  it:  Do  what's  ci^azy,  but 
not  stupid.  Nowhere  has  this  principle  been  stronger  than  in 
Yahoo's  branding  campaigns.  By  conjuring  up  a  cool  Cali- 
fornia image — hip  but  not  rad,  easy-to-use  but  not  simplistic — 
it  has  managed  to  create  a  cultlike  following  not  unlike  that  of 
Apple  Computer  Inc.'s  Macintosh. 

CASHING  IN  ON  CACttET.  Today,  the  Yalioo  name  is  sci-awled  on 
seemingly  every  available  suiface.  At  the  hockey  rink  of  the 
San  .Jose  Shai'ks,  it's  on  the  Zamboni  ice-shaving  macliine.  It's 
wi-apped  around  tins  of  breath  inints.  It's  on  Slinkys,  para- 
chutes, skateboards,  sailboats,  smfboaixls,  yo-yos,  and  kazoos. 
And  the  purple  and  yellow  letters  will  soon  appear  on  shoes, 
a  music  CD,  the  er  show,  and  the  upcoming  Ron  Howard 
movie  Ed  'n:  The  best  part:  Yahoo  has  paid  bai'ely  a  whisper 
for  all  this  publicity.  In  its  early  days,  the  company  bartered 
for  placement,  but  now — since  gaining  cachet — it  gets  much  of 
this  gratis. 

Tr-uth  be  told,  the 
Yahoo  brand  may  be 
the  company's  biggest 
asset.  While  rivals 
such  as  Excite  or  Info- 
seek  may  match  Ya- 
hoo's infonnation,  ser- 
vices, and  shopping, 
few  have  come  close  to 
its  branding.  Some 
44%  of  Internet  users 
know  Yahoo,  according 
to  Intelliquest  Inc. — 
more  than  are  familiar 
with  Excite,  Lycos,  or 
even  Microsoft  (table, 
page  12).  Only  aol  and 
Netscape  are  better 
known.  "The  name 
contains  the  promise  of 
the  product,"  says 
Owen  Shapiro,  senior 
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analyst  at  market  and  br-and  research  firm  Leo  J.  Shapiro 
Associates.  "It  reinforces  the  idea  that  when  I  go  to  Yahooi 
I'll  be  so  pleased  I'll  be  Yahooing  aftei-wards." 

Although  the  company  has  helped  define  Intemet  branding 
it  must  now  keep  redefining  it  to  stay  ahead  of  deep-pocket 
ed  rivals  such  as  nbc.  Yahoo  was  the  first  Net  upstait  to  hi 
the  aii"waves  with  a  series  of  humorous  TV  commercials  ii 
1996  (Do  you  Yahoo!?  remains  a  company  tagUne).  But  TV  ad 
alone  just  won't  cut  it  anymore.  Now,  Yahoo  is  trying  to  g 
one  step  fuither  with  product  placements  on  tv's  Ally  McBen 
and  Caroline  in  the  City.  And  in  an  Aug.  27  announcement 
Yahoo  hnked  its  brand  with  the  likes  of  the  Oakland  Athlet 
ics  baseball  team  and  the  popular  Comedy  Central  cab! 
channel  by  fonning  onhne  clubs  for  their  fans. 
HUE  AND  CRY.  In  a  stab  to  get  beyond  T-shiits,  of  v/hich  it  a 
ready  has  20  different  vaiieties,  it  licensed  the  logo  to  Gregi 
ry  Mountain  Sports,  which  is  making  computer  bags  to  be  s<  il 
in  Staples  Inc.  and  rei  stores  this  fall.  "We  want  a  name  th; 
will  stand  the  test  of  time,"  says  Kai-en  Edwards,  vice-pres 
dent  for  brand  mai'keting,  who  joined  Yahoo  in  January,  191t( 
after  having  done  battle  in  the  trenches  at  computer  makt 
Apple's  ad  agency  BBDO  Worldwide  Inc.  Edwards  is  so  gimg  1 
that  she  planted  her  Palo  Alto  (Calif.)  gaixlen  this  summer  wit 
pui"ple  petunias  and  yellow  gladioh — the  company's  colors. 

No  doubt  Yahoo's  power  brand  vrill  be  one  of  its  gi'eate: 
weapons  in  fenfhng  off  the  coming  assault.  So,  too,  will  be  ii 
healthy  bank  account.  The  company  is  sitting  on  almost  $4( 
million  in  cash,  thanks  in  pait  to  a  $250  million  investment  i 
.July  8  by  Softbank  Coi-p.,  which  now  owns  31%  of  Yaho 
This  is  part  of  Softbank's  strategy  of  Intemet  investments,  ij 
eluding  stakes  in  E*Trade  and  GeoCities.  The  Softbank  moi 
ey,  not  to  mention  Yahoo's  stock,  will  come  in  handy  ^ 
Koogle  pursues  a  more  aggressive  acquisition  strategy  than 
the  past.  Yahoo  has  made  only  foui*  acquisitions  so  far,  i 
eluding  the  $49  million  stock  prnxhase  of  Via  Web.  But  wi 
greater  competition  and  a  need  to  keep  expanding  its  servic( 
Koogle  says  more  are  in  the  offing. 

Apait  from  cold,  hai-d  cash,  Yahoo  has  its  stock  price  goii 
for  it — so  long  as  it  stays  aloft.  Compared  with  tech  d 
namo  Microsoft,  with  a  share  price  2.7  times  its  project 
1999  earnings  gi-owth  rate,  Yahoo  seems  pricey  at  4.1  tim 
^^^^^^^^^^^^^^^^^^^^^    expected  earnin 

gi'owth.  For  Yahoo 
be  valued  the  same 
Microsoft,   it  wo 
have  to  liike  earnin 
66%  next  year — w 
above   the  45% 
crease  analysts 
forecasting.  Nonet 
less,  14  out  of  20  a 
lysts  rate  the  stoc' 
buy.  Why?  Most 
they  expect  the  co 
jiany  will  remain 
leader  in  portals,  c" 
ing  in  handsomely 
coming  years.  A 
help:    Yahoo  boa 
gToss  margins  of 
just  shy  of  Microso 
92%-.  "Yahoo  has  t 
potential  to  emerge 
the  first  pure  Inter 


III  iimiiii  I  iiiiiiiiii 

AUG  21. '98 

DATA:  FIRST  CALL  CORP ,  BLOOMBERG  FINANCIAL  MARKETS 


70  BUSINESS  WEEK  /  SEPTEMBER  7,  1998 


Technically,  Yahoo!  is  ''Yet  Another 
Hierarchical  Officious  Oracle" 


NOT  TOO  HIP  :  Koogle  (at  the  wheel) 
is  a  foil  for  Filo  a  nd  Yang's  zaii  iness 


giant,"  says  ana- 
lyst Paul  Noglows 
of  Hambrecht  & 
Quist  Inc. 

But  fu-st,  it  will 
have  to  maintain 
its  knack  for  giv- 
ing Netizens  what 
they  want.  That's 
why  its  executives  have  been  in  nonstop  meetings  (in  sparse- 
ly fiu'nished  conference  rooms  bearing  names  such  as  Decent 
or  Consistent — .just  so  that  people  will  be  forced  to  say  they 
are  "in  Decent"  oi"  "in  Consistent")  to  discuss  the  company's 
tenuous  futm-e.  "We  are  in  the  business  of  obsoleting  Yahoo," 
says  29-year-old  co-founder  Jerry  Yang,  whose  success  has 
made  him  so  popular  in  his  parents'  home  country  of  Taiwan 
that  he  registers  in  hotels  under  an  assumed  name  to  avoid  a 

crush  of  autograph- 
seekers. 

It  wasn't  always 
that  way.  Wlien  Yang 
and  David  Filo  were  Stanford  University  graduate  engi- 
neering students  in  late  1993,  they  were  about  as  far  away 
fi'om  Big  Business  as  twentysomethings  could  be.  Instead  of 
writing  dissertations,  they  spent  most  of  theii'  time  siu-fing  the 
Web  and  building  lists  of  then-  favorite  sites.  On  a  wliim,  they 
decided  to  post  then-  list,  dubbed  ".Jeny's  Guide  to  the  World 
Wide  Web."  The  reaction  was  explosive.  So  in  1995,  the  dis- 
sertations were  chucked — and  so  was  the  list's  name.  In- 
stead, Yahoo,  which  technically  stands  for  Yet  Another  Hi- 
erarchical Officious  Oracle,  was  born. 

In  the  futm-e,  playing  up  this  fi-iendly  neighborhood  feel  of 
Yahoo  and  downplaying  its  commercialization  will  be  key  to 
getting  surfers  to  stick  around.  According  to  Media  Metrix 
Inc.,  users  hang  out  at  Yahoo's  site  an  average  of  nine  min- 
utes daily,  vs.  about  42  for  rival  aol's  proprietary  sei-vice.  Ya- 
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hoo  is  tiying  to  increase  that  tlirough  its  Hollywoodesciue  prol 
gi-amming.  On  July  21,  for  instance,  more  than  18,000  peopla 
asked  more  than  100,000  questions  diuing  an  online  discussion 
with  teen  heartthrobs  Hanson.  And  during  the  recent  World 
Cup,  Yahoo's  multilingual  site  drew  an  estimated  13.5  millioij 
people — 4  million  from  outside  the  U.  S. 

But  with  Netscape,  Disney,  and  others  on  its  heels,  Yaho(| 
wall  have  to  do  more.  Such  as  get  personal.  While  all  the  ma 
jor  portals  offer  personalized  services,  Yahoo  leads  the  pacll 
with  18  million  consumers  registered  on  My  Yahoo,  a  featur^ 
that  stores  personal  data,  such  as  zip  codes  and  the  occupa 
tions  of  people  who  choose  to  use  it.  That  infoiTnation,  whiclj 
is  kept  confidential,  allows  Yahoo  to  tailor  advertisements 
merchant's  wares,  and  other  services  to  consumers  wh\ 
would  be  most  interested  in  them. 
USER-INTIMATE.  Yahoo  plans  to  capitalize  on  knowing  pec 
pie's  tastes  by  using  push  teclmology  to  tailor  infonnation  anJ 
deliver  Web  material  to  the  desktop.  "I  can  pictui'e  Yahoo  al 
a  big  depositoiy  for  people's  preferences  and  consumption  patf 
terns,"  explains  Koogle,  who  is  known  as  "T.  K."  around  th| 
office  (page  74).  "We'll  have  the  ability  to  notify  people 
things  they  should  tune  into." 

Or  buy.  At  the  moment,  when  it  comes  to  E-commerce,  thl 
job  of  a  portal  is  to  send  as  much  traffic  to  its  partners'  ani 
advertisers'  home  pages  as  possible.  But  Yahoo  hopes  to  d| 
even  more,  including  suggesting  items  for  purchase  based  ol 
an  individual's  preferences  and  past  buying  behavior.  It  als| 
wants  to  laimch  an  online  billing  and  buying  service.  Yahoo 
ready  has  a  relationsliip  with  Visa  International  and  is  talkinj 
with  Intuit  Inc.  and  others  about  the  venture.  "We  can  be  i 
central  buying  service,"  explains  Cliief  Operating  Officer  JeJ 
frey  Mallett,  34. 

That's  a  shi-ewd  move  for  Yahoo,  which,  like  other  portalj 
expects  E-commerce  to  contribute  a  biggei'  piece  of  its  re\[ 
enue  pie.  CiuTently,  E-commerce  is  expected  to  biing  in  sor 
$42  million,  or  about  25%  of  Yahoo's  projected  1998  revenue 
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SHOWING  HER  COLORS 

Marketing  chief  Edwards  is 
pushing  the  brand  hard.  She 
says:  "We  want  a  name  that 
will  stand  the  test  of  time" 


72  BUSINESS  WEEK  /  SEPTEMBER  7,  1998 


Ah,  the  joys  of  the  office.  Where  the  hours  can  shp 
by  faster  than  gossip  at  the  water  cooler.  A  change 
of  scene  could  do  wonders  for  your  productivity. 
And  new  Symantec  pcTelecommute^"  is  just  the 


solution.  It  has  everything  you  need  to  work  from 
the  one  place  you  can  get  things  done  -  at  home.  You  can  send  faxes,  synchronize  files  with  your 
office  PC,  and  access  office  files  and  applications.  You  can  even  monitor  your  work  and  quickly 
create  status  reports  for  your  manager.  (Who  says  you  can't  impress  your  boss  from  home?)  Leave  the 
chaos  for  your  coworkers.  Run  a  demo  of  pcTelecommute  or  download  your  free  trial  version  at 
www.symantec.com/pctelecommute/. 


SYMANTEC, 


Tiantec  Corporation  and  the  Symantec  logo  are  U.S.  registered  trademarks  of  Symantec  Corporation.  Symantec  pcTelecommute  is  a  trademark  of  Symantec  Corporation,  tjlicrosoft,  Windows,  and 
Windows  logo  are  registered  trademarks  of  Microsoft  Corporation  Otfier  brands  and  product  names  are  trademarks  of  tfieir  respective  holder/s  ©1998  Symantec  Corporation.  All  rights  reserved. 


t: 


$170  million.  Tlie  rest  comes  ft'om  advertising.  But  Koogle  ex- 
pects that  E-commerce  will  climb  sharply  within  a  year.  Ya- 
hoo's popular  finance  site,  for  instance,  where  Media  Metrix 
says  1.5  million  users  each  month  spend  roughly  24  minutes  of 
theii'  time,  may  alone  be  worth  $100  million  in  revenues  from 
ads  and  other  commerce  within  a  year,  say  analysts. 

And  then  there's  expansion  overseas.  Yahoo  is  ciurently  op- 
erating in  nine  different  languages  in  14  countries,  including 
Australia,  China,  and  Germany.  Yahoo  Japan  is  the  most 
populai-  Web  site  in  that  country,  where  10  milhon  people  ai"e 
online.  Overall,  Yahoo  estimates  that  30%  of  its  traffic  comes 
fi'om  outside  North  America.   

Will  all  this  be  enough?  It's  too  early 
to  tell — at  least  until  Disney,  Microsoft, 
and  others  play  their  hands.  Rival  Ly- 
cos, for  one,  nearly  matches  Yahoo's  in- 
ternational record.  It  is  in  11  countries  in 
Europe  alone.  And  arcluival  aol  shows 
no  signs  of  slowing.  It  boasts  a  boatload 
of  subscribers  to  its  proprietaiy  seivice 
and  has  plans  to  laimch  a  new  Web  portal 
this  month  based  on  its  recently  acquired 
ICQ  instant  messaging  service,  icq  (short 
for  "I  seek  you")  has  nearly  7.5  million  ac- 
tive user-s.  Its  wild  popularity  stems  fr-om 
its  focus  on  a  mix  of  E-mail  and  chat 
called  instant  messaging.  The  move  is 
expected  to  appeal  to  hip  young  Neti- 
zens  and  to  fill  a  void  left  by  aol's  less- 
than-stellar  Web  site,  AOL.com. 
TURBOCHARGED  ADS.  The  Dulles  (Va.) 
company  r"aked  in  $2.()  billion  in  revenues 
in  1998,  15  times  Yahoo's  expected  rev- 
enues. Given  that,  aol  executives  say 
that  not  even  high-flying  Yahoo  will  be 
able  to  threaten  aol's  bright  ftiture. 
"Everyone  is  changing  to  be  mor-e  like 
AOL,"  says  Pr-esident  and  Chief  Oper-ating 
Officer  Robert  W.  Pittman.  "But  no  one 
is  going  to  out-AOL  aol."  ceo  Stephen  M. 
Case  takes  a  more  measured  apj^r-oach: 
"We  just  need  to  make  sure  we'r-e  inno- 
vating rapidly.  That's  i-eally  the  way  to 
fend  off  any  competitive  threats." 

That's  what  Nhc  thinks,  too.  But  first, 
its  focus  will  be  on  branding — an  area 
that  Yahoo  has  largely  dominated.  On 
July  27,  NRC  began  airing  a  quirky  ad 
campaign  aimed  at  making  Snap!  a 
household  name.  NBC  says  the  ads,  with 
the  tag  line  "Don't  suffer  from  informa- 
tion overload.  Snap!  Out  of  It,"  should 


Way  beyond  T-shirf 

reach  some  400  million  viewers  in  the  summei  r 
and  double  that  in  the  fourth  quarter.  "We  thini 
we  can  create  a  success  with  Snap!  by  bringinj 
it  to  the  attention  of  a  much  larger  audience, 
says  NBC  Pr-esident  and  CEO  Robert  C.  Wrighi 
The  Disney-Infoseek  combo  also  is  about  1 1 
tm-bochar-ge  its  pr-omotion  efforts.  In  addition  t  j 
TV,  Disney  will  use  its  movies,  theme  parkti 
and  cruise  ships  to  r-aise  Infoseek's  profile.  But 
may  not  be  known  as  Infoseek  for  long.  By  th 
end  of  the  year,  the  alliance  will  unveil  a  ne^ 
portal  that  will  serve  as  an  umbrella  for  Disney  ., 
roughly  25  Web  properties.  For  its  part,  Excit  | 
is  hot  on  Yahoo's  tr-ail,  with  a  host  of  new  ser ; 
vices  and  promotional  ventur-es  of  its  own.  Ditto  for  Netscap(  j 
Says  Michael  J.  Homer,  executive  vice-pr-esident  at  Netscape! 
portal  Netcenter:  "It  takes  exactly  one  click  for  someone  t 
never  be  a  Yahoo  user  again." 

Even  before  Yahoo  feels  the  competitive  heat,  its  fate  d( 
pends  lar-gely  on  advertising.  Today,  the  Inter-net  is  still  an  ui 
r-uly  frontier  many  are  unwilling  to  bet  on.  The  sugar  dadd 
of  all  advertisers,  Procter  &  Gamble  Co.,  for  instance,  spend 
just  $10  million  on  Net  ads  annually,  out  of  its  $3  billion 
budget.  Executives  ft-om  several  major  companies  said 
an  Aug.  20  online  ad  conference  that  their  puny  Web  spem 


MEET  THE  GROWN-UP 
VOICE  OF  REASON  AT  YAHOO! 


limothy  Andrew  Koogle  har-dly 
seems  the  Sihcon  Valley  bigwig 
that  he  has  become.  As  ceo  of 
Inter-net  highflier  Yahoo!  Inc.,  Koogle 
shuns  geeky  Net-speak.  Instead,  he 
talks  in  T.  K.-isms — folksy  phrases  that 
draw  on  his  Southern  roots.  "Mamby- 
pamby,"  for  instance,  is  Koogle's  ter-m 
for  ideas  that  lack  substance.  "Possum 
syndrome"  means  indecision — when 
employees  see  headlights  coming 
toward  them  and  fr-eeze.  Then  there's 
the  "rowboat  syndrome,"  which  de- 
scribes people  who  spend  too  much  time 
looking  backward  instead  of  for-war-d. 

No  one  would  accuse  Koogle  of  suf- 
fering from  that.  Since  taking  the  wheel 
at  Yahoo  in  August,  1995,  the  47-year- 
old  executive  has  been  in  overdrive.  His 
business  savvy,  drawn  from  three  engi- 
neering degrees  and  15  years  in  high- 
tech management,  has  been  critical  to 
the  success  of  this  company,  where  the 
average  age  is  29.  Indeed,  Koogle  is  the 
voice  of  reason  in  an  environment  brim- 
ming with  breathless  Net  enthusiasts. 
"He's  very  decisive  and  very  focused," 
says  boar'd  member  Michael  Moritz,  who 
interviewed  a  half-dozen  candidates  for 
the  top  job  befor-e  settling  on  Koogle. 

That's  not  to  say  Koogle  can't  yuk  it 
up.  But  ever  the  businessman,  he  par- 
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takes  in  few  of  the  zaniest  antics, 
example,  before  the  company  we: 
lie  in  1996,  founders  Jerry  Yang 
David  Filo  took  on  the  titles  of  C 
Yahoos.  But  Koogle  steadfastly  n  J™? 
pleas  to  become  the  Chief  Chief 
He  hasn't  tattooed  the  company 
his  r-ear  end,  either,  as  has  anothi  l'^' 
ecutive.  And  he  declined  a  requei 
this  publication  to  spray-paint  his 
gr-aying  mane  in  Yahoo's  tradema 
pie  and  yellow  colors. 
LIVELY  DEBATE.  As  Yahoo's  sixth 
ployee,  the  lanky  Koogle  made  hi  ''"'^ 
early.  The  company's  co-founders 
fr-om  Stanfor-d  University  and  car 
in  the  fr-eewheeling  culture  of  th( 
were  reluctant  to  turn  their  site 
advertising-driven  enterprise.  Bu 
pragmatic  Koogle  persuaded  thai 
they  could  make  money  and  still 
their  online  tr-eats  gratis. 

He  tur-ned  them  around  not  h} 
ing  his  knowhow  down  therr  you 
throats  but  by  building  consensu 
through  lively — sometimes  painsl 
ing — debate.  Even  today,  Koogle 
the  founders,  along  with  Chief  0 
ing  Officer  Jeffrey  Mallett,  attacl 
most  pressing  issues  as  a  team, 
plays  the  enthusiastic,  big-pictUTi 
Filo.  the  r-eserved  technology  wi' 
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i|  Yahoo!  logo  is  turning  up  even  on  sailboats 


wouldn't  go  up  much  until  electronic  ads  become  more 
sumer-friendly  and  interactive  and  until  their  effectiveness 
be  better  measured. 

:\'en  an  Internet  startup  is  not  convinced.  Chris  Larsen, 
<  uf  Palo  Alto's  E-Loan  Inc.,  an  online  mortgage  busi- 
s,  says  his  company  does  better  relying  on  traditional 
lia  for  promotion  than  on  the  portals.  In  July,  E-loan 
nt  $250,000  on  radio  ads  in  California  and  Washington.  The 

per  customer:  about  $200,  with  about  a  2%  conversion 
■  on  resulting  loan  applications.  By  contrast,  Larsen's  on- 

(leals  cost  him  at  least  $300  a  customer,  with  a  convereion 
•  of  just  0.5%.  "Long-term,  we  think  traditional  media 
tiie  way  to  develop  the  bi-and,"  says  Lai-sen.  "I  don't  want 
)t'  too  dependent  on  portals." 

uid  as  consumers  get  more  Net-sawy,  they  may  not  need 
■Iping  portal  hand.  Jerry  Kaplan,  ceo  of  Internet  auction 
se  ONSALE  Inc.,  says  ^^^^^^^^^^^^^^^^^ 

company  has  seen  its 
■fic  from  portals  shrink 
I  r  than  a  cheap  T-shirt 
lit'  past  year.  He  fig- 
-  the  drop  stems  from 
ncreased  avv^areness  of 
ale's  brand.  "Tl.e  next 
1  of  the  crank  in  Inter- 
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the  all-business  opera- 
n;  and  Koogle,  the 

veteran.  "It's  pretty 
usiiiess  when  manage- 
s  so  well,"  says  Eric 

I  board  member  and 

nputer  trade  publish- 

avis. 

st  seems  that  Koogle 

led  to  take  the  reins 
-ilying  startup.  Since 
if  7,  an  entrepreneur- 
has  carried  him  from 
1.  His  father,  a  me- 
1(1  machinist,  taught 
to  build  engines,  a 
»ut  to  use  while  grow- 

Alexandria,  Va.  Lat- 
e  put  himself  thi"ough 
Dol  at  Stanford  by  re- 
the  engines  of  stu- 
rs  and  founding  a 

that  did  industrial 
ir  companies  in  the 
1. 

;  took  his  education 
k  for  mechanics  to 
Inc.  in  1983,  where  for  nine 
worked  in  its  operations  and 
capital  groups.  There,  while  de 
lether  to  plunge  millions  of 
ito  promising — or  not  so 
g — business  plans,  he  learned 
irt  of  risk-taking.  After  that, 
1  Seattle's  Intermec  as  presi- 
reasing  sales  at  the  data-com- 
Dns  product  maker  by  almost 
ng  his  three  years. 


net  commerce  will  be  that  certain  sites  will  emerge  as  desti- 
nations on  their  own,  thereby  eliminating  the  necessity  to  buy 
a  broad  presence  on  the  portal  sites,"  he  says. 

Koogle  concedes  that  some  businesses,  particularly  those 
with  the  best-known  names,  won't  need  to  rely  on  Yahoo  and 
other  portals  to  attract  online  customers  or  build  brand 
awareness.  But  he 
says  most  merchants 
will  flock  to  them  for 
their  services,  strong 

distribution,  and  loyal  following.  Media  Metrix  says  51%  of 
Net  siufers  at  work  and  42%  of  those  at  home  use  Yahoo  at 
least  occasionally.  That  powerful  presence  is  expected  to 
keep  the  ad'doUai-s  rolling  in.  Forrester  figures  Yahoo  will  nab 
at  least  a  quarter  of  all  portal  ad  money  in  2002. 

That's  why  E*Trade  Group  Inc.  ceo  Chi-istos  M.  Cotsakos, 
^^^^^^^^^^^^^^^^^^^    whose  Internet  brokerage 

put  up  millions  of  dollars 
on  Aug.  6  for  ads  and  ac- 
cess to  Yahoo's  finance 
channel  customers,  says 
that  banking  on  Yahoo  is  a 
no-brainer  "It's  Uke  play- 
ing Double  Jeopai'dy,"  says 
Cotsakos.  "You  place  youi' 


Timothy  Andrew  Koogle 

NICKNAME  "T.  K  " 

BORN  July  5,  1951,  in  Alexandria,  Va. 

EDUCATION  BA,  1973,  from  the 
University  of  Virginia — graduating  first  in 
his  class.  Awarded  a  full  scholarship  to 
Stanford,  where  he  earned  an  MS  in 
1975  and  a  PhD  in  engineering  in  1977. 

FAMILY  Divorced  with  no  children. 
Parents  dead.  One  older  brother,  Grayson. 


PETS  One  cat  named  Morley  (not  after  Safer). 

HOUSES  One  in  Seattle,  across  the  lake  from  Bill  Gates. 
Koogle  bought  it  while  working  there  for  Intermec,  a  maker 
of  data-communications  gear.  Another  in  Saratoga,  Calif. 

HOBBIES  Collecting  vintage  guitars  (mostly  electric), 
including  a  1972  Stratocaster,  a  Beatles  Rickenbacker,  and 
an  acoustic  D-41  Martin.  He  plays  them,  natch.  He  played 
the  clarinet  in  his  high  school  marching  band  but  no  longer 
performs  publicly.  Rock  bands  he  formed  during  his 
teenage  years:  The  Tides,  Paraphernalia.  Koogle  also  likes 
to  drive  fast,  although  he  doesn't  do  it  much  anymore.  A 
trained  mechanic,  he  worked  his  way  through  Stanford  Uni- 
versity rebuilding  engines. 

CARS  A  Toyota  4Runner,  a  Mercedes  convertible,  and  an 
old  Saab. 

PEOPLE  HE  ADMIRES  Bob  Galvin  and  George  Fisher,  both 
former  CEOs  of  Motorola,  where  he  used  to  work  in  the 
operations  and  venture-capital  groups. 


Now,  transforming  Yahoo  into  a  prof- 
itable business  seems  as  natural  to 
Koogle  as  rebuilding  a  can  "It's  full  cir- 
cle for  me,"  he  says.  "The  whole 
process  of  taking  raw  parts  and  build- 
ing something  that  nans  is  something 
that  appeals  to  me." 

What  also  appeals  to  Koogle  is  racing 
around  a  track  at  120  mph — as  he  did 
recently  at  racing  school  for  some,  uh, 
R&R.  At  home,  the  divorced  Koogle 


kicks  back  by  jamming 
on  one  of  three  vintage 
guitars  he  keeps  in  his 
bedroom.  And  when  he 
can,  he  flies  to  his  get- 
away home,  across 
Lake  Washington  from 
Microsoft  Corp.'s 
William  H.  Gates  III, 
to  see  old  friends  from 
the  Northwest. 

These  days,  there's 
little  time  for  such  in- 
dulgences. Koogle  is 
keeping  pace  with  an 
Internet  clock  that 
moves  faster  than  the 
sleekest  racing  ma- 
chine. And  he  has  to 
manage  the  vrild  ex- 
pectations set  for  Ya- 
hoo, valued  at  $9.1  bil- 
lion on  Aug.  25.  "There 
are  lots  of  people  in 
Silicon  Valley  who 
stall  and  end  with 
'How  do  I  make  lots  of 
money?'  I'm  not  about  that,"  says 
Koogle,  who  Uved  in  a  spartan  one-bed- 
i-oom  apartment  before  moving  in 
March  into  a  modest  house  in  Saratoga, 
Calif.  "I'm  into  building  businesses  that 
make  money."  He  hasn't  done  too  badly 
for  himself,  either:  His  Yahoo  stock  is 
worth  $200  million.  Not  bad  for  a  me- 
chanic from  Virginia. 

By  Linda  Himelstein 
in  Santa  Clara,  Calif. 
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biggest  bets  on  the  squai'es  that  wall  give  you  the  best  return. 
And  Yahoo  is  the  Double  Jeopardy  Square  on  the  Inteinet." 

Koogle  had  better  hope  so.  Should  the  economic  model 
for  this  emerging  business  start  to  fizzle,  the  coming  com- 
petitive assault  will  be 
the  least  of  Yahoo's 
worries.  It  could  take 
yeai"s  to  turn  the  p&gs 
of  the  world  into  Net  believei-s,  placing  Yahoo  squai-ely  on  the 
come  line.  For  now,  though,  all  hands  at  the  company's  spai-- 
tan  headquarters  are  focused  on  the  bout  before  them.  And 
they  know  that  even  one  misstep  viill  be  seized  upon  by  a  le- 
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gion  of  Yahoo  wannabes.  "There's  a  vast  universe  waiting  fo 
Yahoo  to  fall  or  stumble,"  says  Michael  Moritz,  a  Yaho 
board  member.  If  Yahoo  doesn't  gobble  them  up  first. 

By  Linda  Hhmlstein  in  Santa  Clara,  Calif.,  with  Heathe 
Green  and  Richard  Siklos  in  New  York  and  Catherine  Yan 
in  Washington 


Want  more?  Don't  miss  our  online-only  Special  Report, 
"The  Battle  ot  the  Portals,"  a  multifaceted  examination  of  the  fiercest 
competition  in  cyberspace.  Visit  www.busmessweek.com 


GUESS  WHO'S  OUT  TO  OUT-YAHOO!  YAHOO! 


Yahoo!  Inc.  may  be  the  classic 
fleet-footed  startup,  but  mighty 
Microsoft  Corp.  has  achieved 
dominance  by  playing  the  tortoise, 
not  the  hare.  Whether  it's  the  Win- 
dows operating  system  or  the  Inter- 
net Explorer  Web  browser,  both  of 
which  made  real  headway  only  in 
their  third  version,  Microsoft  has 
often  succeeded  more  through  per- 
sistence than  through  speed. 

Now,  the  software  king  is  setting 
its  sights  on  the  Internet's  newest 
strategic  pinze:  the  portal,  a  super 
Web  site  that  has  so  many  sei-vices 
and  so  much  info  that  it's  the  first 
place  you  visit  on  the  Net.  Microsoft 
right  now  is  recasting  its  fi'agTnented 
Web  presence  into  one  catch-all  por- 
tal, after  a  sLx-month  effort  code- 
named  Start. 

The  plan  is  to  consolidate  Mi- 
crosoft's three  separate  consumer 
gateway  sites  into  a  single  super 
Web  site  called  msn.com  and — after 
two  mediocre  tries — to  finally  turn 
the  MSN  brand  into  a  cyberspace 
leader.  About  2.5  million  subscribers 
now  use  msn  for  Internet  access — far 
fewer  than  America  Online  Inc.'s  12.5 
million.  But  by  prominently  featuring 
Microsoft's  own  popular  Web  sites, 
including  Expedia  travel  and  Car- 
Point  auto  sales,  on  the  redesigned 
MSN.COM  home  page,  the  combination 
could  be  powerful,  experts  say. 
"Maybe  tliree  times  is  the  chaiTn," 
concedes  warj'  Yahoo  Chief  Opei'at- 
ing  Officer  Jeffrey  Mallet. 
HANDS  ON.  He  should  worry.  For 
starters,  Microsoft's  new  site  will 
match  many  of  the  convenient  fea- 
tui'es  offered  by  Yahoo,  aol,  and  oth- 
ers, such  as  instant  messaging  and 
advanced  search  services.  But  Mi- 
crosoft also  will  exploit  advantages 
that  rivals  can't  easily  match.  Con- 
sumers will  be  able  to  get  to  the 
portal  by  clicking  either  the  Mi- 
crosoft Network  or  Internet  Explor- 


OPERATION  PORTAL 

Top  exec  Higgins  is  leading 
Microsoft's  charge  into  the 
Web-site  business 


er  icons  found  on  almost  eveiy  Win- 
dows PC,  so  Microsoft  will  get  the 
fii'st  shot  at  newbies.  And  the  soft- 
ware giant  plans  to  spend  $100  mil- 
lion to  spread  the  word.  "This  is  the 
focal  point  of  oui"  Internet  strategy 
today,"  says  Pete  Higgins,  group 
vice-president  for  Microsoft's  Interac- 
tive Media  Group. 

The  project  is  so  vital  to  Mi- 
crosoft's future  that  Higgins,  an  11- 
year  Microsoft  veteran,  is  handling  it 
du-ectly.  His  strategy':  to  do  the  same 
standout  job  of  integrating  Microsoft 
sites  in  msn.COM  as  he  did  when  he 
oversaw  the  stitching  together  of  the 
company's  spreadsheet,  word  pro- 
cessing, and  database  programs  into 
the  Office  suite.  Today,  that  package 
holds  a  90%  market  share. 


Can  Higgins  hit  another  grand 
slam?  A  repeat  of  such  high  market 
share  is  unlikely  given  the  runaway 
perfoiTnance  of  Yahoo  and  aol.  But 
experts  figure  Microsoft  can  wangle 
its  way  into  becoming  a  top-ranked 
luirtal.  "If  they  can  work  it  out,  they 
will  be  a  real  competitor,"  says  ana- 
lyst Kate  Delhagen  of  Forrester  Re- 
search Inc.  "And  we  think  they'll  fig- 
ure it  out." 

HUNGRY  FOR  ADS.  Microsoft  is  hardly 
starting  ft'om  scratch.  Despite  its 
missteps  with  MSN,  some  30  million 
people  visit  Microsoft's  consumer 
sites  each  month,  just  10  milhon  few- 
er than  Yahoo.  The  Expedia  site 
boasts  2.5  million  regulai'  users,  who 
book  $20  million  a  month  in  travel 
reservations,  wiiile  CarPoint  produces 
$250  million  in  monthly  sales  through 
auto  dealerships.  Lumped  together, 
Microsoft's  family  of  consumer  sites 
ranked  sixth  in  Media  Metrix'  July 
list  of  top  Web  properties. 

But  Higgins'  ultimate  success  will 
depend  on  whether  or  not  he  is  able 
to  turn  that  huge  audience  into 
profits.  While  Microsoft's  Web  rev- 
enues topped  $410  million  during 
the  fiscal  year  ended  in  June,  much 
of  it  came  fi-om  lower-margin  Inter- 
net access  fees — not  more  profitable 
E-commerce  and  advertising  income. 
Indeed,  analysts  peg  Microsoft's 
Web  losses  last  year  at  more  than 
$300  million. 

The  new  portal  strategy  should 
help  turn  that  around.  Higgins  ex- 
pects it  will  more  than  double  ad 
revenues.  According  to  Jupiter 
Communications  Co.,  Microsoft  net- 
ted $20  million  in  Web  ad  revenues 
last  year — one-third  what  Yahoo 
took  in.  "Advertisers  follow  eye- 
balls," says  Jupiter  analyst  Peter 
Storck.  If  so,  the  tortoise  could  be 
lacing  up  some  track  shoes. 

By  Steve  Hamn 
in  Redmond,  Wash 
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AN  ALLY  Public  networks.  Campus  networks.  LANS,  WANS,  remotes  -  your  network  is 
more  complex  than  ever  before.  What's  it  going  to  take  to  get  on  top  of  it?  (Short  of 
seriously  staffing  up?)  For  starters,  Lucent  NetCare  Services.  Provides  comprehensive 
Lifecycle  Support  for  networks  of  every  size.  From  consulting  and  planning  to 
integration  and  ongoing  management  and 
nnaintenance.  (Our  new  St.  Pete,  FL  service 
:enter  has  350  data  network  experts  at  the 
ready  to  provide  the  most  reliable  service 
around.)  We  know  how  to  create  an  easy-to- 
manage  network.  And  we  can  help  you  manage 
/ours.  (So  you  can  manage  your  business.) 

iMVe  make  the  things  that  make  communications  work: 


1 


Lucent  Technologies 

Bell  Labs  Innovations 


I— 


Finance 


INTEREST  RATES 


HOW  LOWER  RATES 
LOWER  THE  BOOM 


They  hurt  retirees  most, 
but  as  they  persist,  other 
investors  and  businesses 
start  taking  hits,  too 

Wliat's  not  to  love  about  lower 
interest  rates?  BoiTowing  costs 
go  clown,  mortgages  ai'e  cheap- 
er, companies  pay  off  their 
debts  sooner,  the  economy  gi'ows  faster, 
and  eveiybody's  happy,  light?  Not  quite. 
For  all  the  hosannas  heaped  on  lower 
rates,  people  and  companies  are  being- 
hurt.  And  as  rates  continue  to  slide,  the 
pain  is  siu'e  to  gi'ow  more  severe. 

Of  coiu'se,  those  who  suffer  most  are 
the  millions  of  retu-ees  who  rely  on  short- 
teiTn  fixed-income  investments,  such  as 
certificates  of  deposit.  But  they're  not 
the  only  ones  whose  fortimes  depend  on 
a  steady  stream  of  income.  Indeed,  lower 
rates  are  depressing  the  income  stream 
of  a  diverse  gToup  of  investors,  compa- 
nies, and  industries. 

REFINANCE  FEVER.  The  decline  in  rates  is 
already  beginning  to  wTeak  havoc  on  a 
good  chunk  of  the  $2.3  trillion  in  public 
moitgage-backed  debt.  Mortgage-backed 
secuiities  ai"e  supported  by  pools  of  mort- 
gages, either  residential  or  commercial. 
Ai'en't  lower  rates  good  for  mortgages? 
Sui'e,  for  people  who  want  to  originate  or 
refinance  one.  But  when  rates  fall,  in- 
vestors in  secmities  that  have  existing 
mortgages  as  collateral  suddenly  find 
mortgage  holdei-s  j^repaying  their  debt  by 
refinancing.  That  means  the  value  of  the 
mortgage-backed  security  falls  because 
investors  no  longei-  earn  the  higher  in- 
terest rate. 

Until  recently,  it  was  just  mortgage- 
backed  securities  sporting  interest  rates 
of  7.5%  or  above  that  were  expeiiencing 
higher-than-expected  prejjayments.  But 
now,  the  market  is  waiting  for  the  next 
shoe  to  drop,  says  Ken  Boertzel,  who 
manages  about  $5  billion  in  mortgage  se- 
curities at  New  York  Life's  asset-man- 
agement business.  The  mai'ket  is  primed, 
he  says,  for  an  e.xplosion  of  prepayments 
on  7%  secuiities  if  the  10-year  Ti-easmy 
note  trades  around  5.25% — close  to 


As*- 


where  it  is  now.  So  far,  that  hasn't  hap- 
pened, and  mortgage  rates  have  re- 
mained fairly  stable.  But  people  seem 
more  willing  to  refinance  today,  and  the 
costs  of  refinancing  are  much  cheaper 
"There  is  concern  that  some  very  re- 
cently issued  mortgages  will  stall  to  pre- 
pay," says  Michael  Cloherty,  a  bond 
strategist  at  Credit  Suisse  Fu-st  Boston 
Coip. 

Wliile  long-temn  Treasuiy  bond  ftmds 
have  spai'kled  in  recent  months,  retui'ns 
on  mutual  fimds  specializing  in  mortgage- 
backed  secuiities,  such  as  those  issued  by 
the  Government  National  Mortgage  Assn. 
((iNMAs),  are  dwindling.  Through  July, 
the  136  GNMA  funds  tracked  by  Mom- 


ingstar  Inc.  were  underperforming 


Lehman  Brothers  Fixed  Income  Agg  i,,;, 
gate  Index  by  about  2%,  with  the  av 
age  ftmd  retuming  3.4%  and  the  woi  j| 
perfoming  fund  up  less  than  2%. 
results  for  August  ai'e  siu"e  to  show  e 
ftuther  deterioration. 

Tilings  are  a  lot  worse  for  institut; 
al  holders  of  "interest-only"  strips, 
are  securities  that  isolate  the  intei 
payments  on  mortgages  fi"om  the  pri  ^ 
pal  pa^Tnents  that  also  flow  into  the 
cmities  and  pay  only  the  interest  to 
vestors.  "LTnder  falling  rates,  lOs  w( 
take  most  of  the  beating,  and  that  i 
been  the  case  in  the  past  few  days," 
Tae  H.  Park,  a  vice-president  at  CI 
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cuiities  Inc.'s  moitgage-backed-secmi- 
s  reseai-ch  depailment.  Pai-k  points  to 
;  issued  by  government-sponsored  en- 
es  such  as  Federal  National  Moitgage 
sn.,  or  Fannie  Mae.  Such  agency  los 
?ked  by  7%  coupons  lost  5%  of  their 
ue  in  the  past  week,  says  Pai'k.  Those 
ne  los  have  lost  30%  of  their  value 
m  the  beginning  of  the  year. 
Individuals  aren't  the  only  ones  who 
inance.  Much  of  the  record  amount  of 
porate-debt  issuance  in  1998's  fii-st  half 
s  coi-porate  refinancings.  "It's  a  big 
m  for  coipoi-ations,  but  for  people  who 
nt'd  those  bonds,  they  got  an  attrac- 


sales  have  ah-eady  been  declining  as  r"ates 
have  come  down,  she  says.  Also,  if  a  tra- 
ditional life-and-health  insui'er  deiives  its 
earnings  just  from  excess  cash  flow,  then 
when  interest  rates  drop,  the  yield  on 
its  portfolio  drops  as  the  company  in- 
vests new  money,  and  money  fi'om  ma- 
tuinng  bonds,  at  lower  rates.  With  a  flat 
yield  curve — meaning  that  long  rates 
aren't  much  liigher  than  short  rates — it 
becomes  difficult  to  earn  a  decent  return 
on  new  business. 

Home-equity  lendei-s  such  as  Advanta, 
Aames  Financial,  and  United  Cos.  Fi- 
nancial are  also  seeing  a  dark  side  to 


AS  INTEREST  RATES  TUMBLE... 
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...HERE'S  WHO  GETS  HURT 


tirees  who  rely  on  a  stream  of 
ne  from  short-term,  fixed-income 
-tments,  such  as  certificates  of 
sits,  will  suffer  from  lower  rates. 

)rtgage-backed  securities  investors, 
retail  investors  in  Ginnie  Mae 
funds  to  institutions  owning 
rest  only"  securities  get  hurt. 
A  bonds  take  a  hit  as  homeowners 
ay  mortgages;  10  income  dwindles 
lyments  are  made  on  a  smaller 
jnt  of  principal. 


•  Life  insurers  see  sales  of  tradition- 
al life  and  fixed-annuity  products  fall, 
and  the  yield  on  their  portfolios  will 
shrink.  Some  finance  companies  may 
need  to  lower  equity  on  their  books  if 
prepayments  speed  up  further. 

•  If  lower  rates  persist,  companies 
with  defined-benefit  pension  plans 
may  have  to  change  the  formula  used 
to  determine  the  contributions  they 
make  to  plans,  so  they  may  need  to 
allocate  more  money  to  those  plans. 


DATA:  BUSINESS  WEEK 


i  investment  called  away,"  says  Clo- 
ty.  Sure,  a  dechne  in  rates  raises  the 
ue  of  a  bond.  And  bondholders  are 
ing  pretty  in  tenns  of  capital  appre- 
Aon.  That  does  little  good,  however,  if 
;  bond  has  a  call  provision. 
WhUe  falling  interest  rates  give  busi- 
!ses  a  boost  by  letting  them  lessen  in- 
est  payments,  certain  industries  will 
;e  a  hit.  Insurers  with  lai'ge  portfolios 
traditional  life  insurance,  such  as 
•chmai'k,  American  General,  and  Lib- 
,y,  may  be  feeling  the  heat.  I^ow  rates 
ke  it  tough  to  sell  products  that  make 
g-tenn  fixed-retmTi  promises,  such  as 
ssic  life  and  fLxed-annuity  products, 
-es  Joan  Zief,  an  insiu'ance  analyst  at 
Idman,  Sachs  &  Co.  Fixed-annuity 


lower  interest  I'ates.  Some  of  these  spe- 
cialty-finance companies,  ah-eady  suffei-ing 
fi-om  greatly  increased  competition,  take 
another  blow  if  prepayment  levels  on 
mortgage  secuinties  they  have  packaged 
and  booked  on  their  balance  sheet  speed 
up  even  fuither.  Many  smaller  specialty- 
finance  companies  use  "gain  on  sale"  ac- 
counting. That  lets  them  record  jjrofits 
they  expect  to  receive  over  the  life  of  a 
loan  at  the  time  that  they  oi-iginate  it.  If 
a  company  counted  on  having  the  loan 
for  seven  yeai's,  and  the  loan  gets  paid 
off  in  tlu'ee.  the  company  has  to  lower  its 
equity  and  take  a  wiite-off,  notes  Mai'k 
C.  Alpert,  an  analyst  at  Bankers  Trust 
New  York  Coip. 

Anothei-  impact  on  Corporate  America 


may  come  via  defined-benefit  pensions. 
If  I'ates  stay  at  low  levels  or  fall  fuither, 
actuai'ies  may  have  to  start  loweiing  the 
rates  of  retiuTi  they  assume  when  calcu- 
lating how  much  more  money  companies 
need  to  pony  up  to  adequately  fund  their 
plans.  Granted,  those  are  long-temi  pro- 
jections, so  adjustments  aren't  taking 
place  yet.  But  "with  toda/s  rates  so  low, 
my  expectation  is  that  there  will  be  some 
lowering  of  long-tenn  blended  return  ex- 
pectations, because  that  certainly  seems 
to  be  the  tr-end  today,"  says  Arthur-  An- 
der-sen  partner*  Alan  A.  Nadel. 
DANGER  ZONE.  Wliere  an  impact  fr"om 
lower  rates  may  show  up  sooner-  is  in 
the  pension  liabilities  that  defined-benefit 
plans  r-eport  at  the  end  of  the  year-.  As 
rates  dr-op,  the  Seciuities  &  Exchange 
Commission  r-equir-es  that  corpor-ations 
measm-e  then-  liabilities  against  the  low- 
er mar-ket  r-ates.  For  imder-funded  plans, 
that  may  tr-igger-  oner-ous  r-equir-ements 
and  mean  pumping  more  money  into 
plans.  "We  ar-e  telling  oiu-  consultants  to 
war-n  cUents  about  tliis  when  they  ar-e 
prepar-ing  then-  cash  budgets  for-  1999," 
says  Ethan  E.  Kr-a,  cliief  actuar-y  for-  con- 
sulting fir-m  William  M.  Mer-cer-  Inc.  So 
far-,  a  r-ising  stock  mar-ket  has  offset  any 
impact  fi-om  lower-  rates,  since  most  pen- 
sion fimds  ar-e  60%  invested  in  equities 
today.  "The  possible  danger-  is:  Wliat  if 
we  get  a  recession  and  a  real  stock  mar-- 
ket  correction  at  the  same  time  that 
rates  ar-e  low?"  says  Alan  Par-ikh,  a  prin- 
cipal at  Chicago  Consulting  Actuaries. 

But  of  mor-e  immediate  concern  to  a 
broad  swath  of  investor-s  is  the  impact  of 
lower-  r-ates  on  the  cash  flow  fr-om  short- 
ter-m  investments.  Take  a  r-etir-ee  follow- 
ing a  system  of  withch-awing  5%  a  year 
who  has  been  ear-ning  a  6%  to  7%  yield 
on  his  two-  and  thr-ee-yeai-  CDs.  With  in- 
flation at  2%,  they'r-e  just  about  holding 
then-  portfolio  value  steady.  "But  with 
inter-est  r-ates  in  the  5%  r-ange,  and  with 
CDS  maybe  falling  to  4%,  these  people 
ar-e  going  to  be  eating  into  principal," 
says  Lou  Stanasolovich,  pr-esident  of  Leg- 
end Financial  Advisor-s  Inc.  in  Pittsbur-gh. 

It's  not  just  r-etirees  who  need  to 
take  a  harder  look  at  spending  and 
savings  levels  if  lower  rates  become  a 
long-ter-m  r-eality.  "I'm  a  baby  boomer, 
and  I  expect  relatively  low  real  rates  of 
return  on  savings  for  the  rest  of  my 
life,"  says  Robin  Grieves,  dir*ector  of 
fixed-income  r-esearch  at  HSBC  Securi- 
ties Inc.  Under-saved  boomers  who  had 
planned  on  r-etiring  in  10  to  15  years 
may  have  to  make  a  significant  change 
in  lifestyle  in  or-der  to  meet  that  goal 
now,  he  says. 

Most  Americans  ar-e  r'ooting  for-  a  fur-- 
ther  decline  in  inter-est  rates.  But  while 
they  cheer-,  a  lot  of  other  people  will  be 
paying  a  price. 

By  SuzaiDie  Woolley  hi  New  York 
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A  HUE  AND  CRY 
IN  THE  PITS 


Commodities  traders  fear  that  an  electronic  system  will  wipe  them  off  the  floor 

At  the  Chicago  Board  of  Ti-ade  these 
days,  there's  a  palpable  sense  of 
fear  and  loathing  in  the  huge  bond 
pit.  It's  not  because  business  at  the 
world's  largest  futures  exchange  is  bad. 
Indeed,  the  financial  crisis  in  Asia  has 
the  thousands  of  shouting,  hand-waving 
traders  executing  record  numbers  of 
transactions  this  year. 

The  fear  is  of  the  future.  On  Sept.  8, 
Cantor  Fitzgerald,  the  world's  largest 
bond  broker — and  a  member  of  the 
CBOT — plans  to  begin  electronic  trading 
in  futures  contracts  on  U.  S.  Trea- 
sury bonds  and  notes.  The  con- 
tracts represent  about  50%  of 
the  cbot's  total  trading  volume. 
"We're  going  to  offer  the 
same  service  for  about  75% 
less,"  says  Howard  Lut- 
nick.  Cantor's  t'EO. 

Based  on  the  experi- 
ence of  exchanges  out- 
side the  U.  S.,  the  "open 
outcry"  method  of  trad- 
ing futures  contracts 
pioneered  in  Chicago 
could  soon  be  replaced 
by  markets  in  cyber- 
space. That  could  pro- 
foundly affect  the  150,000 
people  who  work  for  the 
Chicago  exchanges.  "We've  been  amazed 
at  the  rapid  acceleration  of  [electronic 
trading]  in  the  last  six  months,"  says 
Patrick  H.  Arbor,  chairman  of  the  cbot. 
The  Chicago  Mercantile  Exchange  has 
lost  much  of  its  currency  business  to 
electronic  livals  and  may  soon  face  com- 
petition on  its  Eurodollar  contract, 
which  accounts  for  48%  of  its  volume. 
QUICK  WINNER.  The  experience  of  Eu- 
ropean exchanges  is  sobering.  Last  yeai; 
Matif,  the  French  futures  exchange,  be- 
gan trading  its  contracts  on  an  elec- 
tronic network  at  the  same  time  as 
traders  were  buying  and  selling  on  the 
exchange  floor.  In  that  head-to-head  bat- 
tle, the  open  outci-y  pit  lasted  all  of  two 
weeks.  Matif  is  now  all-electronic.  Even 
more  unsettling  is  the  experience  of 
LIFFE,  the  London  futures  exchange. 
After  losing  its  largest  contract,  the 
German    bund,    to    the  electronic 


In  Chicago,  the 
jrice  of  an  exchange 
seat  has  plunged 

close  to  50% 
in  the  past  year 


Deutsche  Terminborse  (now  Eurex 
Deutschland),  LIFFE  announced  plans  to 
launch  an  electronic  platform  that  will 
ran  concuiTently  with  its  floor.  Many 
believe  the  London  floor  will  disappear. 

The  Commodity  Futures  Trading 
Commission  has  yet  to  give  regulatory 
approval  to  Cantor's  plan,  but  few  in 
the  industry  doubt  that  it  will,  despite 
lobbying  by  cbot  and  other  exchanges. 
Already,  Cantor  has  more  than  20,000 
computer  tenninals  on  the  desktops  of 
bond  traders,  who  ai'e  also  bond  futures 
traders.  "There's  going  to  be  a  lot  of 
dislocation  and  a  lot  of  angst,"  says 
Arthm-  W.  Hahn,  a  Chicago  lawyer  with 
Katten  Muchin  &  Zavis,  who  has  rep- 
resented the  LIFFE  exchange. 

For  years,  Chicago's  futures  ex- 
changes have  argued  that  their  open 
outcry  systems  were  the  most  liquid 


Sri 


markets  in  the  world  and  immune 
cheaper  electronic  trading  systems.  B 
Hahn  points  out  they  "have  been  woi 
ing  in  a  monopoly  environment.  In  t 
new  woi'ld,  there's  going  to  be  real  co: 
petition. " 

A  MONSTER?  The  CBOT,  where  the  pri 
of  an  exchange  seat  has  plunged  ne 
ly  50%  in  the  past  year,  is  at  lea 
hedging  against  a  possible  electroi 
future.  On  Aug.  18,  members  voted 
operate  the  exchange's  overnight  eh 
tronic  network.  Project  A,  during  t  i?,,f, 
daytime  as  well.  "We're  making  a  pi 
emptive  strike  on  any  entity  whi 
might  emerge  as  our  competitor,"  sa 
Ai'bor.  The  electronic  trading  will  bej 
on  Sept.  18.  That's  fine,  says  Lutni< 
"They've  signaled  the  demise  of  t 
pit  in  Chicago." 

That's  what  traders,  brokers,  ri 
ners,  and  clerks  in  the  bond  pits  fe 
Jacob  J.  Morowitz,  head  of  usA  Ti-adii 
which  clears  trades  for  about  400  lo 
traders  at  the  cbot  and  Merc,  says  tl 
the  exchange  should  be  enhancing  1 
open  outcry  system,  not  replacing 
"They  could  be  creating  a  monster." 

Whether  the  monster  turns  out  to 
a  predator  or  a  savior  remains  to 
seen.  But  it's  clear  that  fear  a 
loathing  in  the  pits  will  persist. 

By  Andrew  Osterland  in  ChicCo 
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COMMENTARY 


By  Chip  Norton 

DONT  JUST  DUMP  THAT  FLAILING  EQUITY  FUND 


Mi 


Iarket  volatility  is  up,  you're 
nervous,  and  your  equity  fund 
is  in  the  doghouse.  Is  it  time  to 
sell?  This  is  one  of  the  toughest  in- 
vestment decisions  to  make.  But  in 
the  investment  world,  selling  is  often 
the  best  course  of  action.  Before  you 
cut  and  run,  however,  review  youi* 
plans,  in  the  context  both  of  the  fund 
itself  and  of  your  overall  investment 
plan. 

Sure,  you  may  feel  hke  bailing 
out  when  the  market  is  sliding.  But 
if  you  have  a  long-term  invest- 
ment objective  and  have 
carefully  made  an  asset 
allocation  plan  and 
selected  your  funds, 
daily  or  weekly 
market  gyrations 
shouldn't  be  your 
No.  1  consideration. 
And  while  it's  nat 
ural  to  be  frus- 
trated vdth  a 
fund  that's  los- 


while  its  peer  gi-oup — large-cap 
blended  funds — gained  nearly  22%. 
Why  the  lag?  Friess  built  up  cash  in 
his  portfoho  in  anticipation  of  a  cor- 
rection. It  didn't  happen,  and  the 
fund  suffered. 

Be  sure  to  check 
whether  your  fund 
posted  average 
returns  with 
above-average 
risk.  After 


llGre 


Having  a 

sound  asset-allocation  plan  should 
see  you  through  a  market  slide 


ing  value  or  even  moving  sideways, 
make  sure  it's  the  fund  and  not  the 
market  sector  that's  the  problem. 
For  example,  if  you  currently  own  a 
small-capitalization  aggressive- 
gi'owrth  fund,  chances  are  its  perfor- 
mance has  been  flat.  The  entire 
small-cap  growth  sector,  however, 
has  had  difficulty  recently:  Look  at 
the  decline  of  about  12%  this  year 
in  the  Russell  2000  index.  If  aggi'es- 
sive  growth  is  really  your  objective, 
you  might  have  to  wait  out  the  sec- 
tor's underperformance. 
WRONG  GUESS.  If  the  sector  you're 
investing  in  is  moving  higher  but 
your  particular  fund  is  somehow  be- 
ing left  behind,  your  fund  manager 
may  have  made  a  major  erroi-.  Con- 
sider the  $6.5  billion  Brandywine 
Fund,  managed  by  the  highly  re- 
spected Foster  Friess.  In  1997,  the 
fund  produced  a  return  of  just  12%  , 


you  don't  want  to  own  a  fund  that 
doesn't  compensate  you  in  return 
for  excess  insk  when  compared  with 
similar  funds  in  its  peer  group.  But 
don't  unload  it  in  haste,  either.  If 
your  fund,  like  Brandywine,  has  had 
a  string  of  outstanding  years  and 
just  one  period  where  it  lagged, 
don't  dump  it.  Every  manager  will 
make  mistakes,  after  all. 

If  your  fund  has  delivered  superi- 
or returns  over  several  years,  you 
should  give  the  manager  the  benefit 
of  the  doubt.  Call  and  inquire  about 
the  poor  performance.  If  the 
manager  has  left  and  retui-ns  have 
dropped,  it  may  indeed  be  time  to 
sell.  But  if  the  manager  and  the 
strategy  remain  in  place,  think 
about  sticking  it  out.  There  are  no 
rales  on  how  long  you  should  stay 
with  a  fund  that  is  underperforming, 
but  consider  giving  it  six  months  to 


a  year  to  recover,  compared  with  its 
peers. 

If  you've  given  it  adequate  time 
and  your  fund  is  still  lagging  in  re- 
tm-n  and  risk,  it's  time  to  take  action. 
But  make  one  last  check  of  these 
items  to  make  sui-e  your  fund  is  real- 
ly a  dog: 

B  Review  the  fund's  1-,  3-,  and  5- 
year  total  returns  vs.  its  peer  gToup. 
m  Look  at  its  standard  deviation  (the 
variability  of  a  fund's  returns)  and 
beta  (its  sensitivity  to  changes  in 
the  overall  market) 

against  the  fund's  peer 
gi'oup.  Also  review 
the  Sharpe  ratio,  a 
measure  of  risk- 
adjusted  returns. 
It  should  be  above 
1.0.  You  can  find 
such  infoi'mation 
at  several  investor 
Web  sites,  includ- 
ing s&p  Personal 
Wealth  (www. 
personalwealth.com)  and  Morning- 
star.Net  (wrww.morningstar.net). 
m  Examine  your  original  investment 
plan  to  see  if  the  fund's  objective 
still  matches  your  long-teiTn  invest- 
ment goals. 

And  don't  forget  the  tax  angle.  If 
you've  owned  a  fund  for  many  years, 
you  may  have  built  up  big  capital 
gains.  When  you  sell  the  fund,  you 
vrill  end  up  paying  taxes  on  those 
gains.  Fortunately,  the  long-term 
capital-gains  tax  is  now  just  20%  for 
holding  periods  of  12  months  or 
longer,  so  the  burden  has  been  eased. 
Paying  the  tax,  however,  reduces  the 
earnings  power  of  your  fund  invest- 
ment by  at  least  20%.  If  the  fund  is 
trailing  its  peers  by  only  a  small 
amount,  it  may  not  make  sense  to 
sell.  But  if  yoiu-  fund  is  in  a  tax-de- 
ferred retu'ement  account  such  as  a 
401(k),  the  tax  question  is  moot. 

It's  far  easier  to  buy  a  fimd  than 
to  sell  one,  because  selling  repre- 
sents a  realization  of  youi"  monetary 
loss  and  an  admission  that  you  may 
have  made  a  bad  investment  deci- 
sion. But  selling  a  fund  without  do- 
ing youi'  homework  could  be  just  as 
big  a  mistake. 

Norton  is  managing  editor-  of  s&P 
Personal  Wealth. 
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irS  JUNK, 
BUT  NOT  GARBAGE 

Despite  the  market  rout,  an  '80s-style  crash  is  unlikely 


It  almost  seemed  like  Michael  R. 
Milken  was  riding  high  again.  In  the 
fii-st  six  months  of  1998,  some  $117 
billion  in  high-yield  bonds  were  issued, 
nearly  surpassing  the  recoixlbi'eaking 
$120  billion  for  all  of  1997.  After  eight 
years  of  seeldng  respect,  high-yield  was 
on  the  verge  of  shedding  its  junk  aura. 

Then  came  July.  Stocks  sagged,  the 
economy  slowed,  and  investors  became 
anxious  about  unsettled  conditions  in 
Asia  and  Russia.  When  fear  begins  to 
overtake  gTeed,  the  junk  mai'ket  is  often 
the  first  to  react.  By  the  end  of  the 
month,  the  new-issue  junk-bond  mar- 
ket had  stopped  dead  in  its  tracks.  An 
estimated  20  deals  have  been  scrapped 
or  postponed.  So  far,  only  $2.5  billion 
has  come  to  market  in  August,  the 
weakest  month  for  new  issues  since 
September,  1996,  according  to  Securi- 
ties Data  Co. 

There's  no  reason  to  expect  a  junk- 
bond  market  crash  like  the  one  in  the 
late  '80s.  Much  has  changed  since  then, 
when  junk  funded  billions  of  dollars  of 
highly  leveraged  transactions,  many  of 
which  ran  agTound.  Today's  market  fea- 
tm-es  less  leverage,  more  liquidity,  and  a 
more  diverse  gi'oup  of  investors. 
FAT  YIELDS.  But  the  current  carnage 
will  likely  be  serious.  With  demand 
falling  off,  yield  spreads  on  junk  have 
risen  dramatically,  fi'om  o()7  basis  points 
over  10-year  Ti-easuries  to  4:54  since 
July  15,  according  to  the  Merrill  Lynch 
Master  II  High  Yield  Index.  What's 
more,  default  rates  are  i-ising— :i.80'^ 
as  of  July  31,  compared  vvitli  l.s'J'A  fui- 
the  same  period  last 
year — although  they 
are  still  below  the  20- 
year  average  of  . 
"We're  likely  to  see 
some  further  widening 
of  spreads  and  modest 
increases  in  defaults," 
says  Merrill  Lynch  & 
Co.  global  high-yield 
strategist  Martin  S. 
Fridson. 

For  investo]-s  in  this 
falling  interest-rate  and 
low  Treasmy-yield  en- 


JUNK  GETS  JUNKIER 
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Brothers  Aggregate  Bond  Index,  ac- 
cording to  Morningstar  Inc.  But  higher 
yiekls  mean  higher  risk.  Despite  biggei" 
payouts,  investors  redeemed  $1.25  billion 
fi'om  high-yiekl  mutual  funds  in  the  tii'st 
three  weeks  in  August,  about  the  same 
amount  that  flowed  into  funds  in  July, 
according  to  aak;  Data  Services.  "The 
last  few  years,  investors  who  wanted 
bonds  bought  the  highest-yielding  ones. 
But  that  time  has  passed,"  says  Fridson. 
"Flight  to  safety  doesn't  mean  investing 
in  iiigh-yield  bonds." 

Fhght  to  safety  has  specifically  meant 
m\e.■^Ung  ui  Treasuries  and  large-cap 
stocks  as  investors  flee 
riskier  areas  such  as 
emerging  market  etjui- 
ty  and  debt  aiul  small- 
cap  stocks. 

Whik-  junk  bonds 
across  tile  boai'd  have 
been  hit,  cable  and 
broadcasting  companies 
ai"e  holdijig  up  well.  The 
most  batteretl  ai'e  cycli- 
cals highly  sensitive  to 
recessions,  such  as 
chemicals,  steel,  energy, 
and  paper,  and  telecom 


companies  •  . 

with  no  cash 
flow  or  eaiTiings,  says 
Douglas  Forsyth,  portfolio 
manager  for  Nicholas- Applegate 
Capital  Management's  High- Yield 
Bond  ftind.  With  the  jimk  and  initial  pui 
lie  offering  msu'kets  (hying  up,  and  bar 
mmilling  to  lend  to  companies  with 
imal  assets,  telecoms  may  need  a  dee 
jjocketed  company  to  btul  them  out,  sa; 
Fridson. 

To  be  siu'e,  most  jimk  bond  manage 
are  relatively  sanguine,  despite  the  i 
cent  market  rout.  "After  Labor  De 
people  will  come  back  to  see  how  pric 
have  dropped,  and  there  will  be  plen 
of  money  to  buy  these  secui'ities  ai 
bill  them  back  up,"  says  Hairy  Res 
co-manager  for  Kemper  High  Yie 
Fund.  Veteran  fund  manager  Ernest 
Monrad  of  Northeast  Investors  Hig 
Yield  Bond  ftmd  says,  "We  like  to  h 
when  there  is  blood  in  the  streets,  a: 
right  now  there  is  a  little  nosebleec 
But  it  could  be  that  the  blood  is  ji 
starting  to  flow. 

By  Todd)  Gidner  in  New  Yo 
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INHALE  GETS  SET 
FOR  A  BIG  RUSH 

Not  many  emerging  biotechs  have 
attracted  as  much  attention  in  the 
past  few  years  as  Inhale  Therapeutic 
Systems  (inhl).  Pfizer,  Eli  Lilly,  and 
Baxter  International  have  all  invested 
millions  in  Inhale  to  develop  a  pul- 
monary device  that  w^ould  allow  deliv- 
ery of  drags  through  inhalation — in- 
cluding insulin  for 
LOOKING  diabetic  patients. 

WINDED  UTELY  The  stock,  which 
hit  STA  last  Octo- 
ber, has  dipped  to 
26  lately  But  In- 
hale fans  remain 
steadfast  bulls. 

Heiko  Thieme, 
of  American  Her- 
itage Fund,  thinks 
Inhale  will  be  a 
blockbuster  in  a 
few  years.  Notes 
Peter  Ginsburg  of 
Minneapolis  in- 
vestment firm 
Piper  Jaf&'ay:  "In- 
hale's outstanding — but  low-risk — op- 
portunity in  pulmonaiy  dehveiy  is  un- 
dei-valued  by  the  market." 

Inhale  already  turns  out  dry-pow- 
der formulations  of  medicines  that, 
through  a  pi-oprietary  inhaler,  are  de- 
Uvered  into  the  lung  and  bloodstream. 
Sales  of  di-ugs  that  can  be  switched  to 
the  pulmonaiy  route  could  top  $10  bil- 
lion, estimates  Ginsburg.  Since  1995, 
Pfizer  has  shelled  out  $10  million  to 
fund  Inhale's  insulin  product. 

Pfizer,  with  a  5%  stake  in  Inhale — 
bought  at  25%  above  the  market 
price — has  conducted  two  clinical  trials 
for  inhaled  insulin,  with  a  third  to  fol- 
low in  November.  By  the  fii'st  half  of 
2000,  Inhale  could  file  for  Food  &  Dmg 
Administration  approval. 

In  March,  1996,  Baxter  invested  $20 
million  in  Inhale  to  co-develop  com- 
pounds for  Inhale's  pulmonary  system; 
Baxter  owns  an  8%  stake  in  Inhale. 
Lilly  paid  Inhale  $10  million  for  an  in- 
haled osteoporosis  agent  and  another 
undisclosed  compound. 

In  early  September,  Pfizer  will  re- 
port "fuither  encouraging  data"  on  in- 
haled insulin — at  a  meeting  in 
Barcelona  of  the  European  Association 
for  the  Study  of  Diabetes,  says  Gins- 
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burg.  Last  June,  investigators  pre- 
sented "positive  data"  fi'om  clinical  tri- 
als at  an  American  Diabetes  Assn.  con- 
vention. "Our  studies  showed  that 
inhaled  insulin  can  achieve  the  same 
excellent  glucose  control  traditionally 
obtained  from  a  regimen  of  several  dai- 
ly insulin  injections,"  said  Dr.  Jay 
Skyler  of  the  University  of  Miami. 

IS  A  DEAL  LURKING 
FOR  LONGS  DRUG? 

Despite  the  market's  slump,  shares 
of  Longs  Ding  Stores  (ldg)  have 
been  on  a  tear-  since  mid-August,  zoom- 
ing ft-om  26  to  34  on  Aug.  25.  One  ex- 
planation: On  Aug.  19,  Longs  reported 
better-than-expected  second-quarter 
earnings — and  the  stock  rose  three 
points  that  day.  But  it  kept  climbing. 

"There's  more  to  it  than  earnings," 
says  Mike  Kicera,  President  of  mrk 
Capital  Management  in  Rochester,  N.  Y., 
which  has  accumulated  Longs  shares. 
A  West  Coast  chain  of  349  dingstoi'es, 
Longs  "is  ripe  for  a  takeover  in  an  in- 
dustry that's  rapidly  consolidating."  He 
adds,  "Kicera  has  tagged  several 
takeover  targets  before  they  were 
bought  out,  including  American  Stores." 

Two  rivals — CVS  and  Rite  Aid — are 
interested  in  Longs,  whose  real  estate  is 
imdervalued  on  its  books,  Kicera  says. 
Based  on  recent  drug  deals,  he  figiu'es 
Longs,   with  no 
debt,    is    worth  SUDDENLY, 
well  over  $40  a      A  STEEP  CLIMB 
shai'e  in  a  buyout. 

He  speculates 
that  the  recent 
agi'eement  by  Al- 
bertson's to  ac- 
quire Ameri- 
can Stores  may 
prompt  CVS  and 
Rite  Aid  to  step 
up  any  plans  to  go 
after  Longs,  cvs 
has  4,056  stores  in 
24  states;  Rite 
Aid  3,900  stores  in 
32  states.  Ameri- 
can Stores  and  Longs  formed  a  joint 
venture  last  year,  merging  theii*  phar- 
macy benefit-management  units.  Tliis 
50-50  project,  called  Rx  America,  serves 
about  400  health-maintenance  organiza- 
tions and  insui'ance  providers. 

Kicera  thinks  that  ultimately,  Albert- 
son's win  want  to  widen  the  reach  of 
American  Stores'  800  Sav-on  and  Osco 
Dmg  outlets  by  acquiring  Longs.  Longs 
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Vice-President  and  Treasurer  Clay  Se 
land  declined  comment  on  the  takeove 
iiimoi-s  but  reiterated  that  the  compan 
is  committed  to  staying  independent. 

FIRST  HAWAIIAN'S 
MAINLAND  TOEHOLDI 

Two  forces  are  pummeling  Firj 
Hawaiian  (fhwn),  a  bank  holdiii 
company:  its  exposure  in  Asia  and  ij 
acquisition  of  Bank  of  the  West.  Firj 
Hawaiian  stock  tumbled  from  41  in  laj 
Apiil  to  29  on  Aug.  25.  Not  to  worn 
says  Deborah  Beylus,  banking  mava 
at  J.  W.  Genesis  Capital  Markets,  a  Sa 
Francisco  investment  firm.  "Firj 
Hawaiian  is  the  most  undei^valued  an 
misundei-stood  bank  stock  around."  Bel 
lus'  bullish  stance  isn't  shared  by  mo| 
analysts.  Others  have  either  a  hold 
neutral  rating  on  the  stock 

Beylus  thinks  the  Asian  womes  a.\ 
overblown:  First 

Hawaiian's  loans     WORRIES  ABOUT| 
in    the     region       ASIA  SINK  IN 
amount  to  $109 
million — or  1.3% 
of  total  assets. 

First  Hawai- 
ian's acquisition  of 
Bank  of  the  West, 
says  Beylus,  cre- 
ates a  "diversified 
powerhouse,  vdth 
assets  of  $14  bil- 
Hon."  Bank  of  the 
West,  California's 
fifth-largest,  has 
assets  of  $5.8  bil- 
hon  and  deposits 

of  $4.7  billion.  It's  profitable,  wit: 
clean  balance  sheet,  she  adds 

The  merger  will  cut  costs  by  $23  n 
lion  in  1999  and  $41  milHon  in  2000— J 
and  9%',  respectively,  of  the  combin 
companies'  1998  expenses,  says  Beyl 
"These  savings  should  add  $26  mill 
after  tax  to  earnings,  or  45^,  per  shai 
she  says.  And  it  gives  Fii'st  Hawai 
an  entry  into  Northern  CaUfoinia  an< 
base  for  expanding  mainland  operatic 
Beylus  expects  the  combined  compg 
to  eai-n  $3.25  a  share  in  2000,  up  fi" 
an  estimated  $2.75  in  1999.  She  thii 
the  stock,  cuiTently  trading  at  a  pri 
earnings  ratio  of  10.6.  deserves  a  p-e 
15,  or  a  price  of  50. 
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For  more  coverage  of  the  markets 
visit  our  Web  site  at  businessweek.ciff 
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IME  TO  STOP  BUYING 
-AND  START  SELLING 

(derated  is  spending  billions  sprucing  up  its  stores 


Manhattan's  Herald  Square, 

■  Macy's  96-year-old  flagship  is  get- 

■  ting  a  face-lift.  A  restaurant  is 
Sunder  construction,  new  floors 
'e  been  laid  throughout  the  store, 
1  brighter  halogen  lights  seem  to  il- 
linate  every  pile  of  towels. 

liven  the  merchandise  is  under  re- 
r.  Next  to  the  usual  designer  names, 
cy's  is  increasingly  hawking  private 
nds  created  by  its  owner,  Federated 
partment  Stores  Inc.  From  the  rows 
tNC  suits  for  young  working  women 
the  second  floor  to  a  bed  covered 
.h  Charter  Club  striped  damask 
!ets  on  the  sixth,  the  company  is 
ihing  its  own  labels.  "This  is  what 
!•■  other  stores  won't  do,"  says  Feder- 


ated President  Terry  J.  Lundgren.  "It 
takes  a  major  commitment." 

The  Macy's  makeover  is  part  of  a  re- 
newed push  for  top-line  growth  at 
Cincinnati-based  Federated.  Since 
emerging  from  a  painful  bankruptcy  in 
1992,  the  chain — which  also  owns 
Bloomingdale's  and  a  flock  of  regional 
chains — has  focused  on  two  things:  cut- 
ting costs  to  bolster  profits  and  acquii'- 
ing  new  stores  to  fuel  growth.  Spear- 
heading the  strategy  was  Allen 
Questrom,  the  smooth  and  styhsh  re- 
tailer whose  remarkable  ability  to  con- 
trol spending  and  cut  deals  with  vendors 
sparked  the  turnaround. 

After  Questrom  retired  unexpectedly 
in  early  1997,  his  successor,  James  M. 


HERALD  SQUARE:  Growth  must  come 
from  within  the  fleet  of  flagships 

Zimmerman,  found  himself  facing  a  new 
problem.  Survival  was  by  then  assured, 
but  the  new  ceo  needed  to  find  a  way 
to  boost  internal  gi-owth.  For  yeai's,  the 
focus  was  on  cutting  costs  and  not  on 
sprucing  up  stores  or  basic  merchan- 
dising. "They  squeezed  too  hard,"  says 
Michael  B.  Exstein,  a  retail  analyst  at 
Credit  Suisse  First  Boston.  "They  were 
overly  cautious." 

That's  why  Zimmerman,  Questrom's 
soft-spoken  protege,  is  now  zeroing  in 
on  boosting  performance  far  closer  to 
home.  In  addition  to  broadening  brands 
such  as  Chaiter  House  fi:-om  clothes  into 
housewai'es  and  other  ai'eas,  he  is  pour- 
ing $2.3  billion  into  capital  investments 
over  the  next  two  years.  "The  most  im- 
portant growth  now,"  says  Zimmerman, 
54,  "is  growth  from  the  stores  we  have." 
BUYING  SPREE.  The  changes  are  coming 
none  too  soon.  Sm-e,  Federated's  earn- 
ings have  more  than  doubled,  from  $635 
million  in  1995  to  $1.34  billion  in  1997, 
on  sales  that  have  soared  from  $8.3  bil- 
hon  to  $15.7  billion.  But  most  of  that 
growth  has  come  from  rapid-fii'e  acqui- 
sitions: In  1994,  Federated  swallowed 
Macy's  for  a  total  of  $4.1  biUion,  then 
bought  Broadway  Stores  the  next  year 
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for  $1.6  billion.  With  no  further  acquisi- 
tions on  the  horizon,  analysts  expect 
sales  growth  to  slow  quickly. 

The  push  won't  be  Federated's  first 
transformation.  In  the  late  1980s,  bur- 
dened with  debt  by  then-owner  Robert 
Campeau,  the  mercurial  Canadian  fi- 
nancier, Federated's  service  and  mer- 
chandise suffered  as  the  company 
squeezed  cash  to  make  interest  pay- 
ments. By  1990,  it  was  in  bankiuptcy. 

That's  when  a  generous  pay  package 
lured  back  Questrom,  a  Federated  lifer 
who  had  gone  to  Neiman  Marcus  when 
Campeau  took  over.  Together,  he  and 
Zimmerman,  who  began  his  Federated 
cai'eer  as  a  salesman  at  a  Houston  store 
in  1965,  focused  on  improving  each 
store's  return  on  investment. 

They  sold  imdeiperfomiing  stores  and 
exited  lower-margin  merchandise  such 
as  consumer  electronics.  Financial  con- 
trols were  tightened,  and  extensive 
point-of-sale  bar  scanner's  were  added  to 
let  Federated  tally  prices  and  keep  close 
tabs  on  inventory.  Questrom's  strong 


Corp.  in  Chicago,  which 
holds  about  5  million  shares 
of  Federated  stock. 

Still,  Zimmerman  and  his 
execs  have  plenty  of  work 
ahead.  Of  paiticulai-  concern 
is  Federated's  sales  gi-owth 
in  stores  open  for  more  than 
a  year.  An  anemic  2.7%  last 
year,  that  gi'owth  is  a  full 
percentage  point  less  than 
prime  competitors  St.  Louis- 
based  May  Department 
Stores  and  Birmingham- 
based  Proffitt's  Inc.,  which 
recently  purchased  Saks 
Fifth  Avenue.  Both  have 
benefitted  from  their  consistent  ability 
to  stock  popular  products  at  the  right 
price  and  time — and  neither  has  been 
distracted  by  anything  like  Federated's 
financial  difficulties. 

Moreover,  Zimmerman  will  have  to 
boost  those  numbers  at  a  tough  time 
for  the  industiy.  Depaitment  stores  con- 
tinue to  lose  market  share  to  discount 


ZIMMERMAN:  Can  he 

win  back  the 


the  baby  boomers  who  ar( 
ilcpaitment  stores'  core  shop 
pers.  "We're  going  to  sta 
with  it  until  the  whole  stor 
has  changed,"  says  Lund 
gi'en,  who  says  an  entirel 
i-edone  test  store  shoul 
open  sometime  in  1999. 

Another  top  priority:  co 
tinuing  to  add  to  Federa 
ed's  stock  of  private  bi'and 
With  margins  that  avera 
2%  higher  than  what  Fe 
erated  makes  on  outsid 
brands,  private  labels  hav 
been  Lundgren's  bigges 
success  so  fai'.  They  ai'e  m^ 
15%  of  Federated's  waives,  or  $2.3  billio 
in  sales  last  year,  up  from  5%  thre 
years  ago.  But  Lundgi'en  doesn't  plan  t 
go  beyond  20%  of  sales. 

That's  because  Federated,  in  boostin 
its  own  labels,  is  competing  more  ai 
more  with  the  national  brands  that 
its  main  suppliers.  And  the  risks 
missing  a  fashion  trend  are  greati 


young i 
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...FEDERATED'S  STOCK 
TAKES  OFF... 


...BUT  GROWTH 
IS  STALLED 
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relationship  ■with  vendors  helped  him 
vrin  money-saving  concessions  such  as 
having  vendors  put  clothes  on  hangers 
before  delivei-y.  And  as  earnings  recov- 
ered, Questi'om  paid  down  debt,  shaving 
off  $70  million  in  interest  payments  in 
1997  alone.  The  result:  Net  margins 
blossomed  from  1.9%  in  1992  to  -3.7%- 
last  year,  sending  the  stock  soaring.  Up 
more  than  300%  since  emerging  from 
bankniiJtcy,  it  now  trades  around  52. 
LOOKING  DOWDY.  Questrom,  60,  retired 
early  last  yeai*  to  travel  and  piu'sue  oth- 
er interests.  This  winter,  he  filed  suit 
against  Federated,  claiming  he  is  owed 
$47  million  in  compensation  miscalculat- 
ed in  1995.  Neither  Questrom  nor  the 
company  would  comment  on  the  suit. 

But  the  tLun  of  events  has  not  weak- 
ened investor  support  for  Federated. 
"We  think  they  have  one  of  the  best 
management  teams  in  the  retailing  in- 
dustry," says  .JeiTold  K.  Sensor,  a  port- 
folio managei'  at  Institutional  Capital 


stores  and  other  venues.  Among 
younger  consumers  in  particular,  de- 
partment stores  are  generally  as  out  of 
style  as  last  year's  merchandise.  Que- 
strom points  out  that  it  will  be  hard 
for  Federated  to  gi'ow  faster  than  the 
economy's  2%  to  3%.  expansion  without 
further  acquisitions.  "It's  not  possible 
for  a  mature  company  to  get  much  out 
of  that  range,"  he  says.  "That's  what 
they'll  have  to  live  with." 

While  not  loiling  out  an  acquisition, 
Zimmennan  prefers  an  internal  focus. 
To  lure  customers  back,  he  plans  to 
spend  $1.6  billion  I'enovating  Fedei-ated's 
400  U.  S.  stores,  many  of  wliich  had  got- 
ten somewhat  dowdy  during  the  cost- 
cutting  years.  A  big  chunk  will  go  to 
spiffing  up  the  chains'  flagships  in  hopes 
of  making  them  must-stop  stores. 

To  atti'act  younger  shoppers,  Lund- 
gi'en  has  selected  a  team  of  execs  to  re- 
think Federated's  fonnat.  The  idea  is  to 
tai'get  younger  buyers  without  alienating 


when  the  store  owns  the  merchandisi 
"The  private  label  is  a  double-edg 
sword,"  says  Maurice  Marciano,  cha; 
man  and  CEO  of  Guess?  Inc.,  a  Feder<^ 
ed  supplier.  "It's  gi'eat  when  it's  doi: 
well,  but  when  you  iTiiss,  it  costs  a  loj 
Zimmerman  is  also  investing  heav 
in  such  alternative  ways  of  selling 
the  Net  and  mail-order.  An  expand 
macys.com  will  move  beyond  showi 
goods  to  selling  products  online.  Mac 
also  plans  to  copy  the  Bloomie's  By  M 
catalog,  which  generates  $150  milli 
Together,  the  moves  should  add  abc 
$700  million  to  revenue  over  the  n( 
three  years,  a  5%-  boost  to  sales, 
small  step,  perhaps,  but  a  step  in  t] 
right  direction.  "It  used  to  be  fashi' 
able  to  paint  department  stores 
dead,"  Zimmerman  says.  "Actua 
they've  been  quite  flexible,  t| 
chameleon  of  retailing."  Spoken  lik(l 
man  in  the  midst  of  changing  his  cok; 
By  Peter  Galuszka  in  Cincinn\ 
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.   '    Introducing  one 'of  the  most 
ADVANCED  PROJECTORS  available  on  the  mai^ket  todayi, 

PIONEER'S  RVD'XGTO.- 


800 

ANSI  Lumens 

Pioneer's  newly  developed  hi^brightness 
lamp  and  hi-efficien(y  polarizing  pixels 
arc  Combined  to  produce  unmatched 
brightness,  making  it  clearly  visibk 
.  under  nohnal  room  lighting  situations. 


TrueXGA 

UXGA,  SXGA,  SVGA  ( 
VGA  Compatible 

From  tlie/i.Il>  compatible  XGA  of  1.024  X  768 
dots  to  the  most  advanced  UXGA  level  of 
1,600  X  1,200  ilots.  Pioneer's  RVD-XGIO  provides 
the  widest  variety  of  resolution  levels  availabl 
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Pioneer's  propric 
technology,  D 
iDigitol  Rejle 
imaging),  is 
ejfuicnt  ifji  uti 
lUuminants. 
advance 
technology 
possMeJor  th 
achieve  a  variety  of  resolution 


The  Art  of  Entertainment 
For  more  information,  please 
us  at  1-800-527-3766  or  visit 
of  www.pioneerusa.com. 
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digital  technologySK 


"1  he  engine  that  drives  American  business 
is  information.  It  shapes  strategy,  defines 
decisions,  and  makes  markets.  To  win  in 
a  market,  or  to  succeed  in  your  work,  you  must 
first  get  your  information  across  to  your  target 
audience:  employees,  bosses,  peers,  customers, 
clients,  or  prospects.  And  that's  not  easy. 

According  to  Richard  Saul  Wurman,  author  of 
"Information  Anxiety"  (New  York:  Doubleday. 
1989),  the  average  daily  New  York  Times  con- 
tains more  information  than  the  average  person 
was  likely  to  encounter  in  a  lifetime  100  years 
ago.  How  do  people  deal  with  this  information 
overload?  Simple;  they  just  tune  out. 

According  to  New  Media  Research,  there  are  1.4  million  presentations  made  every  day  in  the  U.S. 
So  if  you're  going  to  get  your  message  through  to  your  audience,  you  must  first  get  their  attention, 
and  then  hold  it.  There's  no  magic  to  this;  it  takes  planning,  practice,  and  presentation  skills.  On 
t-he  following  pages,  you  will  find  some  ideas  on  how  you  can  make  your  next  presentation  more 
effective  at  getting  your  message  across  to  your  audience. 


\  LrGHX  BRIGHT  IDEA 

www.  infocus.  com 

rhe  LP425  projector  from 
nFocus  is  a  brighter  version  of 
iward-winning  LP420,  with  the 
ame  compact  package  and  6.8 
)ound  weight,  but  with  an 
ncreased  brightness  rating  of 
I '00  lumens  —  brighter  than 
nany  projectors  weighing  two 
)r  three  times  as  much. 

The  light  weight  makes  the 
lew  projector  an  appealing 
r.hoice  for  a  number  of  portable 
ipplications.  Jean  Statler  of 
Worthlin  Worldwide  has  discov- 


ered firsthand  what  a  difference 
this  can  make.  "With  our  older, 
heavier  projectors,  there  were 
times  when  we  didn't  bother 
taking  it  with  us.  The  LP425 
weighs  so  little,  that  it's  no  prob- 
lem to  take  it  on  every  trip." 

The  brightness  is  the  surprise 
benefit.  When  Statler  was  sched- 
uled to  make  a  presentation  at  a 
hotel,  "the  facilities  staff  insisted 
on  using  their  own  projector, 
but  the  image  was  so  dim  that 
the  hall  lights  had  to  be  turned 
almost  all  the  way  down  for  the 
images  to  be  viewable.  It  was 
too  dark  for 
the  audience 
to  take  notes. 
When  I  offered 
the  LP425, 
they  didn't 
think  it  could 
do  any  better. 
But  they  were 
amazed  that  it 
was  so  much  brighter 


iurnor  can  lighten  the 
lone  and  keep  ycjur  oudi- 
I  ence  listening,  but  only  if 
I  appropriate  and  on-topic. 
A  funny  parable  or  humor- 
ous account  of  o  real  event 
con  help  your  listeners  visu- 
alize the  situotion  and  rein- 


than  their  larger  projector." 

Statler  believes  that  her  com- 
pany is  saving  money  and  making 
more  effective  presentations  with 
the  LP425.  "We  work  with  mar- 
ket research  data,  and  our  pre- 
sentations can  have  100  to  120 
slides.  Color  transparencies  are 
produced  by  an  outside  source 
and  are  expensive  to  make,  and  if 
you  discover  an  error,  there  may 
not  be  time  to  get  a  replacement 
made.  The  projector  lets  you  fix 
typos  and  make  changes  to  your 
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presentation,  right  up  until  the 
last  minute. " 

The  result  is  that  the  LP425 
has  become  an  integral  part  of 
her  company's  operations.  "With 
a  staff  of  20  people,  the  projec- 
tor is  out  three  to  four  days 
every  week  ...  so  we're  planning 
to  buy  a  couple  more." 

PUT  COLOR  ON  YOUR  TEAM 

www.  epson .  com 

With  all  the  technology  available 
to  computer  users  today,  you 
probably  wouldn't  think  of  pro- 
jecting black  and  white  images  to 
support  your  presentation  these 
days.  But  all  too  often,  users  still 
hand  out  black  and  white  notes 
or  copies  of  their  presentation 
images.  When  you  think  about 
creating  powerful  presentations, 
Epson  America  suggests  that  you 
think  beyond  just  your  computer 
and  projector,  and  consider  a 
team  approach  to  the  develop- 
ment process. 

To  deliver  your  message 
effectively,  you  need  to  use  a 
variety  of  tools.  For  example,  the 
Epson  Stylus  850  color  ink  jet, 
the  PhotoPC  700  digital  camera, 
and   the   Epson  Expression 


Epson  Stylus  85p  Color  Ink  Jet  Printer. 


836XL  color 
scanner  can  work 
together  to  pack  more  punch  in 
your  presentations. 

For  example,  you  may  have 
content  that  you  want  to  in- 
clude in  your  presentation,  but 
it  may  not  exist  in  digital  form. 
You  can  take  existing  pho- 
tographs, logos,  and  other  cus- 
tom artwork  and  scan  it  using 
the  Expression  836XL.  Its  12.2 
by  17.2  inch  tabloid-capacity 
scanning  bed  makes  it  easy  to 
scan  oversize  originals,  and  the 
36-bit  color  depth  with  800 
by  1600  dot  per  inch  resolution 
lets  you  create  detailed  and  true 
color  images. 

Sometimes  you  just  can't  fit 
the  original  on  a  scanner,  such  as 
a  building  or  a  room  or  a  piece 
of  equipment.  The  PhotoPC  700 
camera  boasts  1280  by  960  pixel 
resolution,  giving  you  enough 
detail  to  crop  an  image 
and  still  have  an  image 
that  will  show  well  in  a 
presentation.  A  2x  digi- 
tal zoom  feature  helps 
you  frame  your  pictures 
as  you  take  them,  and 
the  camera  accepts  dif- 
ferent lenses  for  the 
ultimate  in  flexibility. 
The  camera  even  has 
video  output. 

And  when  it  comes 
time  to  give  your  audi- 
ence handouts  to  rein- 
force your  presentation 
content,    the  Epson 


The  Epson  PhotoPC  700  digital  camera. 


Stylus  850  provides  plain  paper 
color  that  is  as  vibrant  and  arrest- 
ing as  the  colors  you  project  on 
the  screen.  With  1,440  dot  per 
inch  resolution,  your  images  will 
look  even  sharper  than  they  will 
on  the  wall. 

Start  to  finish,  make  the  most 
of  your  opportunity  to  reach  the 
minds  of  your  audience.  An  inte- 
grated approach  making  full  use 
of  tools  such  as  the  cameras, 
scanners,  and  printers  offered  by 
Epson  can  help  make  sure  that 
your  message  hits  the  target. 

PICKING  A  PROJECTOR 

www.nec.com 

When  you  plan  a  meeting 
whether  it's  a  Monday  morning 
staff  get-together  to  review  the 
status  of  ciu'rent  projects,  or  a 


-Jay's  presentation 
technology  mokes  it  easy 
for  just  about  anyone  to 
creote  and  deliver  presen- 

\  tations  with  complex 
effects,  animations  and 

\  graphics.  But  while  these 
tricks  and  features  can  be 
ottention-getfing,  they  can 
also  upstage  your  content 

I  and  detract  from  the  point 
you're  making.  So  keep 

j  your  presentation  simple. 


usiness   Week/September   7 ,  1998 


It's  the  world's  smallest  projector.  Period 


/  ■ 


The  new  In  Focus*"  LP425.  The  small  projector  that 
looks  great — even  with  the  lights  on.  For  a  free  demo: 
www.infocus.com/avb  or  1-800-294-6400 

The  projector  that  won  PC  Magazine's  Editors'  Choice  Award 
just  got  brighter — the  new  In  Focus  LP425  personal  projector, 
fits  in  the  same  bag  with  your  notebook  and  has  700  lumens 
brightness,  yet  weighs  just  6.8  pounds.  And,  as  the  industry 
leader,  we've  got  a  full  line  of  projectors  to  choose  from, 
including  this— the  world's  smallest. 

InFocus' 

Project  yourself." 


DispuvMate 


AIIXASINSISUMEimTKHNOLOGY       Best  image  Quality  DLP 


J^obility 

io<is  w  (    n  n  e  r 


EDTTORS' 
GHOHX 
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YOU'VE  GOT  TO  SEE  IT  IN 


EPSON 


COLOli 


HOW  SOMETHING 
SO  SMALL 


CAN  MAKE  SUCH  A 
BIG  IMPRESSION. 


em  Association  Annua!  Sales  Meeting 


THE  POWER  TO  ADD  IMPACT  TO  ANY  PRESENTATIOll 


When  you're  looking  to  make  your  presentation  sparkle,  nothing  dazzles  an  audience  quite 
an  EPSON'  high-performance  projector.  Using  state-of-the-art  technology,  EPSON  gives  you 
power  to  present  your  ideas  anywhere,  using  virtually  any  kind  of  computer -even  with  the  lig 
on -for  images  that  are  as  strikingly  bright  on  the  screen  as  they  are  on  your  computer.  Just  a  whj 
lot  bigger!  All  this,  packed  into  a  unit  that's  as  easy  to  use  as  it  is  to  carry.  For  extra  confidence  on 
road,  we  offer  quick  technical  help  through  our  exclusive  PrivateLine?'  And  if  that  help  means  getting  ^|| 
a  replacement  projector,  our  Road  Service  Program  can  usually  deliver  one  within  24  hours. 

For  a  free  video  or  more  information  on  where  to  buy  or  rent,  call  1-800-442-1977  and  ask 
operator  3111,  or  visit  our  website  at  www.epson.com.  You'll  see  why  a  presentation  given  with  < 
other  projector,  just  wouldn't  be  as  brilliant. 


tele; 
181  m 


800x600  resolution.  1024x768  resolution.  1024x768  resolutloi 

750  lumens;  14,5  lbs.  650  lumens:  14.7  lbs.  1200  lumens;  13.8  lb 


cP^O^^  I.,  3  registered  trademark    Seiko  Epson  Corp  PowerLite,  SizeWise  and  PrivateLine  are  trademarks  of  Epson  America,  !nc  Road  Service  Program  va'id  in  US  and  Canada  only  and  is  included  while  under  EPSON'S  warranty  ©1998  Epsor  A 
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najor  presentation  for  all  ol 
/our  best  customers  —  you  are 
:areful  to  pick  the  right  setting. 
5ize,  location,  furnishings,  facili- 
ies,  and  cost  all  have  an  impact 
m  your  choice 

In  the  same  way,  you  want  to 
nake  sure  that  you  have  the 
ippropriate  support  devices  on 
land  to  deliver  the  maximum 
mpact  from  your  presentation. 
Vnd  when  it  comes  to  LCD  pro- 
ectors,  NEC  Technologies  stands 
eady  with  a  wide  range  of 
vlultiSync  projectors  that  fit  a 
vide  range  of  settings  and  cir- 
:umstances. 

For  example,  a  mobile  sales 
)rofessional  needs  a  lightweight 
)rojector  that  is  simple  to  oper- 
ite.  Computer-based  presenta- 
ions  are  getting  more  and  more 
omplex  with  soundtracks  and 
ligitized  video  clips,  so  the  pro- 
ector  needs  to  have  sound  sup- 
port. It  will  only  be  used  with  a 
ingle  computer  at  a  time  — 
isually  a  portable  —  so  the  con- 
lections  and  controls  can  be 
implified. 

In  contrast,  a  projector  in- 
ended  for  use  in  a 
raining  facility 
.eeds  to  be  read\ 
0  accept  signals 
rom  a  range  of 
nput  devices,  in- 
luding  computer 
lata    and    video,  switching 


effortlessly  between 
them.  It  needs  to  be 
able  to  handle  dif- 
erent  image  resolu- 
tions, and  must  be 
easy  to  operate 
l  emotely.  And  most 
important  of  all,  the 
projector  has  to  be 
bright  enough  that 
you  can  leave  the 
room  lights  on;  not  only 
does  this  help  the  participants 
take  notes  on  the  content,  but  it 
keeps  the  "snooze  quotient" 
lower  for  after-lunch  sessions. 

The  prompt  sharing  of  infor- 
mation has  become  a  vital  part 
of  business  today,  and  com 
panics  are  moving  away 
from  the  traditional 
large  screen  televisions 
and  slide  projectors  to 
the  more  immediate 
and  versatile  LCD 
projectors.  NEC  understands 
that  choosing  the  right  projector 
depends  on  understanding  the 
application,  whether  it's  for 
boardroom  presentations  or  for 
high-resolution  control  room 
installations. 

A  SUCCESSFUL  IMAGE 

www.  pioneer usa .  com 

Image  is  important  to  any  busi- 
ness, but  for  Jim  Hackett,  the 
image  is  everything.  His  compa- 
ny, Show  Systems  of  Valencia, 
California,  provides  business  and 
industry  with  display  solutions 
for  applications  ranging  from 


boardroom  presentations  to  com- 
plex multimedia  displays  for 
major  entertainment  venues. 
"Our  clients  need  projectors  with 
bright  light  output.  The  image 
has  to  have  terrific  color  balance 
and  depth.  We  need  to  project 
images  that  can  really  reach  out 
and  'spank'  the  screen." 

In  the  past,  Jim  has  relied 
heavily  on  CRT-based  projectors, 
but  their  low  light  output  has 
severely  limited  their  utility.  But 
now  he  has  something  new  in 
his  bag  of  technical  tricks:  the 
Pioneer  RVD-XG 10. 


.3 1  u  prujector 


-0  projectc 


This  LCD  projector  is  rated 
at  800  lumens,  yet  weighs  less 
than  19  pounds  and  only  uses  a 
150  watt  lamp.  LJnlike  tradition- 
al LCD  projectors  that  block 
most  of  the  lamp's  light,  the 
XGIO  uses  a  special  microdis- 


LJon't  overload  a  visticil 
with  information;  the 
image  should  support  your 
main  point,  not  provide 
every  detoii.  Keep  pie 
charts  to  1  0  segments  or 
less.  Use  no  more  than 
four  different  data  lines  on 
a  line  chori'.  Keep  bulleted 
text  items  short  -  six  words 
or  less  --  and  use  no  more 
than  five  or  six  lines  of  text 
per  image. 
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Repetition  is  u  powt^i.iji 
tool.  Create  ail  your  visuals 
so  that  they  have  a  similar 
appearance.  Repeat  a 
phrase  to  signal  each  time 
you  reach  a  key  point. 
AAake  gestures  that  ore 
consistern  with  your  con- 
tent. Once  you've  macie 
these  elements  famiuor  to 
your  audience,  you  con 
break  that  pattern  for  extra 


play  panel  —  developed  by 
Pioneer  —  that  reflects  the  light. 
Pioneer's  Digital  Reflective 
Imaging  (DRI)  technology  can 
use  as  much  as  92  percent  of  the 
light  from  the  lamp. 

As  far  as  Jim  Hackett  is  con- 
cerned, the  proof  is  on  the 
screen.  "We  get  strong  blacks  and 
solid  whites  for  wonderful  con- 
trast. It's  remarkable  how  clean 
the  image  is,  especially  for  text 
and  spreadsheet  images  that 
require  exceptional  detail.  The 
reflective  technology  smoothes 
the  image  between  pixels  so 
you  don't  see  an  image  made 
up  of  'tiny  colored  bricks'  like 
you  do  with  many  LCD  pro- 
jectors. The  projector  sells 
below  the  $10,000  price  point, 
which  makes  it  attractive  for 
many  business  presentation 
applications.  We  get  CRT  image 
quality  at  high  brightness  and  a 
great  price." 

Jim  also  recommends  the 
Pioneer  XGIO  to  business  pro- 
fessionals because  of  its  ease  of 
use.  And  thanks  to  its  light 
weight,  the  unit  offers  traveling 
professionals  a  portable  display 
solution. 


Philips 

ProScreen  projector 


THE  BRIGHT  BELLE 
OF  BELLSOUTH 

www.philipslcd.  com 

BellSouth  Telecommunications 
has  earned  its  leadership  posi- 
tion in  the  South  through 
state-of-the-art  tech 
nology.  But  this 
poses  special 
challenges  for 
the  company's 
training  facili- 
ties; Philips 
ProScreen  4600 
projectors  are  an 
important  part  of 
the  solution. 

"We  know 
that  projectors  are  worth  their 
weight  in  gold  for  training,  but 
they  have  always  been  far  too 
cost-prohibitive  and  cumber- 
some," says  Ed  Coon,  man- 
ager/team leader  for  BellSouth 
Telecommunications.  "Now,  with 
Philips  ProScreen  projectors,  we 
have  state-of-the-art  technology 
in  a  portable  unit  and  at  an 
affordable  price." 

The  trainers  needed  to  create 
images  that  were  large  enough 
for  the  entire  class  to  view  com- 
fortably, with  sufficient  resolu- 
tion to  show  the  detailed  images 
required  by  the  CAD  software. 
And  the  image  had  to  be  bright 
enough  that  it  could  be  seen 
with  the  room  lights  on. 
According  to  Coon,  "The  Philips 
projectors  were  the  only  por- 
table units  we  found  which 
offered  such  brilliant  resolution." 

Philips  projectors  use  Ultra 
High  Performance  (UHP)  lamps, 
technology  that  was  developed  by 
Philips  to  provide  brighter  images 
and  longer  lamp  life  with  better 
efficiency  than  standard  metal 
halide  lamps.  The  ProScreen  4600 


Endurance  model  has  a  lamp 
rated  for  8,000  hours  of  use 
which  can  lower  operating  costs 
to  nearly  one-fourth  that  of  con- 
ventional lamps. 

BellSouth  has  also  learned  that 
they  can  depend  on  Philips 
for  support. 
"Within  less 
than  two 
hours  after  a 
lamp  failed, 
our  Philips 
dealer  CMS 
had    a  loaner 
Philips  projector  to 
us  so  our  class  could 
continue,  and  within  24 
hours  Philips  had  a  brand 
new  ProScreen  projector  to 
replace  the  other  unit.  Now  that's 
impressive  service,"  says  Coon.  I 


:  !S!cians  will  teli 
ay  to  make 
of  a  solo  is  to  sto' 
and  finish  strong 
holds  true  for  a  p- 
tion.  Start'  with  your  t 
up  and  your  best  attention- 
grabbing  material,  and 
then  work  up  to  a  big  finish 
so  the  audience  under- 
stands the  point  that  you 


This  supplement  was  prepared  by  Knowledge 
Industry  Publications,  a  subsidiary  of  Phillips 
Business  Information,  Inc.,  publisher  of  AVV/deo 
Multimedia  Producer  magazine. 
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Yes,  Yes,  Yes,  and... Yes! 

e  New  Series  of  ProScfeen™  Projectors. 


this  bulb  fasts  4000  hoi 
s  75%  of  its  brightness? 


M 

r 


'Does  it  really  work  with  every  type  of 
computer  at  ar\y  resolution?" 

,  ,  -Your  IT  people 


67/  the  infrared  receiver  allow  me  to  move 
he  room  when  I  train?" 

-Your  training  people 


a 


4& 


.ook  Good 

Philips  ProScreen  multimedia  projectors  continue  to  provide  liigh-end 
performance  unparalleled  in  the  industry.  Introducing  the  ProScreen 
4750,  the  ultimate  multimedia  projector  that  meets  the  highest 
demands  of  the  presenter.  With  the  Philips-developed  UNESCO™ 
and  UHP  lamp,  the  4750  delivers  pin-sharp  resolution  and  top-quality 
pictures  even  at  workstation  level, 
■eel  Comfortable 

With  the  rugged  design,  toll-free  support,  and  24-Hr.  Road  Site 
Assistance,  Philips  provides  Exceptional  value  with  Total  Assurance. 

For  more  information  call:  800-504-9978  or 
visit  our  website  at  http://www.philipslcd.com 

;©1998  PhiI;DS  Electronics  North  America  Corooration 


d.  No  matter  what  field  you're  interested  in,  there's  a  MultiSync® 


projector  that's  right  for  you.  Audiences  will  marvel  at  the  vivid  imagery  that  comes  with  our  AccuBlend'"  technology.  You'll  love  the  ease 

of  use,  the  reliability,  and  the  assurance  of  our  InstaCare^  24-hour  replacement  guarantee!  The  complete  line  of  MultiSync  projectors.  There's  one 


Brightness  Resolutions  Supported  .Applications 

MultiSync  LT  Series     600-900  lumens       640  « 480-1280  x  1024  Ultraportable  design. 

witti  AccuBlend  Road  warriors,  your  projector  is  ready. 

MultiSync  MT  Series    900-1300  lumens      640  x  480-1280  x  1024  Perfect  for  conference/l)oard  room; 

witfi  AccuBlend  smart  choice'tor  training  and  classrooms. 


MultiSync  GT  Series     600  lumens 


640  X  480-1600  X  1200  Maiies  high-end  CAO/CAM 
with  AccuBlend  presentations  come  to  life. 


for  your  exact  needs,  whether  you're  projecting  first 
quarter  earnings  or  the  fourth  quarter  score. 
NEC  Technologies.  Expect  more.  Experience  more. 


NEC 


f  > 


NEC  Technologies 


To  learn  more,  and  enter  to  win  a  20"  MultiSync  LCD  monitor,  call  toll-free  (877)  487-8555.  Or  visit  us  at  www.nec.com/nectech/mtlt. 


overnment 


PORTALS  OF  POWER 

Franklin  Haney  (left)  paid  ex- 
Senator  Sasser  $1.8  million  for 
help  on  real  estate  deals  like 
the  Portals  building  (above). 
Now,  four  probes  are  looking 
into  Sasser's  role. 


r  ESTIGATIONS 


OUGH  QUESTIONS 
OR  AN  AMBASSADOR 

I  Sasser  may  step  down  as  envoy  to  Beijing.  Why  now? 


nee  former  Tennessee  Senator 
I  James  R.  Sasser  was  settled  in 
as  U.S.  Ambassador  to  China,  it 
didn't  take  long  for  Franklin  L. 
ey,  his  good  friend  from  Chat- 
oga,  to  pop  up  in  Beijing.  In  the 
of  1996,  Sasser  rolled  out  the  red 
et  for  Haney  and  his  wife:  They 
ed  in  the  ambassador's  residence, 
icked  at  the  Great  Wall,  and  took 
ping  trips  to  the  caslmiere  mai'kets 
t,  silk  stalls. 

nd  why  not?  Franklin  Haney  is  well 
ii  ected  in  Washington.  For  starters, 
I'l  "  a  longtime  friend  of  Al  Gore  and 
served  as  an  aide  to  the  Vice-Pres- 
t's  father,  Albert  Gore  Sn,  when  he 
(  U.  S.  Senator  from  Tennessee.  Now 
rosperous  real  estate  developer, 
\  ey  had  also  been  a  generous  con- 
i  itor  to  Sasser's  four  Senate  cam- 
►  ns  and  had  employed  Sasser  in  the 


yeai-  between  his  upset  loss  and  his  con- 
firmation as  ambassador  Sasser  even 
worked  out  of  Haney's  Washington  of- 
fices, just  a  stone's  throw  from  the 
Wliite  House. 

But  those  12  months,  and  the  $1.8 
milhon  Haney  paid  Sasser  duiing  that 
period,  may  come  back  to  haunt  the 
ambassador  Tlie  Justice  Dept.,  the  State 
Dept.,  and  House  and  Senate  commit- 
tees are  all  looking  into  various  aspects 
of  Sassei''s  work  for  Haney,  and  whether 
it  was  properly  disclosed. 

Earlier  this  month,  Sasser  "unoffi- 
cially" notified  the  State  Dept.  of  his 
desire  to  leave  Beijing  at  the  end  of 
the  year.  Wliy  resign  such  a  high-profile 
post  just  21^  years  into  a  surprisingly 
successful  teniu'e?  Sasser's  decision  is 
based  on  personal  reasons  and  has  noth- 
ing to  do  vwth  his  work  for  Haney,  says 
Sasser  spokesman  James  Pratt. 


But  sources  say  that  Justice  is  in- 
vestigating two  of  Haney's  real  estate 
deals  in  which  Sasser  sei-ved  as  an  ad- 
viser. One  involves  a  Haney-owned 
building  in  Chattanooga  that  is  leased  to 
the  Tennessee  Valley  Authority  and  the 
other  a  controversial  government  lease 
on  the  Portals  II  building  in  Washing- 
ton, half-owned  by  Haney. 

A  State  Dept.  official  says  Sasser's 
major  problem  is  that  he  did  not  dis- 
close to  the  Senate  or  the  State  Dept. 
that  Haney  agreed  to  pay  him  a  $1  mil- 
lion contingency  fee  if  a  $120  iniUion  con- 
stmction  loan  for  the  Portals  building 
went  through.  Sasser  reported  the  pay- 
ment once  he  received  it,  but  by  then  he 
had  been  sworn  in  as  ambassador  Sass- 
er's problem  is  fiuther  complicated  by 
the  fact  that  he  and  Haney  signed  a 
retroactive  agreement,  stipulating  how 
much  Sasser  would  be  paid,  more  than 
two  weeks  after  his  Jan.  11,  1996,  swear- 
ing-in. On  a  financial  disclosure  form, 
Sasser  also  undeireported  his  monthly 
income  from  Haney  by  a  total  of 
$300,000,  but  he  con-ected  the  eiror  in  a 
recent  memo  to  State  Dept.  lawyers, 
saying  the  omission  was  inadvertent. 

Ethics  laws  require  nominees  to  dis- 
close all  income,  assets,  and  arrange- 
ments for  payment.  They  also  forbid 
federal  officials  from  eaiTiing  outside  in- 
come once  they  are  sworn  in.  Senate 
Foreign  Relations  Committee  Chairman 
Jesse  Helms  (R-N.C.)  on  Aug.  20  asked 
State  Dept.  Inspector  General  Jacquelyn 
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L.  Williams-Bridgers  to  investigate 
whether  Sasser  had  violated  ethics  laws. 

Separately,  the  House  Commerce 
Committee's  subcommittee  on  oversight 
&  investigations  is  seeking  Sasser's  tes- 
timony as  part  of  its  10-month  investi- 
gation into  whether  Haney  received  fa- 
vorable lease  temis  on  the  Portals  in 
exchange  for  campaign  contribu- 
tions. Besides  Sasser,  Haney  re- 
tained Peter  S.  Knight,  fomierly 
a  top  Gore  aide  and  chaiiTnan  of 
the  '96  Clinton-Gore  reelection 
effort,  to  work  on  the  Portals 
lease.  Knight,  too,  received  $1 
million  from  Haney  after  the 
$400  million  Portals  deal  closed. 
Ai'ound  the  same  time,  Hane\ 
and  his  lawyer  funneled  $250,(Hfn 
to  five  state  Democratic  parties, 
whose  records  were  subpoenaed 
in  July  by  the  .Justice  Dept. 
Haney,  a  lifelong  Democrat  who 
once  ran  for  a  Tennessee  House 
seat,  denies  his  donations  played 
any  role  in  the  Portals  deal  or 
that  any  Democratic  politician 
interceded  on  his  behalf. 

Still,  it  all  adds  up  to  one  big 
legal  headache  for  pol-turned- 
diplomat  Sasser.  E.xpectations 
were  low  when  he  fii'st  amved 
in  Beijing  in  the  spring  of  1996, 
still  trying  to  master  the  nu- 
ances of  U.  S.-China  policy  and 
gTappUng  with  the  language.  But 
when  the  late  June-early  July 
summit  between  Pi-esidents  Clin- 
ton and  Jiang  Zemin  went  off 
without  a  hitch,  Sasser  got  high 
marks.  So  his  sudden  request  to 
return  to  the  U.  S.  has  taken 
China  hands  by  suiprise. 
TVA  TIES.  Sasser,  62,  sj^ent  18 
years  in  the  Senate — six  of  them 
as  Senate  Budget  Committee 
chairman.  But  Tennessee  voters 
turned  him  out  of  office  in  the 
f;op  onslaught  of  1994.  The  blow 
was  softened  when  he  was  nom- 
inated for  the  Beijing  post.  To 
top  it  off,  home-state  pal  Haney 
agi-eed  to  pay  him  a  $100,000-a- 
month  retainer.  His  assignment: 
woi'k  on  several  pending  real  es- 
tate deals  while  awaiting  Sen- 
ate confu-mation. 

One  of  Sasser's  very  first 
tasks  was  to  help  Haney  per- 
suade the  Tennessee  Valley  Au- 
thority to  renew  leases  on  five 
Haney-owned  buildings,  includ- 
ing the  17-stoiy  Chestnut  Street 
Tower  in  Chattanooga.  In  the 
summer  of  '95,  Haney  wanted 
the  TVA — the  federal  agency  that 


is  the  nation's  top  electric-power  pro- 
ducer— to  renew  the  Chestnut  Street 
lease  for  a  second  10-year  tenn  even 
though,  according  to  tva  documents,  the 
agency's  staff  informally  recommended 
terminating  it  as  a  money-saving  mea- 
sure. A  lease  worth  almost  $17  million 
was  signed  that  November  anyway. 


TAKING  AN 


THE  SASSER  FILE 

JANUARY,  1995  Having  lost  his  Senate  seat,  Sasser 
opens  a  law  practice.  Developer  Franklin  L.  Haney 
becomes  his  major  client,  paying  Sasser  $100,000  a 
month  for  help  on  government  real  estate  deals. 

AUGUST,  1995  Sasser  and  Haney  meet  with  top 
GSA  officials  and  ask  for  crucial  changes  in  a  lease 
on  the  Portals  building,  intended  to  house  the  FCC. 
Sasser  later  meets  with  top  officials  at  the  FCC  and 
0MB,  also  on  Portals  issues. 

SEPT.  22,  1995  President  Clinton  nominates 
Sasser  to  be  ambassador  to  China. 


OCTOBER,  1995  Haney  says  he  and  Sasser 
agreed  verbally  that  Sasser  would  be  paid  a  con- 
tingency fee  if  a  $120  million  construction  loan 
for  the  Portals  building  was  finalized.  Sasser  does 
not  reveal  agreement  in  his  confirmation  hear- 
ings. And  Sasser  fails  to  report  $300,000  out  of 
$800,000  Haney  had  paid  him. 

DEC.  14,  1995  Senate  confirms  Sasser. 

JAN.  11,  1996  Sasser  is  sworn  in  as  ambassador. 

JAN.  26,  1996  Sasser  and  Haney  sign  an  agree- 
ment in  which  Haney  will  pay  Sasser  $1  million  for 
his  1995  work  on  government  leases  and  the  Por- 
tals building.  Agreement  is  retroactive  to  Jan.  1, 
1996 — after  Sasser's  confirmation  but  before  his 
swearing-in. 

APRIL  26,  1996  Haney  sends  Sasser  check  for 
$1  million. 

DATA:  BUSINESS  WEEK.  CONGRESSIONAL  TESTIMONY,  STATE  DEPT.  DOCUMENTS 


Through  spokesman  Pratt,  Sas^ 
says  he  "may  have"  talked  to  tva  Che 
man  Craven  H.  Crowell  about  renewi 
the  lease.  Crowell  had  served  Sas^ 
from  1977  to  1983,  first  as  press  sec 
tary  and  then  as  chief  of  staff.  Sass- 
had  interceded  with  the  Clinton  A 
ministration  to  help  Crowell  get  the  i 
job  in  1993,  says  a  govemmt 
source.  Crowell,  through 
spokesman,  denies  wrongdoii 
and  declines  to  say  if  he  e\ 
discussed  the  lease  with  Sass 
While  a  knowledgeable  soui 
says  the  Justice  Dept.  is  lo{ 
ing  into  the  lease  renewal,  Sa 
er's  Portals  dealings  might  bt 
bigger  problem.  Foreign  Re 
tions  Chairman  Helms  wants 
know  if  Sasser,  in  October,  19' 
intentionally  misled  the  Sen;i 
and  the  State  Dept.  by  not 
vealing  his  work  on  the  Porti 
Even  then,  the  Portals  wa; 
controversial  pi'oject,  and  Sa 
er's  involvement  might  haj 
raised  eyebrows.  At  the  tin 
the  Federal  Communicatic 
Commission  was  supposed 
move  into  the  Portals  but  w 
resisting.  A  succession  of  FC(  ' 
ficials  and  many  of  its  employe 
disliked  the  building's  location' 
southwest  Washington.  A 
some  congi'essional  Republic;  ' 
also  didn't  want  the  FCC 
move,  hoping  instead  to  do^ 
size  the  agency  and  loosen 
grip  on  the  telecom  industry. 
RESCUE.  In  mid-1995,  Haney 
tered  the  picture,  hoping  to  rj 
cue  the  faltering  project. 


Haney  wanted  changes  in 
lease  negotiated  in  1994  bji 
previous  developer,  especial! 
fixed  date  for  payments  to  be 
and  a  clause  guaranteeing  tl 
I'ent  would  continue  unint 
rupted  even  in  case  of  fire 
other  severe  damage.  Han 
wanted  to  finance  the  project 
selling  tax-exempt  bonds,  bad* 
by  the  government's  montl 
j'ent  payments,  and  both  chanj 
were  needed  for  a  favora 
bond  rating.  To  negotiate  th( 
changes,  Haney  or  his  represi 
tatives  met  over  a  dozen  tin 
with  officials  of  the  gsa  and  o 
er  federal  agencies. 

Sasser  attended  at  least  ft 
of  those  meetings  but  failed 
mention  them  during  his  con 
mation.  In  the  fall  of  1995, 
example,  he  met  with  the  0: 
of  Management  &  Budget  offii 
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who  oversees  the  gsa  and  with  the 
FCC  Chaii-man  Reed  E.  Htmdt.  (Tlie  F 
under  Hundt  agreed  later  that  year 
occupy  the  building  but  has  since 
sumed  its  opposition  even  though  t 
federal  government  has  already  p- 
out  $14  million  in  rent.)  Sasser  did 
close  two  meetings  at  the  GSA  to  disc" 
construction  of  an  office  building 
pailial  GSA  use."  He  did  not  say  that 
building  in  cjuestion  was  the  Portals. 

And  Sasser  failed  to  disclose  of 
items.  On  Aug.  4,  the  same  day  a  Ho" 
panel  made  public  a  doctiment  shov 
Haney's  payments  to  Sasser,  the  a 
bassador  sent  State  Dept.  lawyers 
memo  revealing  that  he  failed  to  rep 
$300,000  of  his  1995  income  from  Han 
Sasser  wi"ote  that  the  money  "was 
advertently  not  recorded  as  a  deposit 
my  law  office's  check  register."  An  a' 
to  Senator  Helms  says  the  commit 
was  misled  by  Sasser  about  his  Port 
involvement.  "It  smells,"  the  aide  sa 
ILLEGAL  FEE?  House  Commerce  Co 
mittee  Republicans  also  consider  s 
eral  aspects  of  the  Portals  deal  un 
voiy.  Haney  msists  the  $1  million  fee 
paid  Sasser  was  for  Ms  work  in  seen 
the  $120  million  loan  for  Haney  to  c 
plete  the  Portals  project.  But  after  s 
ing  through  thousands  of  subpoen 
documents,  committee  staff  have  fo' 
no  proof  that  Sasser  actually  wor 
on  the  constiuction  loan.  And  the  "p 
fessional  services  agi'eement"  in  w' 
Haney  pledges  to  pay  Sasser  $1  mil 
refers  to  Sasser's  work  on  the  Po' 
lease  as  well  as  the  construction  lo 
Says  Joe  Barton  (R-Tex.),  chainna" 
the  House  oversight  subcommittee:  ' 
Sasser  apparently  had  nothing  to 
with  getting  the  loan  and  everyt' 
to  do  with  getting  the  changes  in 
lease"  ci-ucial  to  the  bond  sale.  Un 
federal  law,  it  would  be  illegal 
Haney  to  pay  Sasser  a  contingency 
on  a  government  contract. 

Sasser  denied  to  Senate  and  St 
Dept.  lav/yers  that  he  had  ever  lobt 
any  federal  agency  while  a  private 
zen.  But  on  Aug.  4,  Haney  told 
House  Commerce  subcommittee: 
needed  somebody  to  get  me  taken  s 
ously.  Mr.  Sasser  gave  me  instant  ci 
ibility.  People  would  stand  up  when 
walked  into  the  room,  and  they  woul 
if  I  walked  into  the  room." 

Now  it's  Sasser's  credibility  tha 
at  issue.  After  a  long  career  in  the 
ate  and  a  triumphant  turn  as  a  di 
mat,  at  least  four  inquiries  await 
ambassador  when  he  returns  to  ! 
U.S.  That  is  certainly  not  the  welcir 
home  he  might  have  been  expectinj. 
By  Paula  Duryer  in  Washinij' 
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Manners 


FOR  MORE  INFORMATION  CALL  1-800-GO-C 


-  Computer  in  every  dorm  room 

-  Full  athletic  program 

-  Band,  Fine  Arts,  and  Aviation  | 

-  Affordable  Tuition 

-  Located  on  Lake  Lanier  in  Nor| 

-  www  cadet, com 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPUCE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  60611 


Executive  Gifts 


imrock  4  in  1  System  Pen 


NAGEMENT  TOOL 


Here  are  proven  techniques 

•  For  a  positive  response 
sign  your  name  in  blue 

•  To  emphasize,  highlight 
&  edit,  use  red  ink 

•  For  reproduction  use 
black  ink 

•  Where  changes  may  be 

needed,  use  pencil 

Shamrock  4  in  1 
System  Pen 

Blue,  red,  black,  ball 
point  pens,  and  0.5mm 
pencil.  Great  gift  idea 
Price  includes  engraved 
company  or  personal 
name.  Shipped  in  gift 
box/.5  working  days. 
Unconditionally  guaranteed 

Only  $60  prepaid 

I  quantity  discount  )  MC/Vi.sa 

Shamrock  Pens 

Tel  760-770-0266 
Fax  760-770-7896 


irporate  Gifts/Apparel 


inim  Shirts  As  low  As...$  ]  8' 

.fOR  FREE  CATALOG  800-670-3050 


EmWidtred  Inuge  Appiifl 


*  .  .a.  s.p  m  ri.v  e  r  .  t  o  m 


Corporate  Gifts/Premiums 


NO  time  to 
wait  for  a 
catalog? 


I  Order 
I  thousands 


■a  ^  ^ 


of  iiiipriiitably 
biisiiie-ss  gifts  online 
...  24  hours  a  day. 

PROMOMART 

www.promomart.com/bw 

i:iiU'i  luoiiiiiij  to  \\u\  ^\.mi  ill  Biii^! 

Visit  ii'ti'ir  iiiriiiimniirt. coin  fill'  now 


Stress  Relief  Products 


Panasonic  -  The  Finest  In 
Shiatsu  Massage  Chairs 


*  Have  Your  Own  Personal 
Massage  ^^^^^ 
Therapist;  Day-  ^^^SBHP 
Night/Otfice-Home.  „. 

'Get  Full  Details  today! 
Panasonic  Massage  Chairs  Direct 
Traditional  or  Contemporary  Styles 

L  Nationwide  800-353-991 7 J 


Travel 


Roiiif  fiori'iitf  VfiiKi'  Escorted 

Tiisfdii)'  I'mhtia  iicih  tnttfc  nf 
.\mlfi  Coast  tiitfDiilrifl     lOUrS  OI 

(  ARAVELLA  .  Kaly„ 
r=I  I  V|j\  in  small 

seeitaly.com  grOUpS. 

Free  Brochure:  888-665-2112 


WHOLESALE 
PRICES  TO  ASIA 

Corporate/Individual 

1-800-886-5944 

www.pacifictravel.com 


Hair  Replacement  Products 


MAGIC  COMB 

Pulse-Electro  Therapy 
for  thinning  hair 

$85 

(includes  shpg) 

'  British  Columbia  School  of  Medicine 
research  shows  96%  effectiveness 
'  Stimulates  dormant  hair  follicles  to  grow 
'  Rogaine®  users  increase  results  with 
Ivlagic  Comb  by  up  to  300% 

1  -800-842-4096 
Fax  619-530-2999 


Golf  Resorts/Vacations 


A  1  I  I  S  (jktA  I  tsi 
\  ui  MiDR'  mhiniLilmii 
viMl  uur  web  bite  Jt 
www-infinitydub.com 
„rui  1-800-727-7388 


ft.  LawieniaU'f  Only 
All  /ru^umt  (jv^  fi^rt 
Your.houeoflifoursfs 
mcbulmg  chf  Imrrrary  East 

Rixm  Meak  -  Gdf  -  I  ouib 
All-In(  ll  did 

6mi  S 1 1 S  per  poxai/po  nf^ 


Home  Furnishings 
F    Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save,  in  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMCWAY  FURNHXIRE  COMPANY 
RO.  BOK  1548,  Mt.  Airy,  NC  27030 
^  |800|  334-9094  (336)  786-6151  ^ 


Publishing  Services 
Publish  Your  Book 

7.')-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  wi\te  Dorrance- 
BW,  1)43  Smithheld,  Pittsburgh,  PA 
or  tall  1  K()0-h9,5-9.'i;»;) 

Education/Instruction 


OXFORD  INTERNATIONAL  UNIVERSITY 


Colege  Degree  by  Distance  Learning 

*  B.8.,  B.A.,  B.B.A.  M.S.,  M.B.A.,  -  Ph.D. 

*  Accredited  by  AEC8  &  KDE 

*  Credit  lor  Me  exp  /  Scholarships 
Prestige  ft  Success  through  education 


CALL  TOLL  FREE:  1 877  5-OXFORD ; 


MBA  BY  Distance  Learning 

Maior  British  university  uHers  du.iedited  MBA,  iiu 
Bdtlielor's  or  GMAl  needed  Chosen  by  tLonuniisI 
IntelligeiiLe  Unit  as  one  ot  world  s  best  MBA  piuyi  ji  ns 
HERIOl  WATT  UNIVERSITY  1  (800)  MBA-0707 
North  American  Distiibutoi  I  Ask  toi  ext  2U 
6921  Stockton  St.  Suite  2,  El  Ceriilo,  CA  94530 
For  Immediate  FaxBack  literature:  from  your 
tax  machine's  phone,  call  (510)  486-8900. 


MONTICELLO^ 
UNIVERSITY 


The  Practitioner's  MBA  &  JD 
Programs.  Accredited 
Doctor,  Master,  Bachelor. 
www.moiiticello.edu 
Fax  913-661-9414 
800-405-7935 


'^Earn  Your 
Degree  At  Home 


B.S./M.S.  Degree  Programs: 
•  liuMiif.N  &  Hcilrh  .■Kdmiii  'l  ..n.|Hiui 
VitlKt  •Hum   Kes  Msnu- 
.l-MMn.nnK-maH-.iig  -Otcup  SjKu  tk 
Hcjilh      riiiiMul  lusiKe  (.gUtorF'ee 
Certification  Programs       Cala10?V®j,  .41^ 

1 8U",r8''w 


1  liable 


Business  Opportunities 


GONSULTANTS 


International  firm  expanding  in  US 
needs  independent  consultants  to 
represent  our  company.  We  offer 
some  of  the  Tioest  Training  and 
Development  processes  available 
today.  Very  high  income  potential. 
Extensive  training  and  support. 
Management,  marketing,  or  con- 
sulting experience  helpful.  Send 
resume  or  brief  personal  history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.E.  Rollins,  VP  Development 
Department  BW98 
31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


Education/Instruction 


University  Degrees 


Bachelor's,  Master's,  Ph.D.s 
Taking  courses  using  texts/phone/ 
mail/Email.  No  classes.  Low  costs. 

Columbia  Pacific  UNivERsm 

105  Digital  Dr.,  Novate,  CA 
94949 
800-552-5522 


The  Leader  in  Distance 
Learning  for  20  Years 


♦Associate-Bache(or«Master»Doctor 

Business  (Mgml,  HRM,  Health  Care) 
Management  ol  Technology 
Pschology,  Law 
Southern  California  University 
tor  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 
800-477-2254      vww  scups  edu 


AWARD  WINHIHG 


EDUCATION 

MBA  &  MS  Degrees 
Executive  Educalien 


800.441.4746 

 YmwJsimu.edo 

Accredited  by  ttie 
Distance  Educahon  Tratning  Council 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)484-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKHPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


kij 


The  Oxford 
Advanced 
Management 
Programme 


Presents  a  global  overview  of  the  business  Enterprise  and  its  strategic  challenges.  Oxford'^ 
four- week  AMP  provides  a  unique  opportunity  to  stand  back  and  pursue  your  own  learning 
agenda,  assisted  by  a  top  class  team  of  individual  tutors  and  in  the  company  of  some  of  the 
most  international  and  high  calibre  senior  executives. 


BUSINESS  AT  OXFORD 


27  September  -  25  October  1998;  10  January  -  7  February  1999 


Return  to  Maureen  Campbell,  Teinpk  ton  College,  Oxford.  0X1  5NY.  UK 
Please  send  details  of: 

I"  ~|  The  Oxford  Advanced  Management  Programme 
□  The  Oxford  MBA 

Name:  Address:  


Templeton 


c 

mm 

Tel: 


Fax: 


Email: 


Tel:  +44  (())IH65  422771:  Fax:  +44  (0)1865  422501 

Email:  amp@templeton. oxford. ac.uk:  Internet:  http: //www. templcton.ox.ac.uk 


SAID 


BUSINESS 


SCHOOL 


cience  &  Technology 


ELL  PHONES:  EUROPE 
HADE  THE  RIGHT  CALL 


LECOMMUNICATIONS 


single  digital  standard  gives  it  the  clout  to  shape  the  next  generation  of  wireless  gear 


Ihese  should  be  triumphant  times 
for  Qualcomm  Inc.,  a  scrappy  pi- 
oneer of  digital  cell-phone  tech- 
nology. After  struggling  for  more 
1  a  decade,  the  San  Diego  company 
sold  the  world  on  the  merits  of  its 
liar  technology.  Revenues  will  ex- 
1  $3  billion  this  year — a  tenfold  in- 
ise  in  four  years.  And  in  June,  Eu- 
i  and  Japan  decided  to  adopt 
Icomm's  technology  as  the  basis  for 
:h  more  powerful  phones — "third 
sration"  machines — that  should  be 
lable  early  in  the  next  century, 
ut  for  Qualcomm,  the  victory  is  bit- 
weet.  The  company's  top  officers 
the  Europeans  have  tweaked  the 
iHology  in  a  way  that  will  reduce 
Icomm's  royalty  streams  from  its 
mts  and  make  its  phones  less  at- 
tive  overseas.  Qualcomm  officials 
3  offered  the  Eui"opeans  a  vai-iety  of 
Dosals  and  compromises  in  which 
I  sides  might  prosper,  but  Chainnan 
in  M.  Jacobs  says  its  suggestions 
3  fallen  on  deaf  ears:  "Our  contribu- 
s  were  either  tabled  or  ignored." 
:ualcomm's  travails  are  part  of  the 
lal  straggle  to  settle  on  standards 
will  make  a  cell  phone  usable 
)ughout  the  world.  More 
1  10  years  ago,  Eui 
a  officials  decided 
mplement  a  com- 
1  digital  standard, 
wn  as  GSM  (global 


system  for  mobile  communications). 
While  America  is  a  tangle  of  competing 
phone  standards,  bred  by  its  laissez- 
faire  philosophy,  European  governments 
helped  to  create  a  united  front  led  by 
such  giants  as  L.  M.  Ericsson  and  Nokia 
Corp.  That  alliance  has  soared  to  glob- 
al dominance. 

Now,  as  Qualcomm  is  discovering, 
Europeans  may  call  the  shots  for  the 
next  generation  of  cell  phones,  which 
will  be  able  to  cruise  the  Internet  and 
deliver  live  video  in  as  little  as  three 
years.  Qualcomm  is  crying  foul  and  is 
asking  Washington  for  help.  But  now 
and  in  the  near  future,  Europe  rules 
the  world's  radio  waves.  The  outcome  is 

Phone  Wars 

In  the  fight  over  digital  cell  phones, 
Europe's  committee  approach  beat 

America  in  the  first  round  by 
advancing  a  single  standard,  while 
the  U.S.  gave  competition  free  rein. 
In  the  next  round,  Americans  may 
lose  even  more  ground. 


already  evident  in  China,  the  world's 
fastest-growing  cell-phone  market, 
which  increasingly  takes  its  technolo- 
gy cues  fi'om  Europe. 

For  the  U.  S.,  the  costs  of  playing 
second  fiddle  are  now  painfully  obvi- 
ous. Dataquest  Inc.  figures  that  cellular 
subscribers  worldwide  spent  upwards 
of  $37  billion  on  handsets  last  year. 
That  number  will  shoot  past  $55  bil- 
lion in  2001.  Washington-based  market 
reseai'cher  Strategis  Group  says  most  of 
that  gi'ovvl^h  will  be  in  pliones  built  to 
Europe's  GSM  specs — further  enriching 
Nokia  and  Ericsson.  Of  the  98.6  mil- 
lion digital  cell  phones  produced  last 
year,  58%  were  GSM,  according  to 
Dataquest. 

PARTY  CIRCUIT.  Europe's  success  has  al- 
ready bloodied  Motorola  Inc.,  which  pi- 
oneered two-way  radios,  pagers,  and 
cell  phones.  The  Schaumbiu-g  (111.)  com- 
pany has  fallen  fai'  behind  Nolda  in  Eu- 
rope and  Asia.  Even  in  Noith  America, 
Motorola's  market  share  has  cinimbled, 
falling  ft-om  60%  in  1994  to  34%  today, 
according  to  Herschel  Shosteck  Associ- 
ates Ltd.  in  Wheaton,  Md. 

The  picture  for  Motorola 
and  other  U.  S.  manu- 
facturers could  grow 
even  darker  as  the 
world    migrates  to 
third-generation,  or 
3G.  cellular 

C 


THE  COWBOYS  VS.  THE  COMMITTEE 


•Allowed  four  different  digital 
standards  to  flourish 

•One  of  them,  Qualcomm's 
CDMA,  showed  technical 
superiority 

•None  of  the  four  could  match 
GSM's  huge  subscriber  base 

•Now  U.S.  vendors  are  losing 
market  share  to  European 
rivals 


•Quickly  settled  on  one 
Europewide  digital  standard, 
called  GSM 

•Kept  GSM  license  fees  low  to 
entice  manufacturers 

•By  1997,  had  lured  71  million 
subscribers  in  Europe 

•Evangelized  in  Asia,  enlisting 
10  million  Chinese 
subscribers 

DATA  STRATEGIS  GROUP,  BUSINESS  WEEK 
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QUID  □  j-i 


The  New  Era  of  Content 
and  Communications 


THE 

GLOBAL 

CONVERGENCE 

SUMMIT 


c  a  m  -E  G 


A  Conference  for  Senior  Executives  in 


Convergence  is  back.  With  a  vengeance.  And  what  once  v^as 
a  question  of  bandwidth  is  now  more  a  matter  of  content. 
Of  programmability.  Availability.  And  choice. 

With  a  public  voracious  for  entertainment  and  information,  what 
are  the  opportunities?  The  limitations?  Who  will  benefit  most? 
Cable  companies?  Internet  providers?  Movie  studios? 

Who  will  own  what?  And  will  the  government  intervene?  Will 
governing  bodies  react  with  a  policy  of  laissez-faire?  Or  a  firmer 
hand,  encouraging  markets  or  restricting  them? 

Come  find  out  who  is  best  prepared.  Who  isn't. 

Who  will  prosper  most.  And  who  has  the  most  to  lose. 

On  hand  will  be  corporate  leaders  in  media,  entertainment  and 
communications.  To  speak  their  minds,  share  points  of  view,  and 
answer  these  questions  and  yours  at  the  BusinessWeek  1998 
Global  Convergence  Summit. 

Reserve  your  seat  now.  It  promises  to  be  electrifying. 


October  28, 1998 

The  Waldorf-Astoria  Hotel 

New  York  City 


[ei 
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TED  TURNER 

Vice  Chairman 
Time  Warner  Inc. 


SUMNER  M.  REDSTONI 

Chairman  &  CEO 
Viacom  Inc. 


LEO  J.  HINDERY,  JR. 

President 
Tele-Communications,  Inc.  (TCI) 


SHELLY  LAZARUS 

Chairman  &  CEO 
Ogilvy  &  Mather  Worldwide 


I'LUCiCi-EID  IN 

^itertainment,  Media  and  Communications  Industries 


lOBT-ED  -BY:  Sir  DAVID  FROST,  Award-Winning  Journalist 

KEVIN  K.  CARTON,  Global  Entertainment  and  Media  Practice  Leader, 
PricewaterhouseCoopers 


lL5a  F-E-RTU-RING: 

C  A.  BENHAMOU,  Chairman,  President  &  CEO,  3Com  Corporation 

NARD  D.  BREEN.  Chairman  &  CEO,  General  Instrument  Corporation 

LIPPE  P  DAUMAN,  Deputy  Chairman,  Executive  Vice  President,  General  Counsel, 
Ihlef  Administrative  Officer,  Viacom  Inc. 

:D  FROMM,  President  &  CEO,  Siemens  Telecom  Networks 
RISTIE  A.  HEFNER,  Chairman  &  CEO,  Playboy  Enterprises.  Inc. 
iVEN  J.  HEYER,  President  &  COO,  Turner  Broadcasting  System,  Inc. 
;EPH  P  NACCHIO,  President  &  CEO,  Qwest  Communications 
:VE  PERLMAN,  Co-founder  &  President,  WebTV  Networks.  Inc. 
LOMONTRUJILLO,  President  &  CEO,  U  S  WEST 


KeG15TRf=1TiaN  INFOKrYlflTION: 

To  register  or  for  more  Information  on 

THE  1998  GLOBAL  CONVERGENCE  SUMMIT, 

please  contact  Julie  Terranova,  Registration  Manager 
Phone:  800-682-6007 
Fax:  212-512-6281 

E-mail:  julie  terranova@businessweek.com 
Fax  on  Demand:  800-682-6007,  Document  #40 


■esented  By 


usinessWeek 


In  Partnership  With  Sponsored  By 

PRICEWATeRHOUsEQOPERS  •'''^"^^  Telecom 


Siemens 


Science  &  Technology 


Europe  has  embraced  Qualcomm's  technology-but 
its  standard  bypasses  some  of  the  U.S.  company's  patenti 


phones.  (The  first  two  generations 
were  analog  and  current-style  digital.) 
In  third-generation  phones,  data  trans- 
mission will  be  front  and  center.  Most 
of  today's  cell  phones  transmit  at  a 
top  rate  of  9.6  kilobits  per  second,  but 
3G  phones  will  send  data  at  up  to  2 
megabits  per  second — faster  than  the 
direct  connections  many  people  have 
at  work,  and  easily  fast  enough  to  surf 
the  Web  and  download  software  or 
movie  clips.  Eventually,  product  de- 
velopers predict,  3G  phones  will  even 
manage  videoconferencing. 

The  phones  are  based  on  a  technolo- 
gy called  "code  division  multiple  access," 
or  CDMA.  Concocted  by  the  U.  S.  mili- 
tary and  commercialized  by  Qualcomm, 
it  spreads  specially  coded  signals  across 
a  slice  of  radio  spectmm,  allowing  many 
users  to  share  the  same  scarce  commu- 
nications bandwidth.  You  can  think  of  a 
CDMA  network  as  a 
multilingual  cocktail 
party:  There  are 
many  conversations 
in  progress,  in  dif- 
ferent languages, 
and  listeners  can  fo- 
cus on  one  and  ig- 
nore the  rest. 

It's  no  surprise, 
then,  that  both  Eu- 
ropeans and  Asians 
embraced  cdma  for 
the  third  genera- 
tion. But  Qualcomm  wants  a  standard 
that  would  be  "backward-compatible" 
with  its  e.xisting  CDMA  system.  It  felt 
slighted  when  in  late  January,  the  Eu- 
ropean Telecommunications  Standards 
Institute  (etsi)  endorsed  a  3G  cdma 
standard  that  bypasses  key  Qualcomm 
patents  and  is  incompatible  with  exist- 
ing networl^s  that  use  Qualcomm's  CDMA 
technology.  "They  want  a  technology 
that  lets  them  pi'otect  their  home  tiuf," 
says  Jacobs.  "Then  they'll  build  that  up 
and  continue  to  export."  Nothing  would 
stop  Qualcomm  from  making  and  selhng 
phones  based  on  Europe's  new  stan- 
dard. But  the  company  would  suffer  di- 
minished patent  revenues  and  lose  its 
economies  of  scale. 

GREAT  LEAP?  The  Europeans  say  they 
weren't  trying  to  dodge  Qualcomm's 
patents — they  simply  focused  on  the 
best  technology.  "We  wanted  to  make  a 
major  leap  foi-ward  in  terms  of  capabil- 
ity," says  Ake  Persson,  vice-president 
for  marketing  and  sales  at  Ericsson  Mo- 


bile Systems  in  Stockholm.  "The  stan- 
dards gi'oup  was  not  prepared  to  sacri- 
fice that  just  to  make  the  systems  back- 
ward-compatible." 

The  truth  may  lie  somewhere  in  be- 
tween these  two  views.  Certainly,  Qual- 
comm is  not  without  blame  for  its  cur- 
rent predicament.  The  company  has  a 
reputation  for  setting  license  fees  much 
higher  than  those  the  GSM  group  im- 
poses on  its  members.  "This  has  been 
spoiling  the  whole  thing  from  the  be- 
ginning," says  Thierry  Laurent,  senior 
vice-president  for  communications  prod- 
ucts at  U.  S.  chipmaker  VLSi  Technolo- 
gy Inc.,  an  impartial  supplier  to  all 
camps. 

Nonetheless,  Qualcomm's  tale  of  woe 
dismays  U.  S.  trade  negotiators.  Qual- 
comm executives  note  that  voting  pow- 
er in  ETSI  is  based  on  a  company's 
sales.  So  Qualcomm  ended  up  with  only 


aUALCOMM'S  ADVANTAGE:  THE  SOFT  HANDOFF 


prompted  most  of  Asia,  and  even 
U.  S.,  to  embrace  the  standard. 

In  the  U.  S.,  meanwhile,  Washin 
encouraged  competition.  "Consumel 
are  best  served  when  the  marketpk^ 
determines  the  standards  it  prefcj 
rather  than  government-affiliated  st: 
dards  bodies  like  etsi,"  says  Fedeij 
Communications  Commission  Chairro 
William  E.  Kennard. 

As  America  moves  into  third-gen 
ation  phones,  the  market  will  be 
ther  split  into  four  different  techni 
standards.  There's  no  way  out,  sir 
today's  service  providers  must  ass 
backward  compatibility  with  their  ci 
tomers'  current  telephones. 
ULTIMATUM.  Qualcomm  insists  that 
has  the  resources  and  the  legal  rij 
to  build  on  its  success.  To  do  so, 
banking  on  its  c^DMA  patents.  On  Aug 
Qualcomm  delivered  an  ultimatum 
ETSi:  It  would  w] 


It 


In  analog  and  GSM  cellular  systems,  the 
phone  connection  breaks  momentarily 
when  the  call  gets  "handed  off' 
from  one  cellular  station  to  the 
next.  CDMA  systems  create  a 
new  connection  before 
breaking  the  old  one,  thus 
avoiding  interruption — a 
critical  point  for  data  transfer. 


one  vote.  Last  November,  when  Qual- 
comm finally  got  a  chance  to  put  forth 
its  ideas  formally,  its  proposal  was  the 
last  item  on  the  agenda — and  the  meet- 
ing was  adjourned  before  Qualcomm 
could  make  its  presentation. 

Fifteen  years  ago,  the  situation  with 
Europe  was  reversed.  The  U.  S.  had 
just  one  cellular  standard,  and  Motorola 
was  in  the  driver's  seat  worldwide.  With 
seven  different  analog  standards,  Eu- 
rope looked  more  like  America's  own 
Wild  West. 

To  impose  oixler,  European  govern- 
ments and  industi-y  adopted  a  common 
digital  standard — CSM — in  1992  that,  for 
the  fii-st  time,  enabled  a  mobile  execu- 
tive to  roam  with  a  cell  phone  from 
Stockholm  to  Seville.  Since  then,  gsm 
has  exploded,  last  month  passing  the 
100  million-subscriber  mark.  Four  new 
customers  are  now  switching  on  a  gsm 
phone  every  second,  or  5  million  a 
month.  The  result — manufacturing 
economies  of  scale  and  low  prices — has 


hold  intellecti; 
property  rights 
less  ETSI  agrees 
a  standard  comp; 
ble  with  both  En 
pean  networks 
American  digi 
networks.  Qu 
comm  also  dema 
ed  that  the  st 
dard  be  chosen 
technical  merit, 
Eui-ope  attempts 
force  Qualcomm  to  gi'ant  a  license 
its  patents,  Jacobs  may  request  a  W( 
Trade  Organization  filing. 

Washington  seems  prepared  to  b 
Qualcomm.  The  likely  outcome  is  t 
ETSI,  to  preserve  the  peace,  will  sh 
for  an  accommodation  that  will  red 
market-entry  barriers  for  Qualcom: 
Meanwhile,  the  International  T 
communications  Union  has  until  r 
year  to  certify  etsi's  proposal  a 
global  standard.  So  there  is  plenty 
time  for  negotiation.  Em"ope  is  like! 
weave  some  of  Qualcomm's  favo 
technical  specs  into  the  new  3G  si 
dard.  With  that,  Qualcomm  will  be 
to  boost  its  royalty  revenues,  wl 
may  give  the  company  some  satis 
tion.  But  it  won't  be  enough  to  } 
Americans  the  upper  hand  in  the  t 
generation. 

By  Steven  V.  Bndl  i)t.  Los  Ang 
and  Neil  Gross  in  New  York, 
Catherine  Yang  in  Washington  and 
reau  reports 
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^ggpT'   It's  true;  with  wireless  technology  today 
wi^^S^        you  can  do  all  sorts  of  fancy  tricks.  You 
||P  can  access  the  web  from  the  top  of  a 

mountain  or  send  a  fax  from  a  moving  taxi  halfway 
across  the  Golden  Gate  Bridge.  But  that 
raises  an  important  question:  So  what? 
Luckily,  there's  a  simple  answer: 


SO  MY  SALESPEOPLE  CAN  GET  E-MAIL  ON  THE  MOON. 
HOW  DOES  THAT  MAKE  ME  MORE  PROFITABLE  HERE  ON  EARTH?" 


w! 


INCREASED  PRODUCTIVITY 

When  you  can  send  a  fax  directly  to 
your  salesman  in  his  rental  car  instead  of 
to  the  hotel  he'll  be  at  that 

ntrdct 

PrCv'Sd  I  night,  it's  not  just  a  stunt;  it's 
.i  HL.L..  more  productive.  When  you 
can  reach  one  of  your  people  in  an  airport  2,000 
miles  away  while  you're  on  a  train  home,  it's  not 
just  more  convenient;  it's  more  efficient. 

YOUR  PEOPLE  CAN  DO  MORE 
At  GTE  Wireless,  we  can  provide  a  wire- 
less solution  for  your  company  that  will 
let  all  your  people  do  more  now.  With 


advanced  features  like  wireless  internet  access, 
paging,  three-way  calling  and  mobile  fax  capabilities, 
just  to  name  a  few.  And  GTE's  business 
packages  can  link  your  employees 
together  wherever  they  are,  so  they 
can  talk  to  each  other,  and  the  main 
office,  as  often  as  they  need  to  - 
at  special  reduced  rates. 

ONE  SIZE  doesn't  FIT  ALL 
But  most  important,  we  won't  try  to 
shoehorn  you  into  some  pre-configured 
plan.  We'll  design  a  wireless  system 
specifically  to  fit  your  company's 
needs  -  at  a  price  that  fits  your  company's 
budget.  To  let  your  people  do  more  and  be 

more  productive.  That's  how  we  can  help 
%,    you  be  more  profitable.  And  no,  we  can't 


■[^^s,^^      really  get  e-mail  to  the  moon.  Yet. 

To  find  out  about  GTE  Wireless, 


just  call  1-800-587-2877. 


SO 


I  1998  GTE  Wirele! 


PEOPLE 
MOVING 
IDEAS" 


WIRELESS 


me  mmm$  mm$  m 

TAltV  HO 

FUN-FILLED  FAMILY  CIRCUS 
ENTERTAINMENT! 

RIDING  EXHIBITIONS! 

CHUCK  WAGON  GRILL! 

EVENING  COCKTAILS! 

FIVE-STAR  CELEBRITY  CHEFS 
DINNER! 

LIVE  AUCTION! 

DARING  PERFORMERS  TO 
THRILL  AND  ASTOUND! 

DANCING  INTO  THE  NIGHT! 

Woodside-Atherton  Auxiliary  invites  you  to  attend  a  Peninsula  tradition. 
Join  us  for  family-oriented  amusements  and  activities  throughout  the  day, 
followed  by  an  evening  of  elegant  dining  and  dancing. 

SATURDAY,  SEPTEMBER  12,  1998 
Menlo  Circus  Club  -  Atherton,  California 

Please  call  650-949-3845  for  information  and  reservations. 

Proceeds  benefit 

'•5^^  LUCILE  PACKARD  CHILDREN'S 
^  HEALTH  SERVICES  AT  STANFORD 

UCSF  Stanford  Health  Care 


"When  I  want  a  solid 
of  qualified  recruits^  I 
to  f/ie  ASU  MBA  Career 
Mam^ement  Center, " 

Before  making  a  recruiting  visit,  I  have  to  know 
iere  will  be  enough  qualified  applicants.  I  reach  out 
3  schools  where  I  know  I'll  find  the  best  can- 
idates  and  Arizona  State  University's  MBA  pro- 
ram  is  on  the  top  of  my  list.  The  Arizona  State 
\BA  and  Graduate  Business  Career  Management 
enter  consistently  connects  me  with  the  type  of 
\BAs  we  want  at  Ernst  &  Young." 

tephanie  Maiurano.  Senior  Consultant  &  Student  Relations  Representative, 

Ernst  &  Young  LLR  Phoenix 

The  ASU  MBA  and  Graduate 
Business  Career  Management 
Center  can  connect  you  with 
this  year's  ASU  MBA  graduates  - 


Stephanie  Maiurano  (I 
with  Kathleen  Halloran,  Dlrecto 
ASU 
IVI 


the  nations  brightest  and  most  talented. 


MAIN 


ASU  MBA  and 
•Graduate  Business 
biareer  Management 
Center 

On-Campus  Recruiting 
Full-time  and  Intern  Candidates 
Consortia  Participation 
Company  Information  Sessions 
Annual  Corporate  Connection 
Recruiting/Networking  Event 


The  Center's  experienced  staff  will  provide  resumes,  arrange  interviews  with  high-caliber 
ASU  MBA  candidates,  and  tell  you  more  about  their  top-ranked  specializations  and  how  they 
will  contribute  to  your  company. 

Supply  Chain  Management  increases  quality  while  controlling  costs  and  maximizing  profits. 
Services  Marketing  and  Management  develops  a  new  profit  strategy  around  your  company's 
services. 

ASU  MBA/Master  of  Science  in  Information  Management  flexes  your  company's  techno- 
logical muscle  and  pumps  up  corporate  profits. 

Financial  Management  and  Markets  obtains  and  manages  money  and  capital  for  the  most 
positive  impact  on  the  bottom  line. 

ASU  MBA/Master  of  Health  Services  Administration  applies  sound  business  practices  to 
the  special  needs  of  the  health  care  delivery  system  and  related  businesses. 

Contact  the  ASU  MBA  and  Graduate  Business  Career 
Management  Center  now  to  schedule  your  interviews. 


MBA 


ARIZONA  STATE  UNIVERSITY 


ASU  MBA  and  Graduate  Business  Career  Management  Center 
Arizona  State  University  College  of  Business 

ASU  Main  Campus,  PO  Box  874906,  Tempe,  AZ  85287-4906 
602-965-9439  or  visit  the  ASU  MBA  Web  site  at:  www.cob.asu. edu/mba/career 


Your  Second  $20  Million, 
Fortunately,  Comes  Easier. 


Lik'  oil  I-;isy  Stivrt  arrives  with  a  surjirise:  estate  lax  plannin,^.  custody  and  family  office 

the-  walk  can  l)e  hard,    i'lie  celel)ialed  services,  and  charitable  t;ift  inanagenienl.  And 

"conilortahk'   lik-.  il  Inrns  out.  ollen  is  not.  we  hrinu  order  to  vour  hus\-  lite. 


A  Iriend  sug.s^ested 
this  when  he  reininisted 
ahout  his  earhei'  life: 
when  you  ha\e  no 
monew  he  said,  you 
ne\  CM'  woi  i  y  ahout  w  hat 
l< )  d( )  with  it. 

In  ( )ur  trienil's  sini- 
p\cr  times,  Ik-  n(.-\er 
l.iceil  the  realization  that 
<  )iK-  bad  dei  isi(  )n  i.  <  )ukl 
losi  him  mini-  in  taxes 
than  his  lather  h.id  L-r 
eai'ned.  Noi'  h.id  oni- 
friend  evx-r  learned  thai 


'  )ui'  in\  estment  and 
linanci.il  principals  pro- 
\  ide  tliL-se  serv  ices  to  225 
lamilit-s  whose  average 
net  worth  now  exceeds 
s21  million,  and  whose 
loyaltv  to  us  is  remark- 
,ible,  \irtually  every 
i.li(.-ni  to  evc-r  join  us  rs 
still  w  iih  us.  in  states 
n.iti(  )nw  rIl-. 

TIk-  rewards  lor  their 
i(.-m,ii kable  devotion,  by 
the  way,  have  never  been 
ureatt-r.  bven  bv  toda\-'s 


the  old  axiom  "nevc-r  s|-)end  the  i")rinci|ial"  (.ouki  lu-ar  vx-rtiLal  sloc  k  market  standards,  Low  ry 

cost  him  hundie-ds  ol  ihous.inds  ol  doll.irs.  Hill    i  liL-nts  havi-  llouiisheil. 


To    help    make    llu-    '  comlort.ibk-"  life 
more  comtoitabk-,  wt-  jiractice 
loliil  iccdllh  i)i(iiici;^cn}ciiL  We 
integrate    investiix-nt  planning 
and  execution  with  income  and 


Lowry  Hill 

r  n  I  A  I     U'  P  A  I  T  H    M  A  N  A  C;  F  M  H  N  I 


Vou  can,  too  —  while 
yoLi  thoi"ou.i;hly  enjoy  the  ride. 
Peter  (ilanv  ille  (S,S,S-()  iS-HIS^  or 
peterg;adovv  rv  hill  eom  )  vvoLild 
be  delighted  to  tell  you  how. 


.M  I  N  N  r  A  I'  I.)  I  1  s   AN  1) 

II  T  T  S  D  ^  1.  E 


in   niii   IS  A  -.rmKi   mark  ui   N'lKttisr  i  onv  o}^ \[  [Os  and  a\  ahiiiation  of   iowrv  Hill  lNvrsr\ii\T  \n\isoKs.  anu  nokwlst  Hank  miwinota. 


Don't  Put  Your  Baby's  Health  On  The  Line. 


It's  a  thin  line  between  having  a  healthy  baby  and  a  baby  that's  sick.  Don't  take  the  risk. 
If  you're  pregnant —  or  even  think  you  are  —  getting  prenatal  care  early  is  the 
most  impcjrtant  step  you  can  take.  Call  1-800-311-2229.  We'll  put  you  in  touch  with 
the  many  services  available  to  you.  The  call  is  free  and  it's  completely  confidential. 


Get  Ptenalal  Care  Eariy  •  Call  1-800-31 1-2229  •Confidential 


Take  Care  of  Yourself  So  You  Can  Take  Care  of  Your  Baby. 


CA5 


■  ) 


Manadne  vour  company's  workers' compensation  insurance  needn't  be  cause  for  alarm.  At  least, 
tl^^  St^^n^.  L  dedicated  loss  control  experts  work  with  you  to  help  prevent  acc.den  s  b 
ry^a    e&  also  offer  convenient  prepackaged  employeesafety  Prc>g--^  STA 
and  collateral  materials.  For  more  information,  just  call  your  br6ker  or  l^SSS-STATE  FUND.  SJA 
Who  knows?  You  just  might  be  able  to  volunteer  for  somethmg  other  than  just  overtime.  -..p 

i Get  more.  Wbrry  less.  Fi-Jr 


Lscifcom 


evelopments  to  Watch 


TED  BY  OTIS  PORT 


LL  TR  UP 

ITH  WOOD  CHIPS, 

■EASE  

A  FEW  YEARS,  YOU  MAY 

putting  a  corncob  in 
xr  tank — in  liquid 
m.  Stephen  F.  Paul,  a 
inceton  University 
/slcist,  has  developed 
ray  to  make  gasoline 
)stitutes  from  corn, 
jer,  wood  chips,  and 
ler  biomass  waste 
)ducts — and  slash  nox- 
s  emissions  to  boot. 
Some  70%  of  the  fuels' 
lid  content  comes  from 
ste  materials.  The  rest 
.ypically  ethanol.  Paul 
i  the  American  Chemi- 
Society's  annual  meet- 
in  Boston  on  Aug.  23 
t  his  P-series  fuels 
med  for  Princeton) 
-duce  40%  to  50%  few- 
hydrocarbons — a  key 
iponent  of  smog — 20% 
i  carbon  monoxide,  and 
less  carbon  dioxide 
n  gasoline.  Yet  they 
lerate  92%  of  the  pow- 
Df  gasoline. 
These  fuels  won't  be 
ap,  though.  Paul  fig- 
s  they'll  cost  about 
')0  a  gallon  at  the 
np.  Still,  he  thinks  the 
(inology  could  serve  as 
ligh-volume  insui'ance 
icy"  in  the  event  of  an- 
er  oil  crisis, 
"'he  Energy  Dept.  be- 
es they  could  displace 
illion  gallons  of  gaso- 
i  by  2005  and  is  con- 
jring  adding  P-series 
Is  to  its  list  of  ap- 
ved  alternative  fuels, 
iy  can  be  burned  by 
cial  "bi-fuel"  vehicles 
!ady  on  the  market, 
h  as  certain  Ford  Mo- 
Co.  Ranger  pickups 
Crown  Victorias.  Paul 
licensed  his  recipe  to 
iv  York's  Pure  Energy 
p.      Catherme  Anist 


THE  TIGER  MOTH'S 
LESSON  FOR 
THE  PENTAGON 

BATS  ARE   CRUISE  MISSILES 

of  the  animal  kingdom.  They 
locate  a  target  with  a  sophis- 
ticated sonar  system,  then 
hit  it  going  75  mph.  Most 
prey  never  have  a  prayer. 

Yet  a  moth  from  the  Tiger 
family  (photo)  regularly  es- 
capes— because  bats  often 
veer  away  just  as  they  are 
about  to  snatch  a  Tiger  moth. 
Scientists  have  known  about 
the  moth's  dramatic  escapes 
for  two  decades,  but  how  the 
moth  does  it  has  remained  a 
mystery. 

Now,  University  of  Toronto 


zoologist  .James  H.  Fullard 
thinks  he  has  found  the  ex- 
planation: Tiger  moths  emit 
an  ultrasonic  clicking  sound 
that  closely  resembles  a  bat's 
echo-location  signal,  or  sonai'. 
The  clicks  may  jam  the  bat 


sonar  in  much  the  same  way 
that  military  jamming  tech- 
niques confound  enemy  radar. 
Or  the  signals  could  prompt 
the  bat  to  abort  its  attack  for 
other  reasons,  since  Tiger 
moths  appear  to  be  unappe- 
tizing— bats  rarely  devour 
the  ones  they  do  catch. 

To  decide  the  issue,  a  con- 
trolled experiment  with 
trained  bats  will  be  staged 
this  fall.  The  outcome  could 
point  the  way  to  efficient  bat 
repellers.  And  it  might  also 
pay  off  for  tlie  Pentagon.  If 
moths  can  jam  a  bat's  sonar, 
which  is  more  accurate  than 
the  best  military  systems, 
the  Pentagon  will  surely 
want  to  try  to  tame  this 
Tiger.         Nellie  Andreeva 


SAWIER  3-D  DESIGN  SOFTWARE  

CREATING  REALISTIC,  THREE-DIMENSIONAL  COMPUTER 

models  can  be  a  chore.  A  lifelike  representation  of  any- 
thing that  has  a  complex  or  highly  textured  surface — 
such  as  a  person's  face  or  an  upholstered  recliner — can 
take  days  to  produce  with  today's  computer-aided  de- 
sign (CAD)  tools.  But  it's  a  breeze  with  software  from 
Synthonics  Technologies  Inc.,  says  F.  Michael  Budd, 
president  of  the  Westlake  Village  (Calif.)  startup:  "In 

most  cases,  you  eliminate 
90%  of  CAD  time  and  cost." 

The  software,  dubbed 
Rapid  Virtual  Reality,  au- 
tomatically translates  flat 
photos  into  3-D  rephcas.  It 
uses  algorithms  developed 
by  Synthonics  founder 
Charles  S.  Palm  to  con- 
stinct  a  so-called  WTi'e- 
frame  model  from  the  pho- 
tos, then  wraps  a  photo 
around  this  skeleton. 

Solid  models  will  bring  a 
new  dimension  to  the  In- 
ternet. Animations  can  be 
more  entertaining,  and 
erstwhile  static  photos  can  become  interactive.  Models 
will  also  enable  new  online  shopping  gimmicks,  says 
Budd.  Surfers  can  pick  up  and  examine  products  almost 
as  if  they  were  in  a  I'eal  store.  People  in  the  market  for 
furniture  could  send  in  photos  of  a  room  and  get  back  a 
model,  then  pull  furnitui-e  fi'om  a  digital  catalog  and 
place  it  in  the  model  room.  And  for  the  Smithsonian  In- 
stitution, Synthonics  is  inaking  a  cd-rom  with  thousands 
of  3-D  models  of  items  in  its  collection.  □ 


INNOVATIONS 


■  An  exercise  pill?  It  just 
might  happen.  Researchers 
at  the  University  of  Texas 
Southwestern  Medical  Cen- 
ter in  Dallas  have  found  a 
genetic  switch  that  tells  mus- 
cles to  behave  either  like  the 
"strength"  muscles  seen  in 
weight  lifters  or  the  "slow- 
endurance"  muscles  devel- 
oped by  aerobics  enthusiasts. 
According  to  cardiologist  Dr. 
R.  Sanders  Williams,  a  drag 
that  would  produce  healthier 
muscles  by  mimicking  the  ef- 
fects of  exercise  may  now  be 
feasible. 

■  Total  quality  management 
(TQM )  pays  off  handsomely.  A 
study  by  Vinod  Singhal  at 
Georgia  Institute  of  Technol- 
ogy and  Kevin  Hendricks  at 
the  College  of  William  & 
Mary  found  that  tqm  awaixl- 
winners  posted  37%  higher 
sales  gi'owth  and  44%  fatter 
stock  prices,  compared  with  a 
corporate  control  group. 
Those  results  buttress  similar 
findings  for  the  stocks  of  18 
winners  of  the  Malcolm 
Baldrige  National  Quality 
Award.  They  have  outper- 
formed the  Standard  & 
Poor's  500-stock  index  by 
over  100%. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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Personal  Business^ 


EDITED  BY  WILLIAM  GLASGALL 

HOW  NOT  TO 
SELL  YOUR  HOUSE 


My  daOy  commute  fi'om 
hell  was  the  deciding 
factor.  After  yet  an- 
other hoiu'-plus  delay  heading 
into  Manhattan  on  a  New  Jer- 
sey Tr-ansit  train,  I  walked 
into  our  foyer  that  evening 
and  said  to  my  husband, 
Kevin:  "We  have  to  move  clos- 
er to  the  city." 

That  was  last  May.  It 
seemed  a  gi'eat  time  to  sell. 
Mortgage  rates  were  low, 
home  sales  were  breaking 
records  eveiy  month,  and  pa- 
pers were  full  of  anec- 
dotes of  bidding  wars 
and  houses  selling  within 
two  hoiu"s  of  being  listed. 

Such  hype  is  seduc- 
tive, of  coui'se.  And  be- 
cause I  failed  to  recog- 


They  are  willing  to  wait  for 
the  light  buyer  to  come  along. 
But  foi'  us,  moving  as  soon  as 
possible  was  paramount.  A 
short  selling  period  was  more 
attractive  than  getting  the 
best  price.  We  had  no  idea, 
however,  what  that  price 
would  be.  And  pricing  is  the 
biggest  mistake  sellers  make. 
Says  R.  Layne  Monill,  presi- 
dent of  the  National  Associa- 
tion of  Realtoi-s  (nar):  'Teople 
lose  pei'spective  when  dealing 
with  what  is  both  a  home  and 


When  the  'For  Sale' 
Sign  Goes  Up 

►  Price  it  realistically  by  checking 


fore  selecting  a  real  estate 
agent,  we  should  have  gone 
to  open  houses  in  oui-  commu- 
nity of  West  Windsor,  N.J., 
and  in  nearby  towns.  We 
could  have  seen  what  featiu'es 

other  houses   

offered  and 
at  what  price. 
Such  an  exercise  would  have 
given  us  evidence  of  what  our 
house  was  worth  and  how  to 
price  it  to  sell  in  a  moderate 
amount  of  time. 

Because  we  didn't  do  any 
reseai'ch,  we  had  no  idea 
what  to  expect  when  we 
first  sat  down  with  Anne 
Borella,  our  real  estate 
agent.  A  few  days  eaiii- 
er,  she  had  looked 
ai'ound  oiu-  property  and 


REAL  ESTATE 


this,  I  made  some  "^P.^^^^^.i^^/Ay   retm-ned  with  a  listing 


mze 

ciaicial  mistakes.  This  is 
not  a  tale  for  families 
who  own  dream  houses. 


►  If  your  broker  uses  Web  listings, 
make  sure  yours  is  posted  quickly 
and  kept  current 


of  comparable  sites  for 
sale,  pointing  out  advan- 
tages and  shortcomings 


This  is  for  those  of  us    of  each.  It  was  om-  fault 


whose  house  is  not  the 
most  mai'ketable  style  oi- 
in  the  best  location  or 
school  district.  My  tale 


►  Paint  inside  and  out  where  need- 
ed, as  well  as  garage,  outbuildings, 
and  fence 


that  we  didn't  fully  real- 
ize we  lacked  many  of 
the  features  of  better 
houses,  such  as  a  two- 


e    ■      f    I  4^    ►  Trim  the  lawn  f 

IS  a  coniession  ot  what    car  garage  or  protes 


I  did  wi'ong  and  what  I 
will  do  differently  the 
next  time — if  there  is  a 


►  Seal  gutters  and  clean  downspouts 

►  Clean  windows,  screens,  and 
storm  windows 


sionally  landscaped 
yai'ds.  I  just  listened  for 
the  asking  price  and 


next  time,  as  oiu-  house    how  long  each  home  had 


still  has  not  sold.  I  have 
learned  that  selling  a 
house  means  you  have 
to  be  prepai'ed  to  do  leg- 
work,  keep  an  eye  on 
your  real  estate  agent, 
be  realistic  about  your 
property's  faults,  and — 
just  maybe — believe  in  divine 
intervention. 

Our  first  mistake  was  not 
deciding  what  was  more  im- 
portant to  us:  time  or  price. 
For  some  sellers,  getting  the 
top  price  is  the  key  concem. 


►  Fix  all  broken  items,  including 
leaky  faucets,  creaky  doors,  and 
loose  cabinet  knobs 

►  Get  rid  of  all  that  junk  in  your 
closets  and  garage 

DATA:  NATIONAL  ASSOCIATION  OF  REALTORS,  BUSINESS  WEEK 


an  investment,"  he  says.  As  a 
result,  he  says,  people  think 
their  house  is  worth  more 
than  anyone  is  willing  to  pay 
for  it. 

Kevin  and  I  also  failed  to 
size  up  our  competition.  Be- 


been  on  the  market. 

Unfortimately  for  us. 
West    Windsor    is  a 
—     "growing  community," 
meaning  that  local  fami- 
land  is  being  plowed 
under     for  housing 
developments:  Many 
homebuyers  are  attracted  to 
these   houses   newer  than 
ours — and  to  the  reputable 
school  system  and  the  loca- 
tion midway  between  New 
York  and  Pliiladelphia.  And  in 
keeping  vdth  the  cookie-cut- 


ter quahty  of  West  Wind 
almost  everyone  is  looking 
the  same  house:  a  relativ 
new  four-bedroom,  two-b 
colonial  in  a  development, 
house  has  four  beclrooms 
two  baths,  but  is  a  33-y( 
old  split-level.  Two  stri 
against  us:  an  in-ground  s 
ming  pool  (many  people  d 
want  the  hassle  of  maint; 
one,  and  families  with  s: 
children  don't  want 
danger),  plus  a  four-lane 
behind  our  property.  Eve: 
Borella  said,  "I  think 
can    reasonably  start 

  asking  a 

$258,000.' 
Imagirj 
dollars  piled  up  in  my 
Consideiing  that  Kevin  ai 
had  bought  the  house 
$175,000  in  1992,  BoreUa's 
gestion  meant  that  even 
her  commission,  we  wouli 
alize  an  annual  appreciatii 
6.7%.  That's  a  pretty 
gain  when  compared  wi 
nationwide  appreciation 
of  only  3.4%.  I  was 
Kevin  was  more  skepii 
"No  way  this  house  goe:li 
that  price,"  he  muttered  i 
Borella  left.  But  we  dtM 
to  follow  her  lead,  signii 
with  her  agency  for  the 
cal  exclusive  period  nl; 
months. 

NO  RUSH.  That  v/as  am 
eiTor.  Because  time  was 
tor  for  us,  we  should 
asked  for  a  shorter  con 
ment  period.  In  the  first 
weeks,  the  only  brokers 
came  by  seemed  to  be 
her  agency.  After  a  we< 
so,  Borella  reported  to  U! 
the  consensus  was  tha 
price  was  too  high,  bu 
suggested  we  stay  with 
a  while  to  test  the  mark 
In  liindsight,  of  coiu-se 
was  the  wi'ong  decision 
only  a  few  house  hu 
browsing  tlu-ough  diuin  Igi 
usually  hot  selling  seas 
late  April  and  May,  we 
have  recognized  oiu'  pric  v 
too  high.  After  almo^ 
weeks,  Borella  hintei 
should  cut  the  price.  Sh  a 


tew 


ASKING  TOO  MUCH  Pricing  is  the  biggest  mistake  sellers  ii 


west 
'  price 
ilmost 
liBteii 
i-.Sbe 


CEP  WATER:  Madigan 
her  husband  found  that 
ol  can  be  a  draivback 


:ed  out  some  of  the 
e's  drawbacks.  There 
:  a  lot  more  than  when 
irst  chatted,  leading  to 
revelation:  We  should 
updated  or  corrected 
iems  we  considered  imim- 
int.  "In  retrospect,  we 
id  at  $258,000  too  long," 
Borella.  "But  it  was  an 
ecedented  hot  market." 
concedes  that  the  pool 
:he  highway  were  bigger 
offs  than  she  had  antici- 
i.  Before  listing  our 
e,  we  had  already  done 
'  of  the  tips  suggested  by 
■^AR  (table).  We  touched 
aint  and  discarded  junk 
e  garage  and  closets.  But 


even  after  we  cut  oui-  asking 
price  by  $20,000,  to  $239,000, 
we  felt  we  needed  to  install 
new  carpeting  in  the  foyer 
and  family  room.  Then  the  ah-- 
conditioning  unit  died,  and  we 
replaced  that.  Tlie  plii-ase  "you 
have  to  spend  money  to  make 
money"  kept  rolling  tlii'ough 
my  mind  as  I  wi'ote  out  check 
after  check.  Then  again,  the 
nar's  Monill  compai-es  selling 
youi'  house  to  getting  manied: 
"You  want  to  look  the  most 
beautiful  on  youi'  wedding  day, 
and  you  want  yoiu*  house  to 
look  the  most  beautiful  when 
buyers  come  to  look  at  it." 
LONG  WAIT.  With  traffic  still 
spai'se  and  my  commute  get- 
ting no  easier,  we  waited  only 
a  few  weeks  before  we  cut 
the  price  again,  in  late  June, 
to  $229,000.  Each  price  cut 


brought  a  spmt  of  traffic,  but 
no  offers.  As  an  economist,  I 
could  appreciate  the  process 
of  the  market  tiying  to  find 
the  optimal  price.  As  a  seUer, 
I  found  the  wait  very  fi'us- 
trating.  Especially  when  Kevin 
and  I  realized  that  it  was 
wrong  to  expect  that  the 
agent  would  take  cai-e  of  what 
seemed  obvious.  In  May, 
Kevin  logged  on  to  the 
agency's  Web  site  to  look  for 
our  house,  only  to  find  it 
wasn't  listed.  I  called  Borella, 
who  replied:  "I  put  you  on  a 
Web  site  called  Realtor.com. 
Do  you  want  to  be  on  our 
Web  site  as  well?" 

"Well,  duh,"  I  wanted  to  an- 
swei'.  The  key  to  selling  any 
product  is  publicizing  it  wher- 
ever possible.  Borella  said  lat- 
er that  the  bigger  exposure 


of  Realtor.com  made  her  feel 
that  a  listing  on  her  agency's 
site  was  unnecessaiy.  She  said 
she  would  take  care  of  it,  but 
it  took  a  fiuther  two  weeks 
and  another  telephone  call  be- 
fore oui"  house  was  up  on  the 
agency's  site. 

Clearly,  the  Internet  has 
changed  the  way  houses  are 
bought  and  sold  (page  114). 
The  nar's  Realtor.com  site, 
wliich  featui'es  houses  already 
listed  with  its  member  agen- 
cies, allows  house  huntei's  to 
peruse  listings  without  the 
hassle  of  going  to  a  real  estate 
agent  or  an  open  house.  "The 
Internet  gives  us  one  of  the 
gi'eatest  cools  to  make  infor- 
mation available,"  says  Mor- 
rill. Kevin  and  I  had  not 
wanted  to  go  to  the  trouble  of 
selling  on  our  own,  but  for 


SI  :ck  carefully  what  similar  houses  nearby  are  fetching 


Personal  Business^ 


those  homeowners  who  do, 
Abele  Ownei"'s  Network  main- 
tains a  site  where,  for  a  fee, 
photos  and  particulars  of  your- 
house  can  be  listed.  Selling  on 
your  own  takes  more  effort, 
but  of  course,  you  avoid  the 
typical  6%  sales  commission. 

Still  without  a  nibble  by 
late  July,  we  cut  the  price 
again,  to"  $219,000.  Too  bad  the 
agency's  Web  site  didn't  re- 
flect that.  In  eai'ly  August,  oui' 
house  was  still  listed  at  the 
original  price.  Once  again,  I 


had  to  call  Borella  for  the 
change  to  be  made.  Mean- 
while, oiu'  neighbors,  who  had 
a  vested  interest  in  our  house 
selling  for  the  liighest  price, 
kept  asking  about  our  pro- 
gi'ess  and  maldng  suggestions. 
"You  did  buiy  the  St.  Joseph's 
statue?"  asked  one  neighbor 
at  a  Sunday  night  barbecue. 
To  speed  the  sale  of  a  house, 
some  people  bmy  a  statue  of 
St.  Joseph  upside  down  in  the 
fi'ont  yard.  Why  St.  Joseph? 
He's  the  patron  saint  of  car- 


penters and  builders.  Why 
head  down?  Wlio  knows? 

I  was  not  about  to  question 
a  religious  belief,  however — 
especially  one  that. might  help 
us  sell  oui*  house.  The  next 
day  at  lunchtime,  I  walked 
over  to  the  gift  shop  at  St. 
Patrick's  Cathedral.  The  shop 
offered  two  statues:  a  $7.95 
foui-inch  version,  and  a  lai'ger 
one  at  $29.95.  Does  size  mat- 
ter in  this  case?  I  bought  the 
smaller  statue,  and  Kevin 
bmied  it  that  evening. 


Looking  back,  Kevin  an( 
agi-ee  that  if  we  had  knc 
in  May  what  we  know  nd 
we  could  have  avoided  so 
hassles  and  wasted  less  tii; 
After  the  last  price  drop,  ti{ 
fic  picked  up,  suggesting  w( 
in  the  right  ballpai'k.  So 
may  wait  to  make  another 
But  I've  decided  that  if 
don't  have  a  contract  by 
September,  I'm  going  bad 
St.  Patrick's  and  shelling 
30  bucks  for  the  bigger 
Joseph.     KatJdeen  Madi 


THE  HOUSE  OF  YOUR  DREAMS-PIXEL  BY  PIXEL 


Maurice  Velasquez  wanted  to 
buy  a  house  with  a  fenced 
backyard  but  didn't  want  to 
"drag  the  kids  all  over  town"  look- 
ing at  real  estate.  So  "I  got  on  the 
Internet,"  says  Velasquez,  president 
of  Computer  Software  Academy,  a 
high-tech  training  company  in  Baton 
Rouge,  La.  In  three  hours,  he  and 
his  wife  had  identified  150  houses 
that  met  their  criteria. 
The  couple  narrowed  the 
choices  to  five  and  packed 
the  kids  in  the  car.  "We 
fell  in  love  with  one  of 
them  as  soon  as  we  saw 
it,  called  the  real  estate 
agent,  and  made  a  suc- 
cessful offer  the  next 
day." 

It  makes  sense  to  scout 
for  houses  thi'ough  the 
Web.  Online,  you  can 
browse  through  listings 
without  an  agent  at  your 
side.  And  almost  every 
site  has  a  financial  section, 
where  you  can  do  every- 
thing from  figuring  out 
monthly  mortgage  pay- 
ments to  getting  advance 
approval  of  a  loan. 
ZEROING  IN.  A  few  sites 
are  standouts.  RealSelect's 
Realtor.com,  maintained  in 
cooperation  with  the  Na- 
tional Association  of  Real- 
tors, catalogs  more  than  1.2  million 
properties,  representing  63%  of 
what's  found  in  multiple  listing  ser- 
vices (MLS),  the  regional  data  banks 
of  offerings  from  many  agents.  To 
find  a  house,  indicate  your  preferred 
location,  price  range,  and  number  of 


bedrooms  and  bathrooms.  You  can 
narrow  your  search  further  by  click- 
ing on  such  prerequisites  as  a  cor- 
ner lot  or  hot  tub.  The  site  then  dis- 
plays houses  that  meet  your 
specifications.  Most  listings  are  ac- 
companied by  a  brief  description 
and  a  picture  of  the  exterior.  You 
can  also  request  a  map  that  shows 
the  property's  location.  For  the  ad- 


Finding  a  Home  Online 


WEB  SITE 

ABELE  OWNER'S  NETWORK 

www.owners.com 

COLDWELL  BANKER 
ONLINE 

www.colclwellbanker.com 

EXPERIAN  INFORMATION 
SOLUTIONS 

www.experian.com 

INT'L  REAL  ESTATE  DIGEST 

www.ired.com 

HOMEHUNTER 

www.homehunter.com 

HOMEADVISOR 

homeadvisor.msn.com 

REALT0R.COM 

www.realtor.com 


DESCRIPTION 

Houses  for  sale  by  owners 

190,000  listings  featuring  photos 
zeroing  in  on  room  details 

Provides  the  assessed  value  of  a 
property  and  the  prices  of 
comparable  houses 

Rates  broker  Web  sites 

Links  to  real  estate  classifieds  in 
31  daily  Knight-Ridder  newspapers 

Microsoft's  database  of  500,000 
homes,  with  excellent  mapping 

Lists  L2  million  homes,  with  good 
search  and  mapping  tools 


dress,  you'll  have  to  call  the  listing 
agent. 

Microsoft's  HomeAdvisor.com  has 
only  half  as  many  MLS  listings  as 
Realtor.com  but  offers  more  bells 
and  whistles.  Its  mapping  function 
places  houses  in  relation  to  nearby 


landmarks,  such  as  a  post  office  or 
police  station.  You  can  even  create 
custom  maps  that  show  how  far  a 
property  is  from  your  job  or  your 
child's  day-care  center.  Home- 
Advisor  also  offers  statistics  about 
the  surroundings,  such  as  the  neigh 
bors'  median  age  and  income.  You 
can  even  get  ratings  of  the  local 
schools  and  the  incidence  of  crime. 

Since  Realtor.com  and 
HomeAdvisor  don't  offer 
comprehensive  listings, 
you  should  also  pay  a  visi 
to  Web  sites  of  agencies 
that  specialize  in  the  area 
where  you  are  looking.  In 
ternational  Real  Estate  E| 
gest's  site  provides  links 
local  brokers'  home  pagesl 
In  addition,  take  a  gandeij 
at  HomeHunter.com.  Ope 
ated  by  publisher  Knight 
Ridder,  it  provides  acces 
to  the  real  estate  classifi 
ads  in  31  daily  papers.  Ti 
check  out  the  for-sale-by 
owner  market,  go  to  Abe 
Owner's  Network,  which 
has  about  35,000  Hstings 
as  well  as  basic  search  a] 
mapping  fimctions.  When 
you  think  you  have  at  lai 
tracked  down  your  drear 
house,  go  to  Experian  In 
formation  Solutions'  site 
There,  you  can  find  out  ' 
property's  assessed  valuation  ($7.i 
for  an  E-mail  report)  along  with  t 
prices  of  five  similar  houses  withii 
one-mile  radius  ($9.95).  Armed  wil 
this  and  other  real  estate  informa- 
tion on  the  Internet,  you'll  be  reai 
to  make  your  move.     Kate  Murj 


he  1999  Business  Week  Planner. 


There  is  nothing  more  valuable  to  the  business- 
rson  than  a  dependable  personal  assistant.  The  1999 
t§iness  Week  Planners  are  just  that.  In  addition  to 
cious  13-month  calendar, 
elegant  desk  &  pocket 
iners  contain  vital  informa- 
like  international  dialing 
ies,  time  conversion  charts, 
iortant  toll  free  numbers 
more. 

pie  desk  planner  even  comes 
1  a  32-page,  four-color 
rid  atlas,  detailed  informa- 


tion about  39  U.S.  and  foreign  cities,  a  wine  vintage 
guide,  plus  many  other  valuable  features. 
The  1999  Business  Week  Planners  are  excellent 
examples  of  fine  bookbinding 
craftmanship  and  are  available 
in  classic  black  or  deep,  rich 
burgundy,  separately  or  in 
matching  skived  leather  sets. 
Call  today  and  take  advantage 
of  this  special  rate:  20%  off  the 
regular  price.  Order  your  1999 
Business  Week  Planners  now. 


USA  Credit  card  holders  may  call 

TOLL-FREE  800-553-3 

Ask  for  Dept  BC49 
We  honor  AmEx/Diners/Visa/MasterCard 


Materials  and  workmanship  fully 
guaranteed  or  your  money  back. 
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3r  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040.  or  fax  to  201-461-9808. 


ame  (Mr/Mrs/Ms) 

Item 

Code 

Regular 

Your  Price 

Quantity 

Total  USS 

Black  Desk  &  Pocket  Planner  Set 

BW210 

USS48.95 

USS39.00 

omoanv 

Black  Desk  Planner 

BW207 

USS34.95 

USS27.95 

ddress 

Black  Pocket  Planner 

BW204 

USS17.95 

US$14.50 

Burgundy  Desk  &  Pocket  Planner  Set 

BW226 

USS48,95 

USS39.00 

Burgundy  Desk  Planner 

BW216 

USS34.95 

US$27.95 

itv  State/Countrv 

Burgundy  Pocket  Planner 

BW218 

USS17.95 

USS14.50 

ip/Postcode  Tel 

Personalleation  USSI 75  per  item 

Handling/Packing  (USA)  USS2.50  per  item 

lb  Title 

Prices  include  delivery  by  surface  marl  but 
do  not  irrclude  local  duties  or  taxes.  Delivery 
commences  in  September  1998. 

Handling/Packing  (ex.  USA)  USS5.25  per  item 

N.J.  Residents  add  6%  Sales  Tax 

Send  me  your  color  brochure  and  information  on  quantity 

TOTAL  USS 

scounts  and  customization  options, 
nil  name  for  blocking  


lip  coupon  and  mail  check  to  BUSINESSWEEK  PLANNER,  Dept.  BC49 
0.  Box  1597,  Fort  Lee,  NJ  07024,  USA  or  Fax  201-461-9808 


□  Check  enclosed  payable  to  "Business  Week  Planner" 

□  Bill  my  Company  IPurchase  Order  &  Company  letterhead  enclosed) 

□  Charge  to  □  AmEx  G  Diners  Club  □  Visa 

Card  No.  


□  MasterCard 


Expiration  Date  ^ 


_  Signature. 
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THINKING  LOCAL? 
THINK  AGAIN 


When  you  consider 
mutual  funds  that 
specialize  in  a  region, 
Asia  or  Europe  come 

to  mind — not  the  Carolinas 
or  Mississippi.  But  what  if 
you  want  to  invest  in  your 
own  state  or  m  some  particu- 
lar U.S.  region  where  the 
economy  is  especially  robust? 
No  problem:  You  now  have 
the  option  of  choosing  from 
a  sizable  airay  of  funds  that 
look  for  hidden  value  in  in- 
dividual states  and  regions 
(table).  Standai-d  &  Poor's  Mi- 
cropal  (like  business  week, 
a  unit  of  The  McGraw-Hill 
Companies)  tracks  26  such 
fluids. 

But  if  you're  thinking  of 
investing  on  the  home  ft'ont, 
ti-ead  carefully:  Many  of  the 
funds  are  small,  with  less 
than  $100  million  in  assets, 
and  few  of  them  have  been 
around  long  enough  to  estab- 
lish long-term  records.  And 
over  the  past  year,  their 
performance  hasn't  exactly 
sparkled.  Of  the  five  regional 
funds  that  specialize  in  small- 
capitalization  stocks,  for  in- 
stance, all  lost  money  this 
year.  The  small-cap  regional 
fimds'  average  decline  of  92% 
through  Aug.  20  was  a  good 
deal  worse  than  the  7.7%  de- 
cline posted  by  the  Russell 
2000  index  during  the  same 
pei'iod. 

CHOPPY  WATERS.  Regional 
funds  that  primarily  target 
mid-  and  large-cap  compa- 
nies fared  even  worse:  The 
mean  retuni  of 
the  21  funds  in 
that  group  was  a  loss  of  3%, 
compared  with  a  gain  of 
i:i4%  for  the  Standard  & 
Poor's  500-stock  index.  But 
most  regional  funds  have 
been  hardest  hit  since  the 
first  quarter,  reflecting  the 
tough  market  climate  for 
small-  and  mid-cap  issues. 


How  Regional  Funds  Are  Faring 

Funds  focusing  on  mid-  and  large-cap  stocks 


TOTAL  RETURN* 

YEAR  TO  DATE  12  MONTHS 


ASSETS 

MILLIONS 

LEADERS 

REGIONAL  OPPORTUNITY:  OHIO-IND.-KY.  B  $6.4  20  1%  22.4% 

CHASE  VISTA  GROWTH  OF  WASH.  A          71.8  7.2  21.1 

SIT  REGIONAL  GROWTH                        5.1  6.0  NA 
(CINCINNATI  REGION) 

LAGGARDS 

MISSISSIPPI  OPPORTUNITY  A                $4.3  -11.2%  -0.9% 

AMSOUTH  MUTUAL  REGIONAL  EQUITY        94.9  -9.9  NA 

SEXTANT  GROWTH  (MIDWEST)                 2.0  -9.4  ■12.1 

•Through  Aug.  20  DATA:  STANDARD  &  POOR'S  MICROPAL 


SMART  MONEY 


Says  s&p  Micropal  Senior 
Fund  Analyst  David  Mas- 
ters: "The  fii"st  question  is, 
'What  can  these  funds  offer 
me  that  I  can't  get  else- 
where?' "  Well,  maybe  not 
much.  Masters  notes  that  re- 
gional funds  have  tended  to 
underweight  the  stocks  of 
technology  and  financial-ser- 
vices companies,  which  have 
been  growth  engines.  In  ad- 
dition, these  local  funds  can 
get  whacked  if 
their  regions' 
economies  slow  abruptly. 

Still,  some  funds  may  be 
worth  a  look.  Laura  Lallos, 
a  senior  analyst  at  Morn- 
ingstar,  likes  Franklin  CA 
Growth  I,  which  specializes 
in  California  companies.  One 
of  the  larger  regional  funds, 
with  about  $705  million  in  as- 


sets, it  has  a  three-year  av- 
erage annualized  return  of 
17.2%.  Reflecting  California's 
vibrant  teclinology  sector,  the 
fimd  has  among  its  top  hold- 
ings Cisco  Systems,  whose 
stock  has  more  than  doubled 


since  late  1997,  and  Compu 
Sciences,  which  has  gone! 
some  50%  since  yearend  19 
Despite  these  investme| 
the  fimd  is  down  nearly  Oj 
this  year  as  other  holdir 
including  BankAmeiica, 
tel,  and  Chevron,  have ! 
choppy  water. 
HOME  TRUTH.  Sun  Belt 
might  check  out  Morgan  II 
gan  Southern  Capital  in  Ml 
pMs.  Although  it  has  mantl 
only  a  1%  yeai-to-date  ret| 
it's  still  up  8%  ovei'  the 
12  months  and  20.1%  annij 
for  the  past  three  years. 
$90  million  in  assets,  the 
targets  companies  inc 
WorldCom,  the  Jackson 
telecom  giant,  and  retai 
including  Proffitt's  in  Bi 
ingham,  Ala. — whose  shj 
have  taken  a  hit  lately- 
Atlanta's  Home  Depot, 
theless,   portfolio  man^ 
Elkan  Scheldt  notes  that] 
South  offers  strong  coij 
nies — and  who  better  to  I 
them  than  a  guy  who  s); 
Ms  time  focused  on  his 
yard? 

That's  the  pitch  with 
that  follow  the  compa 
that  you  might  read  abol 
youi"  local  paper  every  d| 
"investing  in  what  you 
better  than  the  guys  in 
York  because  you're 
there,"  says  Lallos  of 
ingstar.  But  so  far,  she 
"I  don't  think  any  oi\ 
funds  have  overwhelr 
proved  that."  For  the 
part,  investing  state-by-| 
isn't  as  safe  a  bet  aq 
tried-and-tioie  method 
sembling  a  more  diveil 
portfolio.    Laurrence  St, 

 1 


WORTH  NOTING 


IE 


■  Venture-capital-fund  investors  got  a  break  from  tlr*^ 
Internal  Revenue  Service  restructuring  bill  recenth' 
signed  into  law.  The  measure  extends  a  1997  exempl 
for  stockholders  of  "qualified  small  businesses"  (QSbJ 
with  assets  of  $50  million  or  less.  That  measure  alloj 
individuals  with  QSB  stock  to  sell  shares  and  reinves 
the  proceeds  in  another  qsb  issue  without  paying  taj 
es — within  60  days.  Now,  mutual  funds,  partnership! 
some  trusts,  and  other  noncorporate  taxpayers  get 
same  treatment.  The  definition  of  a  qsb  is  based  on 
law  depreciation  standards.  But  qsb  shares  must  haj 
been  issued  in  an  initial  public  offering  or  private  pf 
ment  or  as  option  rewards. 


1  1  C   D  I  ir  I  M  ccc   lA/CCK   /  c  C■DTC^/I  D  C  D   7     1  QQQ 


Discover  the  Outer 
Reaches  of  Networking 


niTERPRISE 


PUBLIC  NETWORKS 


INTERNET 


erience  the  most  forward-thinking  technologies  from 
r  600  top  networking  vendors.  Expand  your  knowledge 
d  capabilities  through  NetWorld+Interop's  world-  , 
owned  educational  programs.  Meet  networking's 
ionaries  and  discover  what  the  future  holds.  That's 
y  we  call  it  the  Definitive  Networking  Event. 


What's  happening  at  NetWorld+Interop  is  what's  shaping 
the  future.  It's  the  one  event  that's  too  important  to  miss. 


the  heart  of  it  all  is  the  InteropNet  "  The  world's  lairgest 
rt-term,  real-time  network  is  the  only  place  to  see  so 
ny  technologies  interacting  in  ways  you  never  thought 
re  possible. 


HMIE8SPA 


I 


NETW#RLI^NTERO^M 

ctober  19-23  •  Georgia  World  Congress  Center  •  Atlanta;  Georgia 
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BizLmk 

Unless,  of  course,  you  actually 
enjoy  filLing  out  forms. 

Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  witf 
BizLink,  Business  Week's  electronic  reader  service 
fuLfilLment  system.  You'LL  get  the  information  you  need  tli|^ 
way  you  want  it — by  fax,  phone,  mail,  e-maiL  or 
''HotLink"  directly  to  a  company's  site.  It's  free,  it's  fast 
and  nothing  couLd  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 

And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 
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1  3Com 

2  Cadence  Design 
Systems 

3  Danka  Office 
Imaging 

4  Deloitte  &  louche 

5  Flexilnternational 

6  Lexus  CPO 

7  Mississippi 
Departnientof 
Economic  & 
Community 
Development 


8  Panasonic 
Personal  Computer 
Company 

9  Praxair 

10  SAP  America  Inc. 

11  The  Principal 
Financial  Group 

Trinidad  &  Tobago 
Special  Advertising  Feature 

12  Airports  Authority 

13  Amoco  Trinidad  and 
Tobago 


14  The  Central  Bank  of 
Trinidad  and  Tobago 

15  Grafton  Beach  Resort, 
Ltd. 

16  The  Maritime  Financial 
Group 

17  The  National  Gas 
Company 

18  National  Petroleum 
Marketing  Company 
Ltd 

19  Petrotrin 

20  Plipdeco 


21  Port  Authority 

22  The  Power  Generation 
Company  of  Trinidad 
and  Tobago 

23  Republic  Bank  Ltd. 

24  The  Royal  Bank 

25  Southern  Company 

26  TIDCO 

27  TSTT 


In 


usiness  Week  Index 


DUCTION  INDEX 


PRODUCTION  INDICATORS 


Ndtige  from  last  week.  0.6^/o 
(isnge  from  last  year:  3.9% 


fROOUCTION  INDEX 

Aug.  15=134.1 
1992=100 


Aug.  Dec  Apr  Aug 

1997  1997  1998  1998 

he  index  is  a  4-week  moving  average 

jroduction  index  v^as  up  for  ttie  fourtfi  week  in  a  row  m  the  week  ended  Aug. 

"fie  unaveraged  index  also  increased,  by  0.7%,  from  134.5  in  the  previous 

,  to  135.5.  After  seasonal  adjustment,  rail-freight  traffic  was  up  1.7%,  with 
increases  in  carloads  of  motor  vehicles  and  equipment,  waste  and  scrap 
iais,  and  food  products.  Output  of  steel,  autos,  electricity,  oil,  and  coal  were 

up.  Truck  production  was  down  by  3.9%,  and  lumber  output  fell  1.7%. 

iduction  index  copyngfit  1998  by  The  McGraw-Hill  Companies 


m 


ING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

;K  prices  (8/21)  s&p  500 

1081.18 

1062.75 

17.1 

'ORATE  BOND  YIELD,  Aaa  (8/21) 

6.50% 

6.52% 

-11.2 

EY  SUPPLY,  M2  (8/10)  billions 

$4,229.0  3 

4,222.3r 

7.3 

AL  CLAIMS,  UNEMPLOYMENT  (8/14)  tfious 

301 

303r 

-11.2 

TGAGE  APPLICATIONS,  PURCHASE  (8/21) 

243.1 

251.4 

10.6 

rCAGE  APPLICATIONS,  REFINANCE  (8/21) 

1,211.9 

1,310.5 

119.2 

:es:  Standard  &  Poor's,  H/loody's,  Federal  Reserve,  Labor  Dept.,  Mortgage 
lb  Assn.  (Index   (Vlarch  16,  1990=100) 


EREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

RAL  FUNDS  (8/25) 

5.50% 

5.54% 

5.62% 

MERCIAL  PAPER  (8/25)  3-month 

5.49 

5.50 

5.55 

IFICATES  OF  DEPOSIT  (8/26)  3  montfi 

5.57 

5.58 

5,59 

J  MORTGAGE  (8/21)  30-year 

7.02 

7.03 

7.60 

STABLE  MORTGAGE  (8/21)  one  year 

5.75 

5  81 

5.69 

E  (8/26) 

8.50 

8.50 

8.50 

es:   Federal  Reserve.  HSH  Associates,  Bloom 

berg  Financia 

Markets 

STEEL  (8/22)  thous.  of  net  tons 

LATEST 
WEEK 

2,127 

WEEK 
AGO 

2,120# 

YEARLY 
%  CHG 

4.9 

AUTOS  (8/22)  units 

119,739 

126,473r# 

-1.0 

TRUCKS  (8/22)  units 

136,475 

127,876r# 

14.2 

ELECTRIC  POWER  (8/22)  millions  of  kilowatt-tirs. 

76,283 

77,764# 

4.8 

CRUDE-OIL  REFINING  (8/22)  tfious.  of  bbl./day 

15,577 

15,615# 

1.8 

COAL  (8/15)  thous.  of  net  tons 

21,840# 

21,243 

4.7 

LUMBER  (8/15)  millions  of  ft. 

489. 7# 

494.7 

1.9 

RAIL  FREIGHT  (8/15)  billions  of  ton-miles 

26. 9# 

25.2 

3.5 

Sources;  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept..  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (8/26)  $/troy  oz. 

LATEST 
WEEK 

283.150 

WEEK 
AGO 

285.500 

YEARLY 
%  CHG 

-12.8 

STEEL  SCRAP  (8/25)  #1  heavy,  $/ton 

120.50 

120.50 

-17.7 

COPPER  (8/21)  e/lb. 

77  0 

76.2 

-24,2 

ALUMINUM  (8/21)  (z/ib. 

63.8 

63.5 

-22.2 

COTTON  (8/22)  strict  low  middling  1-1/16  m.,  e/lb.  73.19 

71.40 

2.7 

OIL  (8/25)  $/bbl. 

13.81 

12.81 

-27.3 

ORB  FOODSTUFFS  (8/25)  1967=100 

220.77 

225.62 

3.0 

CRB  RAW  INDUSTRIALS  (8/25)  1967=100 

287.47 

289.29 

-15.2 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market.  I^YIvlEX.  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (8/26) 

LATEST 
WEEK 

144.53 

WEEK  YEAR 
AGO  AGO 

144.31  119.06 

GERMAN  MARK  (8/26) 

1,81 

1.80 

1.81 

BRITISH  POUND  (8/26) 

1.64 

1.62 

1.61 

FRENCH  FRANC  (8/26) 

6.06 

6.03 

6.09 

ITALIAN  LIRA  (8/26) 

1782.5 

1773.1  1767.0 

CANADIAN  DOLLAR  (8/26) 

1.56 

1.53 

1.39 

MEXICAN  PESO  (8/26) 

9  810 

9-192 

7.753 

TRADE-WEIGHTED  DOLLAR  INDEX  (8/26) 

116.9 

115.9 

106.6 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U,S,  dollar, 
except  for   British   pound   m  dollars    Trade-weighted  dollar  via  J-P  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nent.  l=Western  Wood  Products  Assn        2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NMi^Not  meaningful 


HE  WEEK  AHEAD 


n  40ME  SALES 

J  ■!  

''J  3,  jy,  Aug.  31,  10  a.m.EDTP-  New  single- 
1'  homes  probably  sold  at  an  annual  rate 
),000  in  July,  says  the  median  forecast 
'  nomists  surveyed  by  Standard  &  Poor's 
unit  of  The  McGraw-Hill  Companies, 
i  sold  at  a  record  high  pace  of 
00  in  June. 

SURVEY 


ay,  Sept.  1,  10  a.m.Emp-  The  National 
ation  of  Purchasing  Management's 
iss  index  probably  edged  up  to  50.2% 
;ust,  from  49.1%  in  July.  The  end  of 
ike  at  General  Motors  Corp.  pushed  the 
above  the  50%  mark  that  separates 
I  vs.  contraction  in  the  factory  sector. 


However,  the  Asian-led  drag  in  exports  is 
hurting  industrial  activity  outside  of  the  auto 
sector. 

LEADING  INDICATORS 

Tuesday,  Sept.  1,  10  a.m. for ►  The  Confer- 
ence Board's  composite  index  of  leading  indi- 
cators probably  rose  0.2%  in  July,  reversing 
its  0.2%  slide  in  June. 

CONSTRUCTION  SPENDING 

Tuesday,  Sept.  1.  10  a.m.EDTP-  The  s&P  MMS 
survey  forecasts  that  a  0.7%  aidvance  in 
building  outlays  occurreid  in  July,  on  top 
of  a  1.7%  surge  in  June.  The  July  gam 
is  suggested  by  the  large  5.7%  increase 
in  housing  starts  in  July. 


FACTORY  INVENTORIES 

Wednesday,  Sept.  2,  10  a.m.EDT^  Manufac- 
turers likely  decreased  their  inventories  by  at 
least  0.3%  in  July,  after  stock  levels  rose 
0.2%  in  both  May  and  June.  The  gm  strike 
was  responsible  for  a  large  part  of  the  inven- 
tory drawdown. 

EMPLOYMENT 

Friday,  Sept.  4,  8:30  a.m. edt^  Nonfarm 
payrolls  likely  soared  by  350,000  in  August, 
says  the  mms  forecast.  About  140,000  of  the 
gain  reflects  workers  at  givi  and  its  suppliers 
heading  back  to  work  after  the  strike.  The 
strike  held  job  growth  in  July  to  just  a 
56,000  increase.  The  unemployment  rate  is 
expected  to  have  stayed  at  4.5%  in  August. 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

riY^  Sunday 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stonf  or 
feature  with  a  significant  reference  to  a  company. 
SSianes%re  indexed  under  their  own  names. 

Companies  listed  only  in  tables  are  not  mcluded. 


Aames  FinanciaUAAM)  80 
ABC  (DIS)  42 

Abele  Inlomation  Systems  112 
Adobe  Systems  (ADBE)  42 
Advanta  (ADVNA)  80 
Airbus  Industrie  42 
Albertson's  (ABS)  86 
Amazon.com  (AMZN)  66 
American  General  (AGO  80 
American  Heritage  Fund  86 
Amencan  Stores  (ASC)  86 
Amenca  Online  (AOL)  66. 76 
Amentech  (AIT)  45 
AMGData  84 
Andersen  (Arthur)  80 
Apple  Computer  (AAPL)  18,66 
Ascend  Communications  (ASND) 
36 

mm  12.36,62 

Autodesk  (ADSK)  42 


Daimler  Benz  (DAI)  45 
Dataquest  36,107 
Deutsche  Bank  Secunties  50 
Dresdner  Kleinwort  Benson  48 

E 


How  to  handle  sexual 
harassment  in  the  workplace-. 
Attorney  William  Bruce 
answers  your  questions  in 
another  BW  Enterprise  chat. 
Aug.  30 
9  p.m.  EOT 

Tuesday 

Wait  for  the  market  to  close 
and  then  tune  in  to  Standard 
„  Poor's  analyst  Brendan 
McGovern  on  semiconductor 
stocks.  S&P  Personal  Wealth 
IS  co-host  with  BW.  Sept.  1 
4:30  p.m.  EOT 

Thursday 

Need  help  picking  the  right 
mutual  fundnoinBW's  fund 
guru,  Jeffrey  M.  Laderman, 
for  some  expert  pointers. 
Sept.  3 
9  p.m.  EOT 

AOL  keyword:  BW  Talk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  eacfi  event. 


For  a  free  trial  diskette 
including  50  free  liours  on 
AOL,  call  1-800-641-4848 


BankAmenca  (BAG)  6,29.116 
BankBoston  (BKB)  5 
Bankers  Trust  (BT)  80 
Bank  of  the  West  86 
Baxter  International  (BAX)  86 
Bay  Networt^s  (BAY)  62 
BBDO  Worldwide  66 
Bell  Atlantic  (BEL)  45 
Blimpie  12 

Bloomingdale's  (FD)  87 
Boeing  (BA)  42 
Brandywine  Fund  83 
Bntish  Ainways  (BAB)  42 
Broadcom  (BRCM)  62 
Broadway  Stores  (FD)  87 


Gables  Wireless  (CWP)  45 
Gallard  &  Bowser-Suchard  55 
Calvin  Klein  20 
Cantor  Fitzgerald  82 
CBS  (CBS)  66 
CDnow  66 
Centex  (GTX)  38 
Chase  Manhattan  (GMB)  29, 30, 

80 

Chevron  (CHV)  116 
Chicago  Consulting  Actuanes  80 

Chrysler  (C)  34,45 
CIENA  36 

Cisco  Systems  (CSCO)  36,62, 
116 

CNET(CNWK)  66 
CNN  (TWO  66 
Coca-Cola  (KG)  56 
Colony  Homes  38 
Computer  Sciences  (CSC)  116 
Conference  Board  23 
Credit  Suisse  First  Boston  29, 80 
87 

CVS (CVS)  86 

Cypress  Semiconductor  (CY)  6 


Ell  Lilly  (LLY)  86 
E-Loan  66 

Enhance  Financial  Sen/ices  12 
Environics  Communications  12 
Encsson  (L.M )  (ERICY)  107 
ESPN  42 
E*Trade  Group  66 
Excite  (XCIT)  66 
Expenan  Information 
Solutions  114 

F  

Federated  Department  Stores 
(FD)  87 
I  First  Hawaiian  (FHWN)  86 
Fitch  IBCA  29 
Ford(n  12,20,34,48,111 
Forrester  Research  (FORR)  66, 76 
Fox  (NWS)  42 

Franklin  Templeton  30, 116 
Fnedberg  Mercantile  30 

G  

General  Electric  (GE)  12,65 
General  Mills  (GIS)  8, 55 
I  General  Motors  (GM)  12,23,34, 

,119  In 

Goldman  Sachs  25,30,80 
Graboplast  50 
Gregoiv  Mountain  Sports  55 
GTE (GTE)  45 
Guess (GES)  87 

I  H  

Hambrecht  &  Quist  56 
Harnischfeger  Industries  (HPH)  42 
Harvard  Business  School 
Publishing  5 
Haagen-Dazs  55 
Herschel  Shosteck  107 
Hewlett-Packard  (HWP)  5 
Home  Depot  (HD)  116 
Honda  (HMC)  34 
HSBC  Securities  80 
Huttys(HUn  12 
Hyundai  48 


Lands'  End  (LE)  20 
Legend  Financial  Advisors  80 
Lehman  Brothers  (LEH)  34,80,84 
Levi  Strauss  20. 56 
Liberty  (LC) 

Lockheed  Martin  (LMT)  42 
Longs  Drug  Stores  (LDG)  85 
Lucent  Technologies  (LU)  35 
Lycos  66 
M 


Quaker  Oats  (OAT)  8,56 
Qualcomm  (QCOM)  107 
Quantum  Fund  29 
Quart*  42 


Raytheon  (RTN)  42 
RealSelect  114 
Regent  Pacific  Group  46 
Regional  Financial  Associates 
REI  66 

Reuters  Holdings  (RTRSY) 
Rite  Aid  (RAD)  85 
RJR  Nabisco  (RN)  55 

S 


0 


i 


Macy's  (FD)  87 
Manpower  (MAN)  23 
Marsh  &  McLennan  (MMC)  42 
Mattel  (MAT)  116 
May  Department  Stores  (MAY)  87 
McDonalds (MCD)  56 
McGraw-Hill  (MHP)  116,119 
MCI  Communications  (MClC)  45 
McKinsey  56 
Media  Metnx  56,76 
Mercer  (William  M  )  22 
Menrill  Lynch  (MER)  46.84 
Microsoft  (MSFT)  8,18,55,74, 
76,114 

Monterey  Homes  38 
Morgan  Keegan  115 
Morgan  Stanley  Asia  (MWD)  46 
Morgan  Stanley  Dean  Witter 
(MWD)  65 

Momingstar(MSTR)  80.84,116 
Motorola  (MOT)  74.107 
MSK  Partners  85 


Saks  Fifth  Avenue  (SKS)  87 
Salomon  Smith  Barney  (TRV) 
San  Jose  Sharks  65 
SBC  Communications  (SBC) 
45 

Schwab  (Charies)  (SGH)  66 
Seagate  Technology  (SEG)  6 
Secunties  Data  84 
Sedgwick  Group  (SDWK)  42 
Shapiro  (Leo  J.)  66 
ShoreWest  Realtors  38 

Siemens  36 
I  Softbank  66 

Sonic  Foundiv  (SFO)  12 

Sprint  (FON)  35 

Standard  &  Poors  (MHP)  11 

119 

Staples  (SPLS)  56 
[  Stanwave  55 
Strategis  Group  66, 107 
Sunbeam  (SCO  42 
Synthonics  Technologies  11 


NBC  (GE)  56 
Nestle  55 

Netscape  Communications 
(NSCP)  62,66 
News  Corp,  (NWS)  42 
New  Yori<  Life  Asset 
Management  80 
NHL  42 

Nicholas-Applegate  Capital  84 
Nike  (NKE)  20, 56 
Nokia  107 

Northeast  Investors  84 
Northern  Trust  (NTRS)  36,38 
Northrop  Grumman  (NOG)  42 


Oakland  Athletics  66 
ONSALE  55 


Infoseek(SEEK)  56 
Inhale  Therapeutic  Systems 

(INHU  86 

Institutional  Capital  87 
Intermec  74 
International  Data  56 
rOn  Realty  38 


Jupiter  Communications  55,76 
J  W  Genesis  Capital  Martlets  86 

I  K 


Pacific  Telesis(PAC)  12 
PairGain  Technologies  (PAIR)  62 
Paribas  42 
Pensare  6 
Pfizer  (PFE)  86 
Philip  Moms  (MO)  42 
Philips  Electronics  (PHG)  52 
Pillsbuiy  55 
Piper  Jaffray  85 
President  Baking  42 
Procter  &  Gamble  (PG)  66 
Profitts  (PFT1  87,116 
Punk  Ziegel  36 
Pure  Energy  111 


Tele-Communications  (TCOl 
Tellabs  aiAB)  36 
Tesco  20 

Thomson  Polkolor  50 
3Com  (COMS)  62 
Time  Warner  OW)  65 
Torchmari<(TMK)  80 
Toyota  aOYOY)  34, 48 
Trinity  Fund  42 
TRW  (TRW)  52 

I  U  

I  United  Biscuit  56 
I  United  Cos.  Financial  (UC) 
USA  Trading  82 

I  y  

ViaWeb  65 
VLSI  Technology  (VLSI)  1 
Volkswagen  66 
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Waddell  &  Reed  56 
Walt  Disney  (DIS)  42,66 
Warburg  Dillon  Read  46 
Warner  Bros.  Online  ( 
WorldCom  (WCOM)  36, 


Yahoo!  (YHOO;  56, 74, 7 
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ivestment  Figures  of  the  Week 


%  change 


<P  500 

Feb.    Aug.  Aug.  20-26 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8523.4 

-2.0 

9.5 

NASDAQ  Combined  Composite 

1768.1 

^.0 

10.8 

S&P  MidCap  400 

318.8 

-5.1 

1.5 

S&P  SmallCap  600 

160.5 

-6.1 

-7.9 

S&P  SuperComposite  1500 

228.0 

-1.8 

15.8 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

358.4 

-1.5 

22.5 

S&P  Financials 

121.6 

^.6 

16.3 

S&P  Utilities 

240.3 

1.6 

20.9 

PSE  Technology 

335.4 

1.8 

%  change 

rUKtlviN  iVIAnrVfc.  1  9 

Latest 

Week 

Year 

London  (FT-SE  100) 

5545.4 

-2.6 

13.0 

Frankfurt  (DAX) 

5231.6 

-6.5 

30.9 

Tokyo  (NIKKEI  225) 

14,866.0 

-3.5 

-19.4 

Hong  Kong  (Hang  Seng) 

7834.4 

2.8 

-49.6 

Toronto (TSE  300) 

6172.3 

-5.2 

-7.5 

Mexico  City  (IPC) 

3254.4 

-9.7 

-33.8 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield              1 .44  % 
S&P  500  P/E  Ratio  (Last  12  mos.)  26.4 
S&P  500  P/E  Ratio  (Next  1 2  mos.)'  24.4 

1 .43  % 

26.2 

24.4 

1.65% 

23.0 

18.3 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Drug  Chains 
Computer  Systems 
Tobacco 
Food  Chains 


8.7  Specialty  Appar.  Retailers  78.5 

7.0  Drug  Chains  72.7 

6.0  Broadcasting  72.5 

5.7  Drugs  67.1 


Genl.  Merchandise  Chains   5.5  Genl.  Merchandise  Chains  65.2 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-3.26%  -3.33%  -1.06% 


Latest 


Week 
ago 


I  1MENTARY 

Russian  financial  crisis 
;  shock  waves  throughout 
1  world,  including  the  U.S. 
ncial  markets.  Banks 
as  J. P.  Morgan  and  Citi- 
,  were  among  the  biggest 
I  rs  because  of  corcerns 
t  they  may  suffer  losses 
(  iussian  and  other  emerg- 
I  market  debt.  The  Dow 
J  s  industrial  average  fell 
;  pomts  during  the  day  on 
/  26.  but  recovered  to  end 
1  (lay  at  8523.4,  down  79. 
^  Is  of  30-year  U.S.  bonds 
(  ined  to  their  lowest  levels 
i  e  1977  as  investors 
J  ed  to  safety. 


EREST  RATES 


Latest  Week  Year 

EASURY  BOND  INDEX  "^^^   week%  ago%  ago% 

Feu.    Aug.  Aug.  20-26  MONEY  MARKET  FUNDS          5.10   5.11  5.15 

  1725   

=  90-DAY  TREASURY  BILLS  5.05  5.07  5.28 

EEEEl™  6-MGNTH  BANK  CDS              5.06   5.07  5.17 

.     r  ■''689.85   

1-YEAR  TREASURY  BILLS        5.09  5.25  5.60 

  10-YEAR  TREASURY  NOTES      5.20  5.42  6.38 

=  1650  3  0-YEAR  TREASURY  BONDS     5^42  5^56  6.66 

  1625  LONG-TERM  AA  INDUSTRIALS    6.21   6.27  7.15 

e^ange       ^weeKchange  LQNG4ERM  BBB  INDUSTRIAI^;6:69r ^;7.53 

iloomberg  Fmancal  Markets  LON_G™  ^^A^LEAHONAS.  _6j5^^^ 


HMOs 

Savings  &  Loans 

Metals 

Shoes 

Leisure  Time 


-41.9 
-22.2 
-19.3 
-19.2 


Oil  &  Gas  Drilling 
Metals 
Gold  Mining 
Leisure  Time 


-18.9  Engioeering  &  Constr. 


-57.0 
-54.2 
^2.9 
^0.0 
-37.8 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Reading 


S&P  5D0  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 

Data:  Bloomberg  Financial  Markets 


1057.3  1053.5 
26.0%  30.0% 
0.66  0.66 
1.09  1.16 


Positive 
Positive 
Neutral 
Positive 


'First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  piice  weakness 

Price 

1-month 
change 

Intel 

-1'"/64 

Citicorp 

136V8 

-31  V2 

America  Online 

110^/4 

-63/4 

Merrill  Lynch 

865/16 

-12  "/16 

General  Electric 

90^/16 

-1  "/16 

Lucent  Technologies 

87 

-7% 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

103 '5/16 

6  7/1 6 

Dell  Computer 

124 

13^/4 

Yahoo 

97 '/2 

2=^32 

American  Home  Products 

58 

5^/4 

Home  Depot 

45% 

1  '/2 

Mobil 

72^8 

'3/16 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds 
assuming  a  31%  federal  tax  rate 


lO-yr.  bond 


30-yr.  bond 


Latest 

Last 

Latest 

Last 

week 

week 

week 

week 

GENERAL  OBLIGATIONS 

4.27% 

4.38% 

4.86% 

4.93% 

PERCENT  OF  TREASURIES 

82.12 

81.01 

89.66 

88.73 

TAXABLE  EQUIVALENT 

6.19 

6.35 

7.04 

7.14 

INSURED  REVENUE  BONDS 

4.44 

4.53 

5.06 

5.15 

PERCENT  OF  TREASURIES 

85.39 

83.78 

93.35 

92.69 

TAXABLE  EQUIVALENT 

6.43 

6.57 

7.33 

7.46X 

Diveisilied  M  All  Equity 
52-week  total  return 


EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Anchor  Capital  Accumulation 

53.1 

Lexington  Troika  Russia 

-49.4 

Utilities 

-2.1 

Latin  America 

-25.8 

Prudent  Bear 

7.4 

Excelsior  Latin  America 

-29.3 

Domestic  Hybrid 

-2.6 

Diversified  Emerging  Mkts. 

-18.8 

ProFunds  UltraBear  Investor 

6.0 

Govett  Latin  America  A 

-29.2 

Large-cap  Growth 

-3.5 

Precious  Metals 

-12.4 

Fidelity  Select  Computers 

4.3 

AIM  Latin  American  Grth.  B 

-28.3 

Technology 

-3.6 

Small-cap  Blend 

-9.8 

Comstock  Part.  Cap.  Val.  R 

3.8 

ABN  AMRO  Lat.  Amer.  Com. 

-28.0 

Health 

-3.7 

Natural  Resources 

-9.8 

Leaders 

Laggards 

Leaders 

Laggards 

S2-week  total  return 

52-week  total  return 

S2-week  total  return 

% 

52-week  total  return 

% 

lorningstar,  Inc. 


Anchor  Capital  Accumulation 
Weitz  Hickory 
Munder  NetNet  A 
Transamerica  Prem.  Sm.  Co. 
Smith  Barney  Telecom.  Inc. 


73.7  Lexington  Troika  Russia  -84.7 

51.3  Guinness  FIgt.  Asia  Sm.  Cap  -72.2 

48.2  Lex.  Crosby  Sm.  Cap  Asia  -70.7 

47.6  Montgomery  Emerg.  Asia  R  -69.6 

47.0  U.S.  Global  Inv.  China  Reg.  -69.0 


Communications  25.6  Pacific/Asia  ex-Japan  -55.9 

Utilities  22.1  Precious  Metals  -45.2 

Europe  20.3  Diversified  Emerging  Mkts  -43.3 

Large-cap  Growth  19.4  Diversified  Pacific/Asia  -42.8 

Financial  16.5  Latin  America  -42.5 
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Editorials 


NEEDED:  A  NEW  DEAL  ON  GLOBAL  DEBT 


Central  bankers  flocking  to  Jackson  Hole,  Wyo.,  for 
their  annual  late-August  retreat  this  year  might  want 
to  take  time  to  leam  the  dip.  It's  not  a  dance  but 
rather  something  called  debtor-in-possession  financing.  DIP 
involves  segi'egating  the  defaulted  loans  of  a  banknipt  com- 
pany, wiping  the  slate  clean,  and  starting  the  borrowing 
process  all  over.  A  restractiu'ed  company  gets  new  credit,  the 
bank  get  a  small  percentage  of  its  old  unwise  loans  back 
over  time,  and  everyone  starts  to  play  the  all-important 
gi'owth  game  again,  dip  lending  is  a  desperation  strateg^^' 
used  only  w^hen  coi-porations  face  niin  and  banks  stand  to  lose 
eventhing.  This  is  increasingly  the  plight  of  Russia,  Asia,  and 
paits  of  Latin  Ameiica,  where  de  facto  default  may  be  the 
best  choice  among  evils. 

Debt  overhang  is  cnashing  economic  gi'owlh.  It  is  time  to 
consider  a  global  wiite-dowTi.  The  best  way  may  be  to  swap 
emei'ging-market  debt  for  long-teiTn  bonds  backed  by  hai-d 
collateral  ranging  from  U.  S.,  GeiTnan,  and  Japanese  govern- 
ment bonds  to  Russian  oil  reserves.  That  was  the  idea  behind 
the  Bi-ady  bonds,  named  after  Nicholas  Brady.  Treasuiy  Sec- 
retary under  George  Bush,  that  helped  revive  economic 
growth  in  Latin  America  and  Central  Eui'ope  in  the  '80s. 
Then,  government  debt  w^as  swapped  for  the  Brady  bonds. 
Today,  most  of  the  debt  is  private,  making  the  sw^ap  more 
complicated  but  not  impossible.  Brady-style  bonds  can  work 
in  the  '90s,  too. 

The  Russian  crisis  highlights  the  global  liquidity  squeeze 
that  is  strangling  economic  gi'owth  on  a  scale  not  seen  for 
decades.  In  what  were  just  a  year  ago  some  of  the  fastest- 
gi'owing  regions  of  the  world,  banks  are  not  lending,  gov- 
ernments are  devaluing,  and  investors  are  racing  to  sell  ciu-- 
rencies  and  assets  in  one  country  to  cover  losses  in  another. 
An  International  Monetaiy  Fund-sponsored  poUcy  of  higher 
interest  rates,  higher  taxes,  and  competitive  devaluations  is 
sending  much  of  the  global  economy  into  a  disastrous  defla- 
tionary spiral.  Ask  any  Kansas  fanner  or  ceo  of  a  multi- 
national in  Chicago.  World  demand  for  their  products  is 
plummeting,  along  with  prices  paid  and  profits  made. 

BANKS  MUST  BEGIN  LENDING 

A  backlash  against  globalization  has  already  begun.  With- 
out a  dramatic  pohcy  change  by  international  creditors,  lead- 
ership in  the  current  crisis  will  slip  away  from  the  dominant 
industrial  countries  and  intemational  lending  agencies.  Al- 
ready, devastated  Asians,  angiy  at  the  damage  done  to  them 
by  high-octane  global  capital  and  inappropriate  IMF  policies, 
app<>ar  to  be  losing  faith  in  the  open-market  system  and  the 
institutions  that  support  it.  Hong  Kong,  the  paragon  of  lais- 
sez-faire capitalism,  is  openly  intei-vening  in  the  stock  market. 
Thailand  and  Indonesia  are  nationalizing  banks.  Now,  Russia 
is  taking  a  giant  step  backward  by  contemplating  capital 
and  price  controls  while  printing  rubles. 

The  epicenter  of  pain  is  East  Asia,  where  the  spreading 


crisis  began  a  year  ago.  Output  is  collapsing,  unemploymi 
is  soaiing,  and  a  nascent  middle  class — hitherto  one  of  his 
ry's  champion  consumers  of  goods  and  services — is  be 
pushed  back  into  poverty.  This  region  alone  constituted  hal 
all  output  gi'owth  fi-om  1991  to  1997.  Without  this  Asian 
mand,  commodity  prices  ai-e  falUng  ai'ound  the  world,  putt 
tremendous  pressm-e  on  any  nation  that  exports  oil,  gr 
livestock,  or  gold.  The  Canadian  dollar  is  down  to  a  : 
year  low  against  the  V.  S.  dollar,  the  South  Afiican  ran 
crambling,  the  Venezuelan  bolivai"  is  set  to  tumble,  and 
iTible  is  in  fi'ee  fall. 

The  downward  spiral  w^on't  end  until  demand  is  restc 
and  deflation  is  stopped.  To  do  this,  banks  must  begin  h  ■ 
ing.  American  banks  hold  about  $40  billion  of  Asian  d 
Eui'opean  banks  hold  the  lion's  share,  about  $350  biUioi^ 
addition,  Germany  has  up  to  $30  billion  of  loans  to  Ru^| 
The  Japanese  have  $245  billion  in  East  and  Southeast  J^M 
debt  on  theu'  books.  All  these  banks  ah-eady  face  signifiT 
write-offs  on  these  loans  ranging  from  30%  in  Hong  KorB 
up  to  809(  in  Indonesia  and  90%  in  Russia.  If  the  emem 
world  recession  gets  worse,  the  banks  could  wind  up  I 
nothing.  Better  to  save  something  by  taking  a  hitB 
changing  bad  debt  for  new  long-term  paper.  Japan,  inB 
ticular,  can  benefit  ft'om  this  plan.  Only  a  dramatic  vM 
down  can  get  the  country  moving  again  and  pull  I 
with  it.  I 

RETHINK  IMF  POLICY  I 

An  increase  in  global  liquidity  must  accompany  theB 
deal  on  debt.  That  demands  a  dramatic  change  in  IMF  A 
Devaluation,  high  interest  rates,  and  high  taxes  ha'\^B^ 
led  to  a  restoration  of  investor  confidence  in  Asia.  The^H 
not  do  so  in  Russia,  either.  Indeed,  there  is  a  revolt  a^H 
IMF  policies  imder  way.  Russia,  Thailand,  South  Korea,  a^H 
donesia  are  turning  away  from  austerity  and  daring  t^^H 
to  stop  them.  Huge  public-works  progi^ams  are  being  Iai^H| 
in  Asia  to  generate  jobs,  build  needed  infrastiucturflB^ 
stimulate  demand.  Six  months  ago,  the  IMF  demande  i 
Jakarta  itm  a  balanced  budget.  Now,  Indonesia  has  dec-^ 
itm  a  deficit  of  8%  of  gi-oss  domestic  product.  Thailand  r 
to  run  a  3%  budget  surplus  in  exchange  for  imf 
Bangkok  reversed  com'se,  and  now  it  will  run  a  deficit 
Along  with  nearly  all  the  other  Asian  countries  inr 
Thailand  is  lowering  interest  rates  significantly  as  wl. 
deed,  rates  in  Korea  and  Thailand  are  now  half  wh;  ; 
were  six  months  ago. 

It  is  time  for  a  clean  financial  slate.  New  lending  a 
easing  are  needed  to  get  eveiyone  back  in  the  gi-owtfe 
A  swap  of  old  debt  for  new  bonds  not  only  forces 
lenders  to  take  a  needed  haircut,  it  also  sets  the  stage  r 
ting  liquidity  pumping  again  in  the  global  economy,  hi- 
the  message  the  Jackson  Hole  central  bankei"s  shoul  t-^ 
aw'ay  fi'om  theii'  sojouni. 


You  pack  a  lot  into  your  day  So  we  pack  a  lot  of 
(  /    ''^tig^    helpful  ideas  into  every  Mercury  Like  Sables  60/40 

split-fold  rear  seat  and  available  front  flip- fold  center 
console  They  give  you  extra  flexibility  carrying  pas- 
sengers and  gear  At  Mercury  we  design  cars  to  keep 
up  with  your  busy  schedule.  Maybe  that  schedule 
should  include  a  test  drive.  Call  1 800  446-8888  or 
visit  www.mercuryvehicles.com. 
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GLOBAL  INVESTING: 
WHAT  TO  DO  NOW 
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Today, 

business  uses  technology 
to  gain  a  strategic  advantage. 
And  the  higher  the  technology,  the 
greater  the  advantage.  So  long  as  the 
technology  does  what  it's  supposed  to  do, 
that  is.  At  Fujitsu,  ours  does.  cO  We  create, 
from  the  components  up,  computer,  communi- 
cations and  microelectronic  products  of  not  only 
the  highest  technology,  but  the  highest  quality  and 
eliability  as  well.  cO  And  we  support  them  in  ways  that 
5W  other  companies  do.  With  extended  warranties, 
iberal  replacement  policies.  And  superior  technical 
iupport.  cP  Moreover,  as  part  of  a  company  at  the 
forefront  of  today's  emerging  and  convergin 
computer  and  communications  technologies, 
our  systems  support  teams  offer  unique 
expertise.  cO  Fujitsu.  Our  technology 
helps  keep  you  moving  upward 
And  our  people  won't 
let  you  down. 


cP 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


I    doesn't  mean  you  should."  Why  can  t  consultants  keep  it  that  simple? 
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l-WAY  PATROL 

PROGRAMMERS, 
DA! 


YO,    COMRADE!    RUSSIA  S 

economy  may  be  hitting  the 
skids.  But  Moscow-based 
software  house  ArgusSoft 
wants  to  help  us  Americans 
with  our  software  labor 
shortage  by  offering  the  ser- 
vices of  120  programmers 
back  in  the  motherland — via 
the  Internet. 

Think  of  the  many  advan- 
tages of  this  plan.  First,  it 
will  help  ease  the  scarcity  of 
progTammers.  Second,  it  cir- 
cumvents the  need  to  get 
around  the  65,000  visa-per- 
year  ceiling  on  h-ib  visas 
granted  to  those  with  special 
skills.  Thu'd,  it  will  get  mon- 
ey into  Russia.  Soon. 

As  Peter  Oykhman,  Ai-gus- 
Soft's  Frederick  (Md.)-based 
rep,  describes  the  problem: 
"If  we  had  depended  only  on 


[Russian  government]  budget 
money,  we'd  have  been  dead 
by  now."  The  company  has 
yet  to  be  paid  for  work  for 
Russian  state  ministries. 
However,  Ai-gusSoft  does  col- 
lect paychecks  from  U.  S. 
clients— although  payment  is 
in  rubles.  U.  S.  customers 
have  included  Olimpex  Inter- 
national and  Agilis  Corp., 
both  of  Maiyland. 

Why  not  just  come  to 
America  to  work?  Ai-gusSoft's 
own  lawyers  advised  it  to  for- 
get about  it,  noting  the  h-ib 
problem  and  the  likelihood 
that  progi'ammers  would 
leave  ArgusSoft  for  greener 
pastui'es.  Joan  Oleck 


PRODUCT  PEEK 


THE  NEW  HAPPY  PILL  ON  THE  BLOCK 


THE  FIERCELY  COMPETITIVE 

market  for  antidepressants  in 
the  U.  S.  is  about  to  get  a 
new  entrant.  Forest  Labora- 
tories is  expected  to  launch 
Celexa  in  mid-September. 
And  some  analysts  say  the 
dnig,  which  has  been  sold  for 
yeai's  in  Em"ope  by 
its  Danish  develop- 
er, H.  Lundbeck 
a;s,  could  be  a  big 
moneymaker. 

Part  of  a  class 
of  antidepressants 
that  includes  Eli  Lilly's 
Prozac  and  Pfizer's  Zoloft, 
Celexa  has  certainly  lifted 
spirits  at  Forest.  Even  after 
the  recent  market  slidt  .  For- 
est's stock  has  risen  shai^ply 
in  1998.  Cowen  &  Co.  ana- 
lyst Stephen  Scala  says  that 


by  gi'abbing  10%  of  the  mar- 
ket, Celexa  should  generate 
$500  million  in  sales  in  the 
fiscal  year  ending  March, 
2002.  Forest's  total  fiscal  1998 
sales  were  $427  million. 

But  rivals  may  make  an  is- 
sue out  of  12  overdose  deaths 
involving  the  For- 
est compound  out- 
side the  U.  S.,  says 
Scala.  Forest  offi- 
cials and  outside 
-^—'^  experts,  including 
*— "~  Scala,  say  there  is 
no  evidence  that  it  is  easier  to 
overdose  on  Celexa  than  on 
similar  antidepressants.  And 
Celexa,  says  Forest,  is  also 
less  likely  to  cause  bad  inter- 
actions vrith  some  other  med- 
ications-an  advantage  for  old- 
er patients.       Amy  Barrett 


HBr 


TALK  SHOW  UAn  alternative  hypothesis  to  'th 
Internet  makes  you  depressed'  is  that  Pittsburg] 
makes  you  depressed.  Both  are  equally  valid.  55 

— Vanderbilt  University  professor  Donna  Hofftmn,  t 
jecting  to  a  Carnegie  Mellon  study  about  the  Internet 


SILICON  SAGAS 


SO  WHY  1SN7  THIS  MAC  GOING  TO  MARKE1  \ 


THE  NEW  366  MEGAHERTZ  03 

Macintosh  minitower,  made 
with  a  speedy  Motorola  366 
MHz  chip,  is  Apple  Comput- 
er's fastest  PC  yet.  The  high- 
end,  $3,000  computer  should 
be  a  coup  for 
Apple  and  its 
founder,  Steve 
Jobs.  The  only 
problem:  It  has 
been  yanked  from 
production,  with 
no  explanation, 
after  resellers 
sent  out  mailings 
about  it  and  put  it 
on  catalog  covers. 

Announced  on  July  27,  the 
PC  was  canceled  by  Apple  on 
Aug.  14,  says  Mark  Bradley, 
a  senior  vice-president  at  The 
Mac  Zone,  a  cataloger  that 
sent  out  2  million  mailings. 
Other  resellers  also  got  no- 


JOBS 


tice  of  the  withdrawal.  I 
nonexistent  366  is  also  oil 
cover  of  the  most  re 
MacMall  catalog,  among 
ers.  Apple  gave  no  reaso  li) 
its  action,  although  G3s  |l|t|| 
slower  chips 
available. 

A  Mot( 
spokesman  sa 
I  the  366  MHz: '  at 
h  time  you  sts 
j  new  product, 
I  fastest  speeds 
I  the  most  diff 
I  It  takes  a  whi  vX 
ramp  up  pre 

  tion."  He  w 

not  say  whether  enough 
MHz  chips  were  yet  aval 
So  fai",  customers  are  I 
understanding,  accordir 
Dan  DeVries,  a  sales  e^Bil* 
five  at  MacMall.  But  for 
long?  Roy  Furc 


THE  LIST  E-COMMERCE'S  NEW  'NETIZENS' 


To  nobody's  suprise,  infotech  compar| 
such  as  Microsoft,  IBM,  Excite,  and 
AT&T  spend  the  most  on 
Internet  ads.  But  many  tradi- 
tional companies  are  starting 
to  lay  out  big  bucks  to  pro- 
mote themselves  online. 


TOP  TEN  NON-TECH  ADVERTISERS  ON  THE  N 


1997  SPENDING 

GROWTI 

COMPANY 

MILLIONS 

SINCE  19! 

1.  GENERAL  MOTORS 

$5.77 

+390.^ 

2.  CBS  SPORTSLINE 

5.71 

+  134.( 

3.  FORD  MOTOR 

4.92 

+314.( 

4.  TOYOTA  MOTOR  SALES  USA 

4.00 

+84.! 

5.  WALT  DISNEY 

3.50 

+313.! 

6.  VISA  INTERNATIONAL 

3.37 

+671.1 

7.  AMAZON.COM 

3.16 

+91.< 

8.  HONDA  MOTOR  CO. 

2.86 

+182.' 

9.  DONALDSON  LUFKIN  &  JENREHE 

2.71 

+356.! 

10.  CHARLES  SCHWAB 

2.69 

+228.! 

DATA:  IWERMEDIA 
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RE'S  SHRIMP 
HEM  THAR  HILLS 

.AND  OF  BOURBON  AND 

yrass  may  soon  be 
n  for,  of  all  things,  its 
ip.  It  seems  that  Ken- 
farmers,  seeking  alter- 
es  to  tobacco,  have 
oped  a  fledgling  shrimp 
try — where  the  little 
Ts  grow  fat  on  byprod- 
)f  sour  mash, 
t  don't  plan  on  shrimp 
i  quite  yet.  These  Asian 
ip  taste  more  like  lob- 
lot  boui'bon,  says  James 


Tidwell,  a  Kentucky 
State  University 
aquaculturist  who 
is  considered  the 
father  of  the  state's 
shrimp  industry.  He 
adds  that  the  shrimp, 
gi'own  in  shallow  ponds, 
i^Ty  flourish,  thanks  to 
Kentucky's  climate 
and  the  waters 
from  its  limestone 
prings. 
Kentucky  shinmping 
began  seven  years  ago 
when  distillers  asked  Tidwell 
to  And  a  use  for  soui"  mash 
waste.  He  came  up  with 
shrimp  feed,  now  produced 
commercially  by  Farmer's 
Feed  Mill  in  Lexington.  Slow- 
ly, a  handful  of  fanners  began 
growing  shrimp  as  a  cash 
crop.  In  September  they  begin 
hai'vesting  the  state's  10,000- 
pound  annual  shrimp  take, 
bound  foi-  export  to  Toronto. 

Tidwell  says  that  the 
shrimp  farmers  will  soon  de- 
cide whether  to  build  a 
$300,000  hatchery,  a  necessi- 
ty if  shrimping  in  Kentucky 
is  to  rival  the  state's  shrink- 
ing $1  billion  a  year  tobacco 
industry.  James  Ott 


St  JL TALES 

foi 

^  -GEL'S  ELEMENTS  OF  STYLE 

9  ?PIEGEL  CATALOG  THAT 

£  ionally  heralds  fall  is — 
)  0  be  unkind — a  gray 
"(  clothes  that  are  attrac- 
lut  hardly  high  chic, 
meet  her 
ier  little  sis- 
On  Sept.  8, 
jel  mails  not 
its  "big  book" 
ilso  2  million 
s  of  its  new 
jnts  catalog. 
T  a  more  so- 
^cated  look,  this 
catalog  uses 
sensual  photos 
eek  home  fur-  SLEEK: 
ngs  and  luxe 
3ns.  It's  aimed  at  women 
40  who  wouldn't  dream 
itting  near,  say,  a  messy 
t.  Velvet  boudoir  pillows 
silk  pajamas  imply  ro- 
ic  interludes,  not  chang- 
iiapers.  "It  really  is  a 
!  sophisticated  aesthetic 


that  you  would  find  at  higher- 
price  points,  like  a  Donna 
Karan,"  says  Lisa  Versacio, 
elements'  managing  director. 
John  Ii-vin,  president  of 
Spiegel's  catalog  di- 
i    vision,  hopes  such 
\    niche  marketing 
\    (which  includes  a 
third  catalog.  On 
View,  with  a  Eui'o- 
pean     flavor)  will 
boost  Spiegel's  sag- 
ging sales. 

But  catalog  con- 
sultant Maxwell 
Sroge  is  skeptical. 
elements      "Spiegel  has  had  a 
serious  problem 
defining  who  they  are  in  the 
marketplace,"  Sroge  says. 
"They  are  moving  into  an 
ai'ea  of  mass  confusion,  trying 
to  be  three  different  women. 
They  should  stay  with  the 
gii'l  that  brought  them  to  the 
party."  Joan  Oleck 


DRAWN  &  QUARTERED 


CAR  TALK 

WHEELS 
OF  FORTUNE? 


MENTION  THE  ALFA  ROMEO, 

and  most  car  buffs  think  of 
Dustin  Hoffman  in  The  Grad- 
uate, shooting  across  the  Bay 
Bridge  to  snatch  sweetheart 
Katharine  Ross  from  an 
unwanted  marriage. 

Now,  the  1966-69 
Alfa  Romeo  Duetto 
Spider  is  more  than  a 
movie  memory.  Heyn- 
mings  Motor  News 
has  named  it  one  of  WATCH 
1998's  best  entry-lev- 
el  collectible  cars,  says  edi- 
tor Dave  Brownell.  He  pegs 
its  popularity  not  to  the 
movie  but  to  the  fact  that  the 
Duetto  is  a  good  chive,  shai-p- 
looking,  and — here's  what  col- 
lectors love — undervalued. 

Pre- World  War  II  models 


are  too  pricey  for  starting 
collectors.  But  a  '69  Duetto 
in  mint  condition  goes  for 
only  .$10,000.  Most  collectible 
cars  go  up  in  value  from  5% 
to  10%  annually.  BrowTiell  ex- 
pects the  Duettos,  of  which 
6,300  were  made,  to  appreci- 
ate at  the  10%  rate.  "The 
Alfa  is  a  wonderful  driving 


THE  RUST:  Alfa's  Duetto 

car  with  very  balanced  steer- 
ing and  the  verve  and  spirit 
of  a  Ferrari,"  he  says.  He 
cautions  that  the  cars  are 
lust-prone  and  temperamen- 
tal. But  who  cares  when  you 
can  drive  the  car  that  made 
Dustin  a  star?  Keith  Felcyn 


THE  BIG  PICTURE 


STILL  NOT  BARRIER-FREE  Workforce  partici 
pation  of  the  17  million  U.S.  adults  with  less  severe 
disabilities  has  actually  fallen,  despite  new  laws 
and  other  efforts.  Of  all  unemployed  disabled 
adults,  72%  say  they  would  prefer  to  be  working. 

100  _  ■  EMPLOYED  DISABLED  ADULTS 

■  OVERALL  EMPLOYMENT  RATE 

SPRING, '98  SURVEY  Of  1 
DISABLED  AMERICANS,  16 
YEARS  AND  UP 

40 
20 


▲  PERCENT 

DATA:  NATIONAL  ORGANIZATION  ON 
DISABILITY/LOUIS  HARRIS  &  ASSOCIATES 


J 

1  m: 

m  1 

TNOTES  B-school  deans  who  would  admit  the  unqualified  child  of  a  rich  donor:  48%,  the  child  of  a  personal  fi-iend,  26% 
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INSIGHTS  INTO 
THE  21  ST  CENTURY 


I  commend  you  on  your  informative 
articles  addressing  the  opportunities  and 
challenges  of  the  "The  21st  century 
economy"  (Cover  Story,  Aug.  24-31). 
There  are  interesting  parallels  between 
events  of  the  1920s  and  what  is  hap- 
pening in  the  semiconductor  industry 
in  the  late  1990s.  The  automobile  in- 
dustry drove  the  financial  engine  in  the 
first  half  of  the  20th  century.  Now,  the 
technology  advances  of  the  personal 
computer,  networked  computers,  and 
the  Internet  are  driving  the  economic 
engine  of  the  second  hah"  of  the  centui-y 
in  the  U.  S. 

The  fact  that  during  a  financial  crisis, 
pumping  money  into  the  system — rather 
than  taking  it  out  as  the  nHMMn 
central    bankers    did  in 
1929 — can  avoid  depression 
is  something  all  financial 
planner's  worldwide  need  to 
comprehend.  There  will  al- 
ways be  recessions,  because 
that's  part  of  the  ft-ee-en- 
tei-prise  system,  but  learn- 
ing from  history  can  pre- 
vent the  repeat  of  a  major 
depression. 

WiUiam  I.  Dollar 
Santa  Cruz,  Calif. 


Sizable  chunks  of  your  special 
ture  are  off-base.  The  Pollyannajll 
gushing  about  the  economic  and  suij 
progress  we  will  attain  through  biotili 
nology  and  globalization  is  premiseijB 
several  things  not  going  wTong-n» 
Asian  meltdowTi  and  no  stock  ma.ei 
decline,  to  name  a  few  you  list 
bright  box. 

Funny  thing  is,  the  rest  of  the  1 
acknowledges  that  the  global  econon 
in  the  throes  of  these  very  plagues, 
stories  titled  "There  is  no  wishing 
[Asia]  crisis  away,"  "The  markets:  I 
cry,  it's  only  deflation,"  etc. 

Plus,  you  announce  that  "the  defi 
issues  of  the  Industrial  Age — the  ri 
trusts,  the  battle  to  end  child  labor 
codify  workers'  rights,  the  regula 
protections  spavraed  by  the  consi 


There  is  a  simple  reason — which 
everyone  is  overlooking — for  why  we 
have  reached  a  "new  economy."  For  40- 
plus  years,  we  have  plugged  our  re- 
sources into  the  cold  war  Not  only  did 
we  plunge  dollar  after  dollar-  into  a  use- 
less cause  (well,  economically  useless) 
with  no  retum  on  investment,  but  we 
also  occupied  many  of  our  valuable  sci- 
entists. It's  no  coincidence  that  we've 
had  a  huge  technological  boom  a  few 
years  after  the  end  of  the  cold  wai".  The 
1990s  are  about  transfoiTning  our  mih- 
tary  resources  into  capitalistic  ones.  Ob- 
viously, vdth  less  money  spent  on  the 
military,  we  have  had  better  productiv- 
ity, income,  and  living  standards. 

Dan  Ohver 
Irvine,  Calif. 


PEACE  DIVIDEND? 

"It's  no  coincidence 
that  we've  had  a  huge 
tecnoiogical  boom  a  f 
years  after  the  end  of 
ihe  cold  war.  The  1991 
are  about  transformii 
our  military  resource 

movement — have  faded."  Yet  the 
alization  orchestrated  through  pact.< 
as  NAFTA  and  the  Multilateral  A 
ment  on  Investments  and  institu 
such  as  the  World  Trade  Organizat 
undermining  these  citizen  safegu 
It  is  precisely  the  threat  to  ( 
achievements  of  the  democratic  pr 
that  has  fueled  the  worldwide  bac 
against  globalization. 

Lori  Wife 
Dh 

PubUc  Citizen's  Global  Trade  ^  i 
Washin 

Your  special  issue  paints  an  ak 
real  picture  of  the  turbulence  th; 
can  expect  to  face.  As  we  move : 
the  millennium,  we  are  entering  a 
of  constant  change.  There  will  1 
time-outs,  no  substitutions.  Withi  : 
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5,  we  will  look  back  at  the  1990s  as 
good  old  days." 

such  an  environment,  gaining  and 
lining  marketplace  advantage  will 
icreasingly  difficult.  Consumer  de- 
ls, new  technologies,  and  even  the 
;iples  of  an  infomiation-based  econ- 
will  work  against  long-term  mar- 
iace  dominance  as  we  have  known  it 
16  past.  In  the  21st  century  econo- 
aecoming — and  remaining — the  win- 
in  your  markets  will  require  an 
•increasing  ability  to  make  the  right 
iions  and  to  execute  those  decisions 
}  effectively  than  youi-  competitors. 
Darwin  once  said,  it  is  not  the 
igest  species  that  survive  nor  the 
,  intelligent,  but  the  most  responsive 
hange.  Building  corporate  nimble- 
will  be  the  competitive  advantage 
le  21st  centmy. 

Brian  Gorman 
New  York 

I  this  period  of  =;mug  complacency, 
celebrate  cuiTent  American  success, 
you  make  two  judgments  I  think 
wrong:  The  space  progi'am  and  nu- 
'  power  are  not  failed  entei-prises. 
eople  everywhere  want  the  bene- 
)f  a  modern  economy,  but  earth  has 
fficient  conventional  resources  for 
purpose.  Combustion  technologies 
coal,  etc.)  cannot  provide  enough 
•gy,  and  they  are  destroying  the 
al  life-support  system.  Only  theiTno- 
ear  electric  power  may  provide 
igh  energy  at  an  acceptable  envi- 
nental  cost.  The  future  environmen- 
jroblem  will  be  disposing  of  excess 

s  I  see  it,  the  explosive  gi'owth  in 
21st  century  will  result  from  hu- 

exploration  and  colonization  of  our 
r  system.  The  effects  of  space  trav- 
ill  be  analogous  to  Columbus'  "dis- 
iry"  of  America.  There  is  no  reason 

food  and  basic  materials  cannot  be 
lomically  produced  outside  earth, 
ig  so  is  economically  justified,  since 
emoves  the  environmental  side  ef- 
s  of  production.  (But  pollution  by 
nical  rocket  fuels  needs  fixing.) 
knew  in  1950  that  we  would  go  to 
moon.  Now  I  know  we  will  go  much 
her.  The  remaining  question  is,  who 
do  this  if  not  Americans? 

Walter  L.  Battaglia 
Davis,  Calif. 


«c  was  disappointed  that  your  article 
fiteti!  not  mclude  any  discussion  of  the 
rlt^^  ors  that  encoui'age  innovation  in  em- 
yees.  How  organizations  are  de- 
led,  people  are  developed,  commu- 
ited  to,  paid,  rew'arded,  and 
Dgnized,  has  significant  impact  on  in- 
ation  and  productivity.  Many  of  to- 
KB  s  technically  updated  managers  are 


still  using  outdated  techniques  to  moti- 
vate employees,  despite  available  data  to 
the  contrary. 

Richard  W.  Park 
Houston 

"Why  the  pace  has  to  pick  up"  was 
an  excellent  exposition  of  the  role  that 
research  and  development  must  play 
in  keeping  our  expansion  rolling.  The 
treatment  of  the  role  of  the  federal 
government  in  national  research  and 
development  was  also  right  on  target. 


highlighting  both  the  problems  and  ac- 
complishments achieved.  Still,  it  should 
have  added  more  detail  as  to  how  and 
why  that  government  effort,  spear- 
headed by  the  Defense  Dept.  agency. 
Defense  Advanced  Research  Project 
Agency,  was  so  successful. 

About  30  years  ago,  darpa  foresaw 
the  overwhelming  potential  for  infor- 
mation systems  and  initiated  major  r&d 
efforts  into  technologies  for  very  high- 
speed processing  and  for  a  revolutionary 
concept  of  computer  communication  net- 
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"Lets  put  10  years  in  perspective.  It's  as  long  as 
that  Williams  energy  can  lock  in  natural  gas  prices." 


Been  the  prisoner  of  the  price  flux?  Williams  can  help 
you  secure  risk-fi'ee,  reliable  pricing  over  the  long  haul  - 
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CORRECTIONS  &  CURIFiCATIONS 

"I  want  to  lead  with  love,  not  fear"  (People, 
Aug.  17)  incorrectly  identified  Carlson 
Cos.'  commercial  and  consumer  travel 
businesses.  They  are  Carlson  Wagonlit 
Travel,  which  it  co-owns  with  Paris-based 
Accor,  and  Carlson  Leisure  Group,  The  sto- 
ry also  misstated  revenues  for  Gage  Mar- 
keting Group.  The  correct  number  is  $600 
million  in  1997  revenues. 


working.  Its  highly  talented  people  de- 
veloped a  vision  for  the  future  and  then 
spent  half  their  time  traveling  around 
the  country,  establishing  contracts  with 
university  and  industry  researchers. 
They  then  proceeded  to  define  and  fund 
an  incredible  research  and  development 
effort.  DARPA  essentially  ran  a  virtual 
R&D  lab  across  the  whole  country. 

These  efforts  were  of  such  a  magni- 
tude that  no  one  company  could  have 
realistically  funded  them.  The  results 
were  essentially  given  away  to  Ameri- 
can industry,  resulting  in  a  rapid  and 
effective  dissemination  of  technology. 
Throughout  this  effort,  darpa  and  other 
branches  of  the  U.  S.  government  ab- 


solutely insisted  that  architectural 
standards  for  computer  networking  be 
developed  and  adhered  to  so  that  all 
network  participants  could  easily  com- 
municate and  shai'e  infoiTnation.  Wliat  is 
more,  the  darpa  effort  was  paid  for  not 
by  industry  or  university  dollars,  but 
by  the  American  taxpayer,  and  that  ef- 
fort-more than  anything  else-is  respon- 
sible for  the  Information  Age  of  the 
1990s. 

Gino  J.  Coviello 
Palm  Coast,  Fla. 

Let  me  present  an  opposite  opinion 
from  that  expressed  in  "Alan 
Greenspan:  An  unlikely  giun."  I  tliink  it 
is  possible  that  Greenspan,  rather  than 
accepting  the  New  Economy  is  still 
fighting  the  last  war  (on  inflation) — ex- 
cept that  his  hands  have  been  tied  from 
almost-certain  tightening  by  the  impact 
of  the  strong  dollar  on  collapsing  cur- 
rencies abroad.  That  still  hasn't  stopped 
him  from  pursuing  a  tight  inonetary 
policy,  which  has  nearly  inverted  the 
yield  curve. 

Wliat  some  see  as  important  are  not 
actual  interest  I'ates  but  relative  ones. 
The  dramatic  fall  in  long-term  rates 
without  even  a  modest  easing  in  short- 


term  ones  has  in  effect  been  the  S£ 
as  a  massive  tightening.  Based  on 
public  comments,  Greenspan  doei 
seem  to  understand  what  commoc 
prices  and  long-teiTn  rates  are  sere.  : 
ing  at  him:  that  inflation  is  not  the 
gey  man  waiting  in  the  closet  anymi 
Rather,  it  is  a  worldwide  spiraling 
flation  produced  in  part  by  overcapa 
and  not  enough  gi-owth  of  consurr  ; 
worldwide.  i  - 

Deflation  could  prove  as  damaginj 
Greenspan's  worst  fears  about  inflat  fl 
It's  not  as  perfect  a  world  as  he  in  gg 
ines.  We  have  seen  only  the  benefit  S 
disinflation  so  far,  not  the  detriment 
deflation.  No  one  knows  what  will  1 
pen  or  if  it  could  have  been  aver 
but  for  Mr  Greenspan  not  to  cons  „, 
the  problem  in  its  entirety  and  ren 
with  his  head  stuck  in  the  inflatior  : 
sand  is  worrisome.  It's  not  that 
economy  is  different  this  time,  it's , 
that  we  haven't  seen  major  deflatio  I 
oiu'  lifetimes,  and  we  all  think  it's  so  " 
thing  new. 

What  [the  Fed  Chairman]  may 
gi'asp  in  time  is  that  long-term  fal 
interest  rates  are  not  going  to  s 
growth  (much  less  inflation)  bees  m 
there  is  no  outlet  for  production. 


iwer  rates  push  up  overvalued 
for  long,  much  less  stop  their 

e. 

easing  sooner  rather  than  later 
rt-term  rates  could  help,  though, 
ke  the  dollar  less  attractive  to  a 
ti,  bubble-producing  asset  inflow, 
^hen  other  cun-encies  in  free  fall, 
5scue  export  businesses  so  many 
lepend  upon.  Maybe  there  isn't  a 
ut,  but  some  of  these  "visionaries" 
stter  come  up  with  something  to 
5t  deflect  the  deflationary  tsunami 
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that  is  possibly  headed  our  way  instead 
of  pushing  it  along. 

Robert  Boutiere 
Fairfield,  Ohio 


Allow  me  to  correct  some  mispercep- 
tions  about  monetary  policy  in  Korea 
under  its  International  Monetary  Fund- 
supported  program  ("Austerity  isn't 
working  in  Asia"  Editorials,  Aug.  17). 
No  one  wants  a  prolonged  period  of 
very  high  interest  rates  if  it  can  be 
avoided,  but  sometimes,  interest  rates 
need  to  be  raised  during  a  crisis  to  de- 
fend a  plummeting  exchange  rate.  In- 
deed, the  experience  of  other  countries 
has  shovm  that  a  short  period  of  higher 
interest  rates,  along  with  necessaiy  fi- 
nancial-sector refomis,  can  help  stabilize 
the  situation  and  avoid  a  longer  and 
more  debilitating  crisis. 

This  strategy  is  working  in  Korea. 
As  the  won  depreciated  sharply  in  late 
1997,  short-term  interest  rates  were 
raised  significantly,  reaching  a  peak  of 
around  30%  at  the  end  of  December, 
1997.  But  as  the  won  stabilized  and  be- 
gan to  appreciate  in  early  1998,  short- 
term  interest  rates  steadily  declined  to 
18%  by  the  end  of  April  and  to  less 
than  10%  by  the  beginning  of  August. 


So  real  interest  rates  are  now  below 
historical  levels.  Fiscal  policy  has  also 
been  eased  considerably. 

Korea  has  undoubtedly  paid  a  high 
pi-ice  for  the  financial-  and  corporate- 
sector  problems  that  lay  at  the  heart  of 
the  crisis.  But  to  attribute  these  costs  to 
IMF-enforced  austerity  is  mistaken. 

Bijan  B.  Aghevli 
Deputy  Director,  Asia  &  Pacific  Dept. 
International  Monetary  Fund 
Washington 
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Books 


THE  MICROSOFT  FILE 

The  Secret  Case  Against  Bill  Gates 

By  Wendy  Goldman  Rohm 

Times  Busmess  •  313pp  •  $25.95 


MICROSOFT  UNDER 
THE  MICROSCOPE 


On  page  87  of  Wendy  Goldman 
Rohm's  new  book,  Tlie  Microsoft 
File:  The  Secret  Case  Against 
Bill,  Gates,  Microsoft  CoriJ.'s  ceo  is  de- 
scribed sitting  in  a  restaurant  in  1991 
with  a  prostitute  at  his  side.  According 
to  Rohm,  Gates  is  thinking  by  turns 
about  the  weathei-  (it's  cloudy),  the  Fed- 
eral Ti-ade  Commission's  investigation 
into  his  software  empire  (it  instates  him), 
and  his  companion  (she's  lovely).  Rohm 
has  him  musing  to  himself:  "Now  this 
one  was  like  a  friend — she  was  smart 
and  very,  very  beautiful.  What  did  it 
matter  that  it  had  all  been  an-anged?" 

A  better  question  is:  What's  wrong 
with  this  picture?  The  simple  answer  is 
that  it  seems  to  be  at  least  paitly  fic- 
tion— in  a  book  that  piu-ports  to  be  en- 
tirely factual.  Tliat's  not  to  say  the  event 
didn't  happen.  It  is  possible  that  Gates 
had  such  a  liaison.  (Rohm  says  yes,  Mi- 
crosoft no.)  But  what  tests  our  creduhty 
is  this:  Rohm,  an  experienced  fi'eelance 
reporter  who  got  no  help  for  her  book 
from  Microsoft's  man,  could  not  have 
known  Gates's  thoughts. 

It's  a  pity  that  Rohm  cluttered  Tfie 
Microsoft  File  with  this  and  other  silly 
scenes  that  go  inside  her  characters' 
heatls.  At  its  core,  the  book  is  an  earnest 
work  of  journalism  with  a  serious  pur- 
pose: to  show  that  Gates  and  Microsoft 
have  engaged  in  predatory  business  pi-ac- 
tices  that  all  but  destroyed  competition  in 
the  PC  operating-system  mai'ket  and  now 
threaten  to  do  the  same  with  the  Inter- 
net and  electronic  commerce.  The  book  is 
being  released  in  early  September  to  co- 
incide with  the  .stall  of  Microsoft's  fedei'al 
antitr-ust  trial. 

Rohm  deariy  s{)ent  years  poring  over 
docimients  and  intei-viewing  hunch-eds  of 
government  lawyers  and  computer  in- 
dustry leaders.  She  traces  Microsoft's 
path  as  it  uses  its  clout  as  the  dominant 
supplier  of  Pc  operating  systems  to 
squash  such  rivals  as  Novell,  Borland 


International,  and  WordPerfect.  She  de- 
tails how  Microsoft  headed  off  the  thi-eat 
of  Novell's  DR-DOS  operating  system  by 
forcing  PC  makers  to  pay  for  Microsoft's 
MS-DOS  product  on  every  machine — 
whether  they  shipped  a  copy  or  not. 

Especially  compelling  are  Microsoft 
E-mail  messages,  apparently  obtained 
from  Federal  Trade  Commission  files, 
showing  Microsoft  sabotaging  dr-dos.  In 
1991,  she  says,  Microsoft  warned  users  of 
a  test  version  of  Windows  3.1  that  it 
might  not  work  well  on  any  operating 
system  other  than  MS-DOS. 
And  she  pi'oduces  evidence 
that  the  company  at  least 
considered  guaranteeing 
that  it  was  so.  "It's  pretty 
cleai"  that  we  need  to  make 
sui'e  Windows  3.1  only  runs 
on  top  of  MS-DOS. . . ,"  says  a 
1991  memo  by  Microsoft 
Vice-President  David  Cole. 
Another  titillating  tidbit:  On 
the  day  before  a  crucial 
1989  meeting  between  Mi- 
crosoft and  IBM  executives, 
a  seciuity  man  purportedly 
found  three  listening  de- 
vices in  the  hotel  room  of  IBM  PC  oper- 
ating-system chief  James  Cannavino. 
Whodunnit?  Rohm  doesn't  .say  expUcit- 
ly,  but  the  clear  implication  is  that  it 
was  Microsoft. 

That's  as  good  as  Rolim's  story  gets — 
and  that's  not  very  good.  Her  source 
documents  come  from  the  paper  trail 
gathered,  over  the  past  eight  yeai's,  by 
the  FTC  and  the  Justice  Dept.  There's 
little  new  here  except  for  stringing  it 
all  together.  There's  also  no  sign  of  the 
"secret"  teased  in  the  book's  title.  And 
the  last  chapter,  on  Justice's  antitr-ust 
case  against  Micr-osoft,  reads  like  it  was 
ripped  off  from  the  wir-e  ser-vices. 

Perhaps  that's  why  Rohm  adopted 
such  a  panting  prose  style.  The  Gates 
dirmer-with-prostitute  tableau  is  simply 
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the  most  sensational  of  several  zes|j([?h 
rendered  scenes,  many  of  which  ii 
the  minds  of  participants  who  seei 
likely  to  have  shared  their  thou 
Here's  a  half-awake  Gates,  medr 
during  a  long  flight  to  AustraUa; 
was  like  one  of  those  vast  but  er  liL 

beaches  Love,  at  first,  was  like  a 

won  in  a  competition.  Soon,  it  be 
something  else.  Most  everything  hac  ii 
tendency."  Elsewhere,  we  get  a 
as  viewed  thr-ough  the  eyes  of  Willia 
Neukom,  Micr'osoft's  senior  vice-j 
dent  for  law  and  corporate  affairs, 
rests  on  a  bed  in  the  Hay-Adams  I 
in  Washington,  D.  C. 

Rohm  describes  herself  as  an  u 
tigative  reporter  And  she  has  solid 
dentials,  writing  for  the  likes  of 
Chicago  Tribmie  and  the  Boston  G 
But  Rohm  seems  to  have  lost  her  h  i 
ings  as  a  joumahst.  Instead,  she's  jj 
neering  a  new  genr-e — call  it  investig 
fiction.  And  this  fanciful  approach  r 
questions  about  the  cr'edibility  of  e)  ^ 
thing  she  has  written  i 
What  does  Rohm  Yw 
say  for  herself?  In  ai 
mail  exchange  with  thi 
viewer;  she  says  all 
scenes  are  products  of 
own  obser-vations  or 
terviews  with  witnes 
She  insists  that  she  ni 
tried  to  give  the  imprei 
that  she  knew  what  an; 
was  thinking.  The  pr 
tute  scene,  she  says, 
portant  because  it  s 
how  Gates  operates,  re 
lariy  mixing  business  v 
pleasur'e.  "If  my  goal  was  to  simply  i\ 
barr-ass  Gates,  I  would  have  priiii 
many  mor-e  sordid  details,"  she  contei 
Rohm  says  she  wanted  to  be  mi 
more  open  about  her  somxes.  But 
cording  to  a  Times  Books  spokesperS 
the  publisher  and  author  chose  not 
print  a  soiu'ce  Ust,  since  that  would  | 
Gates  a  road  map  to  her  infor-manta 
a  result,  her  book  has  almost  no  soui| 
for  its  document-based  assertions — i 
we  learn  little  about  how  Rohm  got 
the  basic  bits  of  data. 

The  result  of  all  of  tliis  is  a  book  _ 
is  by  tiUTis  salacious,  unbelievable,  ^| 
dated.  Not  a  good  mix  at  all. 

BY  STEVE  HM 
Hamm  covers  the  software  i7ulm< 
from  Silicon  Valley. 
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Mim  G.OLDHAN  ROHM 


AUTHOR  ROHM  HAS  DONE  LOTS  OF  RESEARCH.  BU 
HOW  DOES  SHE  KNOW  WHAT  BILL  IS  THINKING? 


18  BUSINESS  WEEK  /  SEPTEMBER  14,  1998 


chnology  &  You 


iia  n 


EPHEN  H.  WILDSTROM  

HERE  WINTEL 
ARS  TO  TREAD 


e's  iMac  design  is 
I  and  cutting- 
.  But  is  it  too 
;al  a  change? 

fter  several  years 
wandering  in  the 
.wilderness,  Apple  is 
While  it  may  never  re- 
he  influence  it  held  in 
arly  days  of  personal 
iting,  Apple  Computer 
in  turning  out  exciting 
cts  and  breaking  the 
This  is  good  news  for 
!  confi-onted  with  prod- 
hat,  even  as  they  keep 
ig  faster  and  cheaper, 
most  as  commoditylike 
eat. 

;  key  evidence  of  Ap- 
comeback  as  a  major 
in  desigTi  is,  of  course, 
3W  iMac.  Beyond  its  fu- 
ic  appearance,  the  teal- 
'hite  iMac  represents  a 

break  with  the  past, 
onservative,  Microsoft/ 
dominated  PC  industry 

never  have  tried  such 
arture. 

nsider  Apple's  decision 
it  a  built-in  floppy  chive, 
ogic  is  that  floppies  are 
vant  because  it's  so  easy 
change  files  over  a  net- 
Apple  may  have  got- 
bit  ahead  of  itself  here: 
de  of  corporations  and 
je  campuses,  networks 
till  the  exception.  This 
ion  is  paiticularly  likely 
irt  Apple  in  the  K-12 
1  market,  where  floppies 
tin  widely  used  to  store 
mts'  personal  files.  Ex- 
for  the  absence  of  a  flop- 
rive,  the  iMac  is  other- 
perfect  for  schools, 
other  respects,  Apple's 
igness  to  leave  the  past 
id  led  to  happier  results. 


Apple  threw  out  four  systems 
it  has  used  to  connect  acces- 
sories to  Macintoshes  and  put 
all  of  its  chips  on  the  Intel- 
designed  universal  serial  bus. 
USB  is  a  single  connector  that 
can  really  make  plug-and-play 
work  for  a  seemingly  endless 
array  of  devices,  whether  a 
mouse,  a  printer,  a  scanner, 
or  a  game  controller.  Now, 
eveiy  existing  Mac  peripher- 
al is  unusable  on  the  iMac  or, 
at  best,  requires  some  sort 


of  adapter.  But 
that's  not  much  of 
a  problem  for  the 
first-time  buyers  who  are  ^ 
iMac's  target  audience,  and 
USB  is  better  and  simpler 
than  the  older  connectors. 

Contrast  the  Microsoft/In- 
tel handling  of  usB.  PC  mak- 
ers have  simply  added  the 
bus  to  the  confusion  of  con- 
nectors already  present  on 
theu'  machines.  Most  desktop 
PCs  now  have  five  types  of 
ports  foi-  external  accessories 


(not  counting  audio  and  video 
connectors)  and  two  types  of 
slots  for  internal  cards. 

Similarly,  the  decision  to 
let  Windows  98  (and  Win- 
dows 95  before  it)  run  just 
about  eveiy  progi'am  for  the 
IBM  PC  canied  a  price.  People 
run  old  software  that  regu- 
larly crashes  the  system.  Ap- 
ple, on  the  other  hand,  has 
repeatedly  forced  software 
publishers  to  rewrite  their 
programs  for  new  hardware 
or  new  versions  of  the  Mac 
operating  system.  And  the 
next  version,  OS  X,  due  out 
next  year,  may  i-equii-e  the 
new  G3  processor  to  run. 
That  means  the  new  operat- 
ing system  won't  run  Macs 
sold  only  a  few  months  ago, 
although  Apple  pi'omises  that 
most  new  software  will  mn 
on  the  current  os  8.1. 
BAYWATCH.  The  Microsoft/In- 
tel  conservatism,  which  has 
been  fabulously  successful  as 
a  business  strategy,  is  largely 
a  response  to  the  needs  of 
big  corporate  customers. 
Companies  want  to  protect 
their  investments  in  hard- 
ware and  software  and  hate 
radical  change — a  significant 
percentage  of  corporations 
still  run  Windows  3.1.  With 
httle  to  lose  in  the  corporate 
world,  and  with  control  over 
both  hai-dware  and  soft- 
ware, Apple  has  more 
freedom  to  in- 
novate.  For  ex- 
ample, Intel  and 
PC  makers  have 
been  squabbling 
for  a  couple  of 
years  over  the 
design  of  a  lap- 
%  top-like  bay 
that  would  allow 
users  to  swap  de- 
vices such  as  disk  dri- 
ves and  DVD  players  in  desk- 
top computers. 

Apple  could  show  the  way 
by  putting  such  a  device  bay 
in  its  next  desktops.  That's 
the  sort  of  innovation  that 
can  bring  real  benefits  to  con- 
sumers. The  reborn  Apple,  in 
timi,  could  solidify  its  place  in 
the  market — and  the  hearts 
of  its  fans. 


BULLETIN  BOARD 


HANDHELDS 
REPOTTING  YOUR  PALM... 

Owners  of  older  PalmPilots 
who  want  the  features  of  the 
new  Palm  III  but  don't  feel 
like  spending  $400  to  buy  one 
have  a  couple  of  intriguing 
options.  The  $129  Palm  2- 
megabyte  memory  upgrade 
from  3Com  (650  237-^ 
provides  Palm  III 
features,  includmg 
expanded  memory, 
larger  fonts, 
improved  appli- 
cations pro- 
grams, and 
even  the 
ability  to 
exchange  data 
with  other  Palms  over  an 
infrared  link.  (Older  models 
without  backlit  screens  won't 
gain  this  feature,  though.) 

The  upgrade  replaces  the 
existing  memory  card  (you 
must  back  up  your  data 
before  installing  it),  and  slid- 
ing off  the  cover  of  your  Palm 
to  get  at  the  card  is  a  breeze. 
The  only  tool  required  is  a 
paperclip  or  pin  to  push  the 
Pilot's  reset  button  when 
you're  finished. 

...AND  ADDING  A  PAGER 

The  $169  Synapse  Pager  Card 
from  PageMart  (800  381- 
4357  or  214  765-4000)  takes 
a  different  tack.  It  adds  most 
Palm  III  features,  but  trades 
the  infrared  capability  for  a 
tiny  radio  and  circuitry  that 
turns  the  Pilot  into  a  Motorola 
one-way  pager  that  can 
receive  pages  and  E-mail. 
Installation  is  similar  to  the 
Palm  upgrade,  but  in  addition 
to  buying  the  card,  you  must 
pay  a  $20  activation  fee  and 
subscribe  to  a  PageMart  ser- 
vice, with  options  beginning 
at  $12,95  a  month.  Remem- 
ber: You  can't  choose  both 
upgrades.  You  will  have  to 
pick  one  or  the  other. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek,com  or  fax  (202)  383-2125 
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You  know  our  portables, 
now  meet  the  rest  of  the  family. 


You  may  know  that  Toshiba  is  the  first  name  in  portable  computers .  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1-800-TO5HIBA  or  look  us  up  on  the  Web  at  www  toshiba.com. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


DOYT  LOOK  FOR  JW  CITS 
FROM  THIS  BUDGET  SURPLUS 


SPENDERS: 

Regrettably, 
Congress 
tends  to 
expand  outlays 
when  revenues 
rise.  Tax  relief 
rarely  gets 
serious 
consideration 


Gary  S.  BecKer.  "he  1992  Nobel 
laureate,  reaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoov'er  'nsttutio- 


Sevei-^  yeai's  of  full  emplo^Tiient.  a  boom- 
mg  stock  mai'ket.  aiid  a  gi'owiiig  econo- 
my have  aU  contributed  to  a  rapid  ex- 
pansion in  tax  revenues.  Dm-ing  the  next 
decade,  accoi'tiing  to  the  Congi-essional  Budget 
Office,  tliis  could  produce  cumulative  budget 
sm-pluses  of  more  than  $1.5  trilhon.  These 
sm-pluses  could  make  possible  veiy  desu'able 
tax  relief  to  the  many  families  tliat  have  seen 
theii*  taxes  increase  since  the  bipailisan  tax 
act  of  19S6.  Unfortunately,  substantial  tax 
cuts  ai-e  unlikely  because  of  what  has  been 
called  the  "fi\-paper  effect":  Governments  tend 
to  spend  the  revenues  they  receive. 

GiDvemment  expenditm-es  reflect  pohtical 
battles  between  taxpayers  and  powei"ful  in- 
terest gi'oups  that  clamor  for  gi'eater  subsi- 
dies. Taxpayers  always  resist  Mgher  tax  rates, 
but  then*  resistance  hai'dens  when  govern- 
ment ac-counts  ai-e  in  deficit,  wliich  helps  slow 
the  expansion  of  government  spending.  How- 
ever, government  outlays  readily  expand  after 
revenues  boom,  since  gi'eater  spending  can 
then  be  financed  without  liigher  tax  rates, 
and  possibly  even  with  some  reductions. 

This  common-sense  view  that  the  main 
brake  on  govenmient  spending  comes  fi-om 
tax  revenues  is  confinned  by  what  happened 
to  past  budget  sm-pluses.  Jolin  F.  Cogan  of 
the  Hoover  Institution  examined  Federal  re- 
sponses to  Social  Secmity  sm-pluses  dming 
the  pre\ious  50  yeai's.  His  findings  showed 
that  Congi-ess  allocated  these  sm-pluses  ei- 
ther to  raise  benefits,  expand  ehgibihty.  or 
allocate  funds  for  other  pm-poses. 

Cogan  also  fomid  that  Social  Secm-ity  ben- 
efits ai-e  often  increased  shortly  before  elec- 
tions— a  relevant  point  now.  with  tliis  No- 
vember's congi*essional  battles  looming.  Both 
Repubhcans  and  Democrats  have  proposed 
tliat  pait  of  the  budget  sm-plus  be  set  aside  to 
ftind  futm-e  retirement  benefits.  Repubhcans 
tend  to  favor  using  sm-plus  revenues  to  es- 
tablish indindual  retii-ement  accoimts.  where- 
as Democrats  prefer  shoi-ing  up  benefits  tinder 
the  govei-ranent's  pay-as-you-go  system. 

Tliis  is  t^-pical  of  what  happens  to  other 
budget  sm-pluses.  My  University  of  Clucago 
colleague  Casey  B.  Mulhgan  and  I  studied 
the  effects  of  revenue  windfalls  in  different 
nations  during  the  past  several  decades.  We 
fotmd  that  unexpected  increases  in  govern- 
ment revenue  ai*e  generally  devoted  not  to 
tax  rehef  but  to  expanding  old  programs  and 
creating  new  ones. 
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Oil-producing  nations  spent  libera 
new  constiTiction  and  other  progi-ams 
revenues  boomed  dm-ing  the  1970s  and 
'80s.  then  reined  in  their  plans  when  n 
fell.  Tlie  cmTent  slmnp  in  world  oil  p: 
forcing  Middle  East  sheikdoms.  Ver.- 
Mexico,  and  other  major  producers  t 
don  some  gi-andiose  spending  plans. 

We  do  find  that  sometunes,  sm-plusc 
to  lower  taxes,  as  when  income  tax 
were  reduced  following  World  Wai*  II 
sponse  to  the  lai-ge  decline  in  militai-j- 
ing.  Even  then,  however,  income  ta.\ 
remained  fai*  above  prewar  levels 
federal  spending  stayed  pei-manently  : 

Budget  surpluses  generate  Mgher  spt 
wMch  often  becomes  pemianent.  eve; 
the  budget  goes  from  sm-plus  to  defic 
extremely  hai-d  pohticaUy  to  cut  ba^: 
eminent  programs  once  they  have  be- 
expanded,  since  subsidized  groups  ftglr.  , 
and  nail  to  presen'e  their  benefits. 
DISGUISED  BURDEN.  Some  pohticians  hi 
makiiig  noise  about  using  projected  su; 
to  cut  taxes,  but  a  few  simple  questic  : 
expose  the  shallo%\'ness  of  their  argm:;i. 
Are  Repubhcans  in  Congress  who  w^ 
convert  the  Social  Security  system,  to 
tem  of  indi\idual  accomits.  wliich  is  an 
lent  idea,  proposing  to  reduce  the  Sod 
cmity  tax  on  employees  and  employers  ra 
its  total  of  14'^-?  If  not.  their  suggi  ;i( 
amomits  to  a  disguised  increase  in  an  ai  w 
hea\-y  Social  Security  tax  bm-den. 

Are  Democrats  who  want  to  improv 
natal  care  or  expand  coverage  to  the  4  n 
lion  pei-sons  -without  protection  against  s  o 
illnesses  proposing  to  reduce  other  g( 
ment-financed  health  expenditures,  si  i 
generous  Medicai-e  subsidies  to  wealth  i 
tirees?  After  all.  it  could  hai'dly  be  cl  ni 
that  America  is  neglecting  the  health  en 
when  medical  spending  is  almost  15%  ol  ro 
national  product,  a  higher  percentag«  hi 
any  other  industrial  countrj^. 

Unless  taxpayers  become  more  eff  til 
pohticaUy  than  they  have  been  in  th«  >a 
the  anticipated  Federal  budget  surplus  w 
be  directed  mainly  toward  increased  sp  iii 
rather  than  devoted  to  reducing  taxe  Bi 
aroused  and  pohtically  powerful  tax]  re: 
may  yet  be  able  to  overcome  the  flj'pa  r 
feet  and  force  pohticians  to  give  then  3a( 
some  of  theii-  own  money  tlirough  subs  iti 
tax  rehef. 
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Wendy  Jeansonne; 
vice  president, 
Oracle  Corporation's 
IBM  Products  Division, 
talks  about 
Dale  Carnegie  Training 


Management:  "Dale  Carnegie 

Training®  has  been  vital  to  me  as  | 
I  have  assumed  increased 
responsibility." 

Risk-taking:  "I  have  been  able  to 
step  out  onto  the  edge  and  lean  into 
new  situations  with  confidence."  i 


With  a  SuperDisk""  Drive 
built  into  your  notebook, 
you  get  more  room  than  Zip! 
And  floppies  fly  free. 


With  a  slim  SuperDisk  Drive  built  into  your  notebook,  standard  floppies 
and  120MB  SuperDisk  Diskettes  share  the  same  internal  drive.  So  you 
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BY  GENE  KORETZ 

SAVINGS'  DEATH  IS 
EXAGGERATED 

Capital-gains  taxes  skew  the  rate 

What  a  difference  a  data  revision 
can  make.  Only  a  few  months  ago, 
economists  were  pointing  out  that  the 
slide  in  the  personal-savings  rate — sav- 
ing as  a  percent  of  disposable  income — 
was  exaggerated  because  of  a  problem 
in  the  way  the  number  was  constnacted 
(BW-June  29). 

Then,  in  midsummer,  the  Commerce 
Dept.  revised  the  i-ate  downward,  ft-om 
around  3.6%  to  just  0.6%  in  the  second 
quarter,  setting  off  alarm  bells  in  the 
financial  markets.  If  people  were  really 
spending  virtually  all  of  their  income, 

HOUSEHOLD  SAVINGS' 
NEW  DISAPPEARING  ACT 

8  

PERSONAL  SAVINGS 


'90    '91    '92    '93    '94    '95    '96    '97  '98* 
▲  PERCENT  OF  DISPOSABLE  PERSONAL  INCOME 

•THROUGH  MAY  FOR  OLD  RATE,  JULY  FOR  REVISED  RATE 
DATA:  COMMERCE  DEPT 

the  reasoning  went,  a  sharp  retrench- 
ment in  consumer  spending  could  be  in 
the  wings. 

Moreover,  the  specter  of  disappeai-ing 
savings  was  cited  as  evidence  that  con- 
sumption and  economic  growth  were 
being  driven  by  a  "wealth  effect" — that 
is.  by  people  with  big  capital  gains  in 
the  stock  market  who  had  decided  to 
rev  up  their  spending  and  draw  down 
their  savings.  This  implied  that  the  ex- 
pansion was  acutely  vulnerable  to  a 
stock  market  correction. 

What  has  escaped  notice,  however, 
says  economist  Peter  D'Antonio  of 
Citibank,  is  that  the  latest  revision  in 
the  savings  rate  still  fails  to  address 
the  basic  problem  with  the  numbers: 
the  inconsistent  treatment  of  capital 
gains  and  capital-gains  taxes. 

The  savings  rate  is  expressed  as  a 
percent  of  disposable  personal  income, 
which  by  definition  includes  ciuTent  in- 
come such  as  wages  and  salaries,  inter- 
est, dividends  and  rent — but  doesn't  in- 
clude realized  or  uni-ealized  capital  gains. 


Yet  capital-gains  taxes  are  subtracted 
from  personal  income  to  calculate  "dis- 
posable income."  And  since  capital  gains 
have  exploded  in  recent  years,  taxes  on 
these  gains  have  soared  as  well — re- 
ducing disposable  income  and  the  re- 
ported savings  rate. 

The  upshot,  says  D'Antonio,  is  that 
half  of  the  decline  in  the  savings  rate 
over  the  past  year  can  probably  be  at- 
tributed to  the  sharp  rise  in  capital- 
gains  taxes  rather  than  to  a  jump  in 
spending.  -Joel  L.  Prakken,  chainnan  of 
Macroeconomic  Advisers  in  St.  Louis, 
estimates  that  the  ciurent  rate  would  be 
well  over  a  percentage  point  higher 
without  the  tax  effect.  (His  own  view  is 
that  a  better  measure  of  savings  would 
reflect  both  capital-gains  taxes  and  re- 
alized and  unrealized  capital  gains.) 

To  Citibank's  D'Antonio,  all  of  this 
implies  that  the  wealth  effect  is  less 
powerful  and  slower  acting  than  many 
analysts  seem  to  believe.  Personal  sav- 
ings are  not  as  depressed  as  they  ap- 
pear, and  fears  of  a  sudden  sharp  con- 
traction in  consumption  caused  by  a 
market  correction  are  exaggerated. 


DOES  HIRING 
MINORITIES  HURT? 

Affirmative  action  and  productivity 

Critics  of  affirmative  action  often 
claim  that  it  causes  employers  to 
liii-e  less  cjualified  and  productive  work- 
ers, resulting  in  inefficiencies  in  the 
workplace.  Advocates  contend  that  it 
has  generally  spiuTed  the  liii-ing  of  more 
women  and  minorities  ■without  compro- 
mising work  performance. 

To  determine  which  view  is  more  ac- 
curate, economists  Hariy  J.  Holzer  and 
David  Neumark  of  Michigan  State  Uni- 
versity analyzed  the  results  of  a  sur- 
vey of  some  3,200  employers  in  the  At- 
lanta, Boston,  Detroit,  and  Los  Angeles 
areas  from  1992  to  1994.  Their  findings 
suggest  that  affirmative  action  progi-ams 
have  little  if  any  negative  effect  on 
worker  productivity. 

The  survey  results  indicate  that  em- 
ployers who  stress  affirmative  action  in 
their  recniiting  progi'ams  make  exten- 
sive efforts  to  attract  and  screen  job 
applicants.  They  also  are  more  likely  to 
provide  training  to  those  they  do  hire 
and  to  evaluate  theii-  perfoiTnance  care- 
fully. While  such  efforts  enable  compa- 
nies to  hire  more  female  and  minority 
workers,  the  survey  results  indicate  that 
aside  from  educational  backgrounds,  the 
qualifications  and — more  important — the 


work  pertoiTnance  of  such  liires  are.)| 
par  ■with  other  employees. 

To  be  sLu-e,  those  employers  vA 
affirmative  action  pohcies  are  fo(sj 
more  directly  on  hiring  and  who  4 
engage  in  strong  "outreach"  recruit^ 
efforts,  do  indicate  that  they  are  «t 
likely  to  hire  less-qualified  femaleia 
minorities.  But  even  these  workeri 
perfoiTnance  does  not  appear  to  sul* 
probably  because  their  employers^ 
tend  to  pro-vide  them  with  more  tr&ai 
to  bring  them  up  to  snuff. 

In  short,  claims  that  affirmativa 
tion  entails  costs  in  terms  of  1* 
worker  productivity  ai'en't  bome  0  t 
employer  reports. 


WHERE  EUROPE 
LAGS  IN  JOBS 

Low-education  sectors  iiave  shi 

One  clue  to  why  employment  gi 
has  been  so  robust  in  the  U. 
so  weak  in  Europe  in  recent  decai  • 
the  job  gains  in  industry  sector 
quiring  different  levels  of  educati 
attainment.  According  to  a  recent  I ' 
Dept.  report,  job-growth  rates  in 
education  sectors  in  Em"ope  and  .  - 
ica  have  been  "roughly  compar: 
From  1980  to  1996,  employment  ii 
sectors  (where  at  least  30%-  of  fuUii. 
U.  S.  workei*^  have  college  degrees  ija 
at  a  2.6%  annual  rate  in  the  U.  S|s 
an  average  2.2%  pace  in  France, 
GeiTnany,  Britain,  and  Italy. 

By  contrast,  emplojTnent  in  lowi 
tainment  sectors 
(less  than  30%  col-  U.S.  VS.  EUROf 
lege  gi-ads)  shi-ank  WHERE  JOBS  GI 
in  all  four  Euro-  annual  GROWTH  I 
pean  countries  1980-1996 
while  rising  at  a  ■  high-education  sect 
neariy  1%  annual  ■  lower-education  se 
rate  in  the  U.  S. 
Since  the  majori- 
ty of  workers  in 
both  the  U.  S.  and 
Europe  are  in 
lower-education 
sectors,  Europe's 
lagging  job 
gi'owth  has  clearly 
been  concentrated 
in  such  industries. 
Labor  market  fea- 
tures that  proba- 
bly contribute  to 
tills  development  include  Europe's 
minimum  wages,  high  filing  costs 
regulations  inliibiting  expansion  in 
and  other  service  industries. 


U.S.  EUROI 


■AVERAGE  OF  BRITAIN,  F( 
ITALY  AND  WEST  GERM 

DATA:  LABOR  DEPT.OB 
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simply  the  power  you  need.  Introducing  Samsung's  newest  digital  wireless  phone  with  voice-activated  dialing.  You  say  the  word  and  the 
phone  dials  the  number,  letting  every  name  ring  a  bell.  The  SCH-2010  also  features  voice  memo,  10  different  ring  options  including  a  silent 
^  vibrate  alert,  long  life  battery,  and  caller  ID  so  you  can  see  who's  trying  to  reach  you.  Samsung  offers  solutions  to  help  simplify  your  busy  life. 
For  more  information,  call  1  800  SAMSUNG  or  visit  our  web  site  at  www.samsungtelecom.com  simply  connected,  simply  Samsung. 
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an  climb  that  mountain  with  four  wheels." 


an  climb  it  with  two.'* 


an  do  it  with  one." 


"Let's  meet  our  finalist:  Bob  is  a  gym  teaciier  from  Duluth. 


ay,  Bob.  Climb  that  mountain." 


And  iie'll  be  driving  the  Mercedes-Benz  M-Class!  Johnny?" 


(Audience  applause)  "That's  right,  Brock,  the  impressive 


M-Class  comes  with  the  unique  4-wheel  Electronic  Traction 


System.  4-ETS  electronically  senses  wheelspin  and  responds 


by  braking  the  slipping  wheels.  Then,  it  redirects  power 


back  to  the,  wheels  with  traction.  Now  you  can  get  a  grip 


in  almost  any  condition-with  the  M-Class!"  (Audience 


applause)  "Thanks,  Johnny!  Well,  Bob  has  made  it  up  the 


mountain  on  just  one  wheel,  so  he's  our  big  winner!  Johnny, 


tell  us  what  he's  won!"  (Audience  applause)  "For  more  informa- 


tion, call  1-800-FOR-MERCEDES,  orvisitus  at  www.MBUSA.com. 


The  Mercedes-Benz  M-Class  starts  at  $34,950.*"  M-CLASS 
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IHE  ENGINE  IS  SLOWED 
-  m  NOT  STALLED 

\  roflts  recession  and  slumping  stock  prices  take  growth  down  a  notch 


us.  ECONOMY 


OFiT  MARGINS  ARE 
IRINKING  SHARPLY 


After  a  bone-crushing  drop  in 
the  U.  S.  stock  market  amid 
ler  round  of  global  turmoil  and  poor  profit  news,  it 
coming  increasingly  obvious  that  prospects  for 
J.  S.  economy  are  now  dimmer  than  they  had 
Many  forecasters  are  lowering  their  sights  on  eco- 
;  growth,  and  recession  worries  are  even  starting 
Dp  up. 

this  point,  recession  talk  is  far  too  hasty  given  still- 
g  labor  markets,  record  low  long-term  interest 
,  and  benign  inflation.  However,  it  is  clear  that  the 
my  is  getting  hammered  on  a  number  of  fronts  that 
nterrelated  and  have  recently  begun  to  feed  on 
other.  In  particular,  three  developments  argue  that 
growth  Avill  slip  to  a  pace  of  about  2%  in  coming 
ers,  after  zipping  along  at  neai'ly  4%  for  two  years. 

First,  the  19%  plunge  in 
the  Dow  Jones  industrial  av- 
erage from  its  July  17  peak 
to  the  dramatic  512-point 
tumble  on  Aug.  31  will  hit 
confidence  and  spending  de- 
cisions of  both  households  and 
businesses.  Even  with  a  re- 
covery of  288  points  on  Sept. 
1,  the  Dow  is  still  down  16% 
from  its  high.  Up  to  now, 
wealth  gains  fi^om  ever-higher 
prices  had  nourished  consumer  outlays,  especially 
!  demand,  and  cheap  equity  financing  has  been  a 
irop  under  capital  spending.  Now,  those  supports 
racking. 

2ond,  the  new  round  of  global  market  mayhem,  led 
ussia's  debt  default  and  gi'owing  perceptions  of  a 
i  leadership  crisis,  will  very  likely  constrict  world 
)mic  growth  another  notch.  That  means  the  trade 
t  may  well  be  a  drag  on  U.  S.  growth  throughout 
and  into  1999. 

ID.  AND  MOST  IMPORTANT,  one  sector  of  the 
economy  is  already  in  recession — profits.  Gov- 
lent  data  from  some  20,000  companies  show  that 
ngs  of  nonfinancial  Corporate  America  are  in  a  de- 
that  is  already  close  to  the  one  that  occun-ed 
ig  the  1990-91  recession,  and  the  squeeze  on  mar- 
is severe  (chart).  Weaker  profits,  along  with  sour- 
tock  prices,  are  a  double  hit  for  capital  spending, 
iiat's  more,  the  problem  vdth  profits  runs  much 


ROFITS  PER  UNIT  OF  REAL 
lUTPUT  OF  NONFINANCIAL 
CORPORATIONS 
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deeper  than  Asian  and  other  global  factors.  The  main 
squeeze  on  earnings  is  from  higher  labor  costs  that 
are  outstripping  companies'  ability  to  raise  prices,  and 
that  pressure  will  not  let  up  any  time  soon.  That  could 
mean  more  trouble  for  Wall  Street.  Stock  investors 
who  believe  analysts'  expectations  that  earnings  will  re- 
bound may  be  sorely  disappointed  when  the  third-  and 
fourth-quarter  earnings  seasons  roll  around. 

The    Commerce  Dept.'s 
roundup  of  second-quarter  cor-        LABOR  COSTS  ARE 
porate  profits  shows  that  earn-      OUTRUNNING  PRICES 
ings,  adjusted  for  inventory 
valuations  and  the  difference 
between  tax-based  and  re- 
placement-cost accounting,  fell 
1.1%  from  the  first-quarter 
level,  and  they  are  down  2.5% 
from  their  peak  in  the  third 
quarter  of  last  year.  That  was 
the  weakest  three-quarter 
showing  in  five  years — at  a  time  when  gi'oss  domestic 
product  has  been  increasing  at  a  3.4%  clip.  If  earnings 
are  falling  in  that  kind  of  gro^wth  climate,  what's  going 
to  happen  when  the  economy  slows  substantially  in 
coming  quarters? 

MOREOVER.  THE  EARNINGS  RESULTS  would  have 

been  worse  without  the  excellent  performance  of  fi- 
nancial companies,  reflecting  recent  boom  times  on 
Wall  Street.  Second-quarter  profits  at  financial  com- 
panies were  up  7.9%  from  the  third  quai'ter  of  1997,  but 
eaiTungs  at  nonfinancial  businesses — 72%  of  the  total — 
were  down  4.4%.  From  here  on,  though,  finance  com- 
panies will  also  get  hit.  In  addition,  Commerce  said  that 
second-quarter  weakness  among  nonfinancial  business 
was  not  confined  to  export-sensitive  manufactui'ers  but 
also  included  service-sector  businesses  such  as  trans- 
portation and  public  utilities. 

The  biggest  factor  weighing  on  profits  is  labor  costs 
(chart).  Because  of  this  economy's  extremely  tight 
job  markets  and  low  infiation,  real  compensation  has 
accelerated  to  a  pace  that  even  good  productivity 
gains  cannot  offset.  As  a  result,  unit  labor  costs  in  the 
nonfarm  sector  are  up  2.4%  in  the  past  year,  while 
prices  are  up  0.8%.  That's  the  widest  discrepancy  in 
eight  years,  and  it  means,  by  definition,  that  profit 
margins  are  under  severe  pressure.  The  trouble  is, 
that  squeeze  will  not  let  up  until  labor  mai'kets  ease. 
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and  economic  growth  of  2%  isn't  slow  enough  for  that 
to  happen  quickly. 

THE  DROP  IN  PROFITS  by  itself  is  troublesome,  but 
what  makes  matters  worse  is  that  profits,  the  stock 
market,  global  markets,  and  world  growth  are  now  so 
intertwined  that  weakness  in  one  feeds  off  and  into  the 
others. 

This  vicious  cycle  is  behind  the  downwai'd  revision  to 
both  U.  S.  and  world  growth.  Economists  at  J.  P.  Mor- 
gan &  Co.  have  trimmed  their  forecast  for  1998  global 
growth  to  1.5%,  from  1.8%  on  July  1.  They're  pegging 
1999  gro\vth  at  just  1.7%  now,  down  from  2.3%.  And  on 
Sept.  1,  the  Organization  for  Economic  Cooperation  & 
Development  also  said  it  would  likely  cut  its  forecast 
for  global  growth. 

Slower  world  growth  will  further  pummel  U.  S.  ex- 
ports and  widen  the  trade  deficit.  Already,  export  or- 
ders are  down  sharply,  says  the  National  Association  of 
Purchasing  Management.  The  napm  reports  that  its 
industrial-activity  index  edged  up  to  49.4%  in  August, 
from  49.1%  in  July.  But  the  index  remains  below  the 
50%  mark  that  indicates  that  the  factory  sector  is  de- 
clining. A  big  reason:  Export  orders  fell  to  the  lowest 
level  in  the  10  years  of  data-gathering  (chart). 

Uneasiness  about  the  global  outlook  is  fueling  the 
current  bearish  run  on  Wall  Street.  And  collapsing 
stock  prices,  with  their  attending  drop  in  household 


CANADA 


FOREIGN  DEMAND 
IS  STILL  SINKING 


wealth,  will  rein  in  spending  gains  in  coming  men 
Luckily  for  consumers,  job  and  income  growth  d 
appear  to  be  in  any  near-term  danger.  So  consm 
spending  isn't  likely  to  decline  outright  in  any  quar 
T>ue,  real  consumer  spending  fell  0.4%  in  July 
that  mostly  reflected  a  giveback  in  motor-vehicle  j 
chases  after  the  end  of  generous  rebates  last  spr 
Real  disposable  income  in  July  increased  a  solid  0.: 

Still,  housing  and  other  big- 
ticket  items  may  take  hits  if 
the  value  of  stock  portfolios 
continues  to  shrink.  New  sin- 
gle-family homes  in  July  sold 
at  an  annual  rate  of  886,000,  a 
small  1.6%  drop  from  June's 
record  900,000.  And  the  supply 
of  unsold  new  homes  remains 
quite  low.  That  suggests  that 
homebuilders  will  remain  busy 
in  the  fall — the  pace  just  won't 
be  as  frenetic  as  it  was  this  spring  and  summer. 

With  growth  in  each  sector  of  the  economy  likel; 
lose  some  steam,  the  overall  outlook  clearly  has  tc 
brought  down  a  notch.  Could  the  slowdown  turn 
something  more  serious?  For  now,  that's  prematui 
but  not  impossible.  Depending  on  the  interactioi 
profits,  the  stock  market,  and  the  global  economy, 
risk  of  a  sharper  slowing  cannot  be  ignored. 
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IT'S  BEEN  A  LONG,  COLD  SUMMER 


After  watching  the  Canadian 
dollar  slide  by  over  11%  in 
the  past  year — and  6.8%  since 
June  1 — the  Bank  of  Canada  final 
ly  moved.  It  hiked  its  benchmark 
bank  rate  from  5%  to  6%>  on  Aug, 
27,  when  the  loonie  hit 
a  historic  low  of  63.59<2 
U.  S.  The  move  trig- 
gered a  modest  re- 
bound to  above  64(2. 

But  defending  the 
loonie  will  take  a  toll 
on  Canada's  already- 
sputtering  economy. 
On  Aug.  31,  the  gov- 
ernment reported  that 
real  gross  domestic 
product  in  the  second  quarter 
grew  at  an  annual  rate  of  1.8%, 
half  the  3.4%  pace  of  the  opening 
quarter.  And  Sherry  Cooper,  chief 
economist  for  brokerage  Nesbitt 
Burns,  has  lowered  her  forecast 
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to  show  real  gdp  climbing  by  less 
than  3%  this  year,  down  from 
1997's  booming  3.8%  gain. 

The  slowdown  will  halt 
progress  on  unemployment.  Wliile 
the  jobless  rate  is  expected  to  dip 
to  an  eight-year  low 
of  8%  by  yearend, 
from  8.4%'  now,  the 
rate  is  then  expected 
to  average  8.2%  next 
year.  Rising  unem- 
ployment and  higher 
borrowing  costs  may 
cool  activist  sentiment 
among  such  groups  as 
teachers,  doctors,  con- 
struction, and  paper- 
mill  workers  who  have  staged 
strikes  over  the  past  year. 

While  scattered  higher  prices 
for  food  and  other  goods  imported 
from  the  U.  S.  are  appearing, 
slower  growth  generally  will  keep 


inflation  in  check.  Consumer 
prices  may  rise  as  little  as  1.1% 
this  year  and  1.4%  in  1999,  dowi 
from  a  1.6%>  increase  in  1997.  D( 
spite  the  flat  prices,  however,  co 
sumer  confidence  is  sliding,  and 
personal  income  gi'owth  has 
slowed. 

Still  more  troubling,  Canada  ii 
vulnerable  to  the  global  slump  ii 
commodity  prices  because  10%  ( 
so  of  its  economy  remains  deper 
dent  on  natural  resources  such 
minerals  and  timber.  Moreover, 
renewed  prospects  for  a  secessi( 
vote  in  Quebec  cast  another  sha 
ow  on  the  economy.  If  such  clou 
depress  the  loonie  anew,  the  rat 
hike  by  the  BOC  may  not  be  its 
last.  One  thing  is  sure,  though: 
Shoring  up  the  Canadian  dollar 
already  proving  costly  and  may 
grow  more  so. 

By  Joseph  Weber  in  Toroi 


IT'S  PAINFULLY  SLOW. 
LEAVES  A  SLIPPERY  TRAIL 
AND  HIDES  UNDER  A 
TOUGH  SHELL. 

MEET  THE  MOST 
COMMON  SPECIES  OF 
BUSINESS  SOFTWARE 
COMPANY. 


(DiLLius  Dallius  Implementus) 


irst  glance,  all  software  companies  look 
illy  nimble.  Then  the  miplementation 
5  on.  Or  their  technology  trails.  And  you 
ze  what  kind  of  species  you're  really 
ng  with.  At  Lawson  Software, 
dng  our  customers  on  the  leading  edge 
•chnology  is  one  of  our  biggest  strengths, 
innovative  business  management  systems  are 
first  to  utilize  web  technology,  enabling 
customers  to  share  information  more 
y  and  cost  effectively.  And  Lawson  is 
first  to  offer  Self-Evident  Applications,"' 
w  generation  of  enterprise  software  that 
:tically  eliminates  training  costs.  At  the 
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same  time,  we're  known  for  having  one 
of  the  shortest  client/server  implemen- 
tations in  the  software  industry.  How 
are  we  able  to  do  it?  By  designing 
our  financials,  human  resources, 
procurement  and  supply  chain  process 
suites  to  be  open  to  all  major  technologies,  we're 
able  to  make  complex  installations  taster 
and  easier.  And  we  can  offer  our  customers  the 
flexibility  to  move  to  the  next  database, 
user  interfiice,  network  or  hardware  platform 
that  comes  along.  For  a  whole  new  species 
of  software  company,  visit  Lawson  Software  at 
www.lawson.com/guide  or  call  1-800-477-1357. 
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The  forces  wreaking  havoc 
can  also  lay  the  groundwork 
for  a  resurgence  of  growth 


COMMENTARY 

By  Bruce  Nussbaum 


Has  the  global  economy  come  undone?  Is  the  American 
model  of  free-market  capitalism,  the  de  facto  ideology 
of  the  post-cold-war  period,  in  retreat?  There  are 
many  messages  in  the  recent  volatility  of  the  stock 
mai'ket,  but  the  most  important  may  be  that  fundamental 
assumptions  about  the  future  of  the  American  economy 
have  been  completely  altered  by  the  crises  in  Asia  and 
Russia.  Stock  prices  are  reflecting  a  world  that  appears  to 
be  headed  toward  a  deflationary  slowdown,  a  world  where 
countries  are  opting  out  of  a  free  market  system  everyone 
took  for  gi-anted.  A  revaluation  of  future  profits  and  cur- 

  rent  assets 

is  under 
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way. 

  It  is  clear 

that  the  con- 
tours of  the  crisis  are  different  from  anything  we've  seen 
in  a  long  time.  In  severity  and  speed,  it  has  taken  most 
economists  totally  by  surjjrise.  Its  deflationaiy  core  has  un- 
settled policymakers  accustomed  to  a  lifetime  of  inflationary 
problems.  The  erosion  of  pricing  power  is  startling  coi-po- 
rate  managers.  Repudiation  of  debt  is  terrifying  bankers. 

There  is  a  growing  debate  over  whether  the  time  has 
come  for  the  U.  S.  to  assert  its  leadership  and  act  to  stem 
the  dechne  in  the  global  economy  So  far,  the  naysayers 
have  had  their  way  (page  38).  They  warn  that  U.  S.  labor 


markets  are  still  tight,  gi'owth  is  slowing — but  not  by 
much — and  inflation  remains  a  threat.  Others  argue  tha, 
jecting  new  liquidity  into  the  global  economy  now  won't 
solve  anything.  Damaged  economies  and  political  para]>- 
in  Asian  countries  and  Russia  will  prevent  them  from  i 
that  licjuidity  to  stimulate  gTOwth.  All  the  money,  they  6 
will  find  its  way  back  to  the  U.  S.  and  will  wind  up  in  U 
Treasuiy  bonds.  Then  there  are  those  who  argue  that 
Washington  must  do  nothing  until  Japan  agi'ees  to  refor 
its  banking  system  and  Russia  begins  to  collect  taxes. 

All  these  are  legitimate  views.  Yet  histoiy  shows  thai 
deflationaiy  times  like  these,  the  gi'eat  risk  is  in  doing 
nothing.  Time  and  again,  slowdowns  have  turned  into  re 
cessions  and  recessions  into  depressions  because  govern 
ments  have  found  excuses  not  to  act. 

To  date,  there  has  been  a  strong  tendency  for  a  belea 
guered  Administration  and  a  once-euphoric  Wall  Street 
play  down  the  dangers  in  the  Asian  crisis.  Warnings  th£ 
cmTency  crisis  and  deflation  would  spread  from  Thailani 
America's  borders  went  unheeded.  But  any  hopes  that  ? 
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ress  America  or  Contmental  Europe  could  wall  them- 
!S  off  from  the  spreading  Asian  contagion  have  proved 
ful.  Russia  is  at  Europe's  door.  Canada  and  Mexico  are 
dy  caught  in  the  deflationary  swirl, 
mger  signs  are  every- 
•e:  Most  U.  S.  stocks 
lown  25%  or  more 
their  highs  as  the 
lok  for  profit  growth 
ens.  Asia  sinks  fur- 
into  depression  as 
?  Kong,  Taiwan,  and 
'  ysia  try  to  insulate 
'  markets  from  the 
!S  of  international  cap- 
Japan  heads  into  its 
-h  quarter  of  contrac- 
as  policy  remains  par- 
id,  and  Latin  America 
3rs  on  the  edge  of  yet 
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another  recession.  And  the  communists — the  communists! — 
are  on  the  verge  of  regaining  a  measure  of  power  in  Rus- 
sia, following  devaluation  of  the  mble. 

The  tlireats  are  not  only  for  the  short  teiTn.  U.  S.  and 

European  companies 
have  banked  on  decades 
of  increasing  demand 
ft'om  emerging  markets 
to  fuel  profit  gi'owth. 
Now,  they  face  a  future 
of  lower-than-expected 
demand.  The  stock  mar- 
ket, which  values  compa- 
nies on  their  future  earn- 
ings potential,  will 
continue  to  knock  down 
prices  as  the  prospects 
for  world  trade  worsen. 

That  is  the  connection 
between  the  Asian  conta- 


gion  and  Wall  Street.  The  U.  S.  has  had  a  glorious  invest- 
ment-led expansion  based  on  the  assumption  of  rapid 
gi-owth  in  the  emerging  world.  With  rising  productivity  and 
falling  overseas  demand,  Corporate  America  may  soon  be 
I'aeed  with  too  much  of  everything — plants  and  equipment, 
workers,  managers,  suppliers.  There  is  a  discontinuity  in 
the  global  system.  Eveiything  has  changed. 

If  the  U.  S.  acts  now,  there  is  nothing  inevitable  about 
any  of  this.  Indeed,  the  very  forces  wi'eaking  havoc  from 
one  continent  to  another  are  also  laying  the  foundation  for 
a  powerful  resurgence  of  growth.  Asset  revaluation  across 
the  globe  is  opening  new  opportunities  for  investment. 
Debt  renunciations  and  bond  losses  are  forcing  a  return  to 
sober  evaluation  of  risks.  The  stage  is  being  set  for  a  finan- 
cial and  economic  rebound. 

But  fii'st,  the  slide  must  be  stopped.  Someone  must  get  in 
front  of  the  TV  cameras  and  say:  "Enough.  We  have  a  plan." 

Above  all,  the  past  year's  sharp  i-ise  in  real  interest 
rates  must  be  reversed.  Tight  monetary  policies  imposed 
by  the  International  Monetaiy  Fund  and  pressure  from 
competitive  devaluations  have  sent  real  interest  rates  sky- 
high  throughout  the  emerging  world.  Banks  aren't  lending. 
Businesses  are  going  bankrupt.  The  Asian  middle  class  is 
being  pushed  back  into  poverty.  The  misguided  tight-money 
policies  of  the  IMF  are  making  a  bad  situation  much  worse. 

The  big  surprise,  though,  is  the  spike  in  real  interest 
rates  in  the  West  and  in  Japan.  Consumer  inflation  has 
slowed  shaiply,  and  central  banks  have  held  key  short-tei-m 
i-ates  constant  or  even  raised  them.  As  a  result,  average 
real  rates  in  Japan,  Britain,  France,  Gennany,  Canada,  and 
the  U.  S.  have  doubled  since  the  first  month  of  1997,  from 
1.2%  to  2.4%.  Real  rates  rose  from  just  over  2%  to  3.3%  in 
the  U.  S.  and  from  1.1%.  to  4.8%-  in  Canada.  Japan  had  a 

rate  of  minus  0.1%.  in 
the  first  month  of 
1997.  It  is  now  up  to 
a  positive  0.6%. 
There  is  plenty  of 
room  in  the  industrialized  world  to  ease.  Because  real  rates 
have  been  rising  rather  than  falling  for  the  past  two  years, 
inflation  risk  is  minimal.  The  U.  S.,  in  particular,  has  plenty 
of  room  to  maneuver.  The  federal  budget  is  in  surplus,  and 
rapid  productivity  gi'owth  provides  insurance  against  infla- 
tion. BUSINESS  WEEK  believes  that  a  coordinated  cut  in  in- 
terest rates,  led  by  Fed  Chairman  Alan  Greenspan,  is  the 
most  important  single  act  needed  to  stabilize  the  global 
sHde.  The  time  to  do  it  is  now. 

The  next  step  should  be  a  coordinated  global  workout  of 
the  debt  overhang  that  is  strangling  economies  in  Asia  and 
Russia.  It  should  be  led  by  Ti-easury  Secretary  Robert  E. 
Rubin  and  his  Japanese  and  Genuan  counterparts.  Devalu- 
ations are  being  used  to  dampen  domestic  demand  and  gen- 
ei'ate  trade  surpluses  to  pay  off  these  huge  debts.  Hedge 
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►  CUT  INTEREST  RATES 

Central  bankers  of  the  Group 
of  Seven  industrialized 
nations  should  coordinate 
cuts  in  interest  rates  to 
increase  global  liquidity 

►  CUT  TAXES 

To  promote  economic 
growth,  the  U.S.,  Japan, 
and  Western  Europe  should 
cut  tax  rates 
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fimds  and  private  equity  and  bond  investors  are  getting 
for  their  ill-advised  lending.  But  banks  have  escaped  ar 
penalty  (except  in  Russia,  which  basically  defaulted  on  im 
foreigTi  debt).  It's  time  for  a  haii'cut.  A  debt  workout  r< 
stored  gi'owth  to  Latin  America  in  the  '80s.  It  can  wor 
Asia  and  Russia  in  the  '90s. 

Congi-ess  must  commit,  too.  For  far  too  long,  its  ami 
lence  toward  American  free  market  ideals  has  generate 
economic  uncertainty.  Unless  it  wants  to  be  tan-ed  as  t 
answer  to  "who  lost  Russia  and  Asia,"  Congress  must 
aside  naiTow,  parochial  constituency  concerns  and  prov: 
the  resources  for  U.  S.  global  leadership.  That  means  tl 
fimding  for  the  IMF  must  be  passed  (in  exchange  for  an 
to  its  obsession  with  austerity)  and  nafta  must  be  ext( 
ed.  That  is  the  best  way  for  the  GOP  to  make  good  on  i  iti, 
commitment  to  free  market  ideology  (page  150). 

Tax  cuts  are  in  order  as  well.  As  global  deflation  pus 
the  U.  S.  economy  into  lower  gear  and  consumers  begir 
retreat,  a  pro-gi'owth  tax  cut  makes  sense.  The  payoff 
higher  productivity  and  the  budget  surplus  give  Washii 
ton  the  leeway  to  do  it.  Deep,  broad-based  cuts  in  marj  i],, 
income  tax  rates  rewai-d  productive  work.  And  what  g( 
for  the  U.  S.  goes  for  Japan  and  Western  Europe,  too 


COMMODITY  PRICES 
HAVE  PLUNGED... 


.AND  SO  HAVE 
STOCKS... 


...WHILE  REAL  INTEREST 
RATES  RISE 


MAJOR  ECONOMIES'  CENTRAL  BANK 
SHORT-TERM  INTEREST  RATES, 
ADJUSTED  FOR  INFLATION* 


'  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  M  M  I  I  I  I  I  I  I  I  I  I  I  I  I 
JAN.  2,  '98  SEPT,  2 

A  INDEX:  DEC,  31, '69=100 


'9^1  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  M  I  I  I  I 

JAN.  2,  '98  SEPT.  1 

A  INDEX:  DEC,  31, '87=100 


DATA:  GOLDMAN.  SACHS  &  CI) ;  MORGAN  STANLEY,  DtAN  WinER  &  CO  :  STANDARD  4  POOR'S  DRI;  BUSINESS  WEEK 


I    I    I    I    I    I    I    I    I    I    I    I    I    I    I    I    I  I 
'97  '98 
A  PERCENT 

U  S  ,  JAPAN,  UNITED  KINGDOM,  FRANCE,  GERMANY,  AND  CANADA.  WEIGHTED  f 


at. 


36  BUSINESS  WEEK  /  SEPTEMBER  14  1998 


N  FOR  ACTION 


iti'ej 


4PAN 
AGAIN 

an  must  finally 
and  boost 
3  restore 
growth 

HOT  MONEY 

g  countries  need 
;apital  controls, 
ad  beef  up  finan 
)sure  and  bank 
n 


3  wild  card  is  Japan.  Political  dithering  over  bank  re- 
has  transformed  a  once-dynamic  economy  into  a  stag- 
rentier  society  that  favors  its  old  over  its  young,  its 
;rs  over  its  urban  population,  its  bureaucrats  over  its 
preneurs.  Tokyo  must  cut  taxes  dramatically  and  flood 
^rstem  vdth  liquidity  to  save  itself  and  Asia, 
ere  are  enormous  geopolitical  reasons  for  acting  now, 
from  the  economic  ones.  The  American  model  is  un- 
ttack  everywhere  as  the  free  market  system  is  rolled 
Hong  Kong,  the  epitome  of  laissez-faire  capitalism,  is 
/ening  in  the  stock  market  to  prop  up  the  stocks  of 
jstate  tycoons.  As  a  result,  the  government  owns  10% 
5  some  of  the  biggest  companies  there.  Taiwan  effec- 
'  makes  its  cuiTency  nontradable  as  the  government 
out  businesses  and  intei-venes  in  the  stock  market, 
issia  is  toying  with  capital  and  cuiTency  controls,  while 
ysia  actually  imposes  them.  Tokyo  moves  away  from  a 
fit  solution  to  its  banking  crisis  and  pressures  Toyota 
r  Corp.  to  bail  out  Sakura  Bank  Ltd.  Everywhere,  the 
market  is  increasingly  perceived  as  the  enemy  of 
th.  Increasingly,  nations  are  opting  out. 
is  retreat  from  the  U.  S.  model  is  a  reaction  to  one  of 
;Teatest  episodes  of  wealth  destraction  ever.  In  the 
year,  market  declines  of  50%,  70%,  even  80%  in  Asia 
d  out  hundreds  of  billions  of  dollars  in  asset  wealth, 
the  real  economy  collapsed.  The  Korean  economy  has 
•acted  5%  over  the  past  12  months.  Thailand  is  down 
Indonesia  nearly  20%.  Some  100  million  middle-class 
le  are  being  pushed  back  into  poverty. 
16  consequences  for  global  gi-owth  are  immense.  Econo- 
3  at  J.  P.  Morgan  &  Co.  estimate  that  the  global  econo- 
vill  expand  at  a  rate  of  1.7%  in  1999,  half  of  the 
'th  rate  before  July,  1997,  when  the  cuiTent  crisis  be- 
Asia  alone  was  supposed  to  provide  a  third  of  world 
omic  gi'owth  over  next  decade.  Add  Latin  America  and 
em  Europe,  and  emerging  markets  were  supposed  to 
■  more  than  half  of  the  growth.  The  danger  is  that  un- 
action  is  taken  to  rescue  Asia's  middle  class,  much  of 
demand  will  never  be  realized,  cutting  profit  prospects 


for  corporations  around  the  world  and  increasing  global  po- 
htical  instability.  The  Russian  political  crisis  has  as  much  to 
do  with  falling  oil  prices  as  it  does  with  evil  tycoons. 

The  past  few  weeks  have  demonstrated  the  vulnerabilities 
of  the  American  model.  For  a  decade  after  the  end  of  the 
cold  war,  the  triumph  of  free  markets  appeared  inevitable. 
An  expanding  network  of  open  capital  and  cuirency  markets 
generated  enomious  gi'owth,  wealth,  and  prosperity  for  mil- 
lions. Without  much  effort,  the  U.  S.  consolidated  its  victory 
over  communism  by  bringing  nearly  all  of  the  world's 
economies  into  its  orbit,  playing  by  its  free  market  rales. 
Perhaps  it  was  too  easy.  The  benefits  were  so  obvious. 

The  costs  as  well  as  the  benefits  of  the  American  model 
are  becoming  clearer.  Last  year,  Asians  stumbled  about, 
wondering  how  their  prosperity  could  end  just  because  of 
one  devaluation  of  one  minor  cuirency,  the  Thai  baht.  Now, 
Americans  are  wondering  how  the  stock  market  can  be  so 
savaged  because  of  the  turmoil  in  Russia,  a  countiy  with  a 
share  of  world  trade  the  size  of  Denmark's. 

The  vitality  of  the  U.  S.  model  is  being  tested  as  never 
before  by  the  instability  of  free  global  markets.  Those  who 
would  roll  the  clock  back  charge  that  tlie  too-hasty  incoi-po- 
ration  of  what  were  once  closed,  communist,  or  crony  capi- 
talist economies  into  the  ft'ee  capital  and  currency  markets 
destabilized  the  global  economy  and  caused  the  cuirent  cri- 
sis. New  foiTOs  of  highly  leveraged,  high-octane  capital 
from  hedge  funds  pumped  too  much  money  into  their  sys- 
tems, leading  to  overcapacity,  profitless  sales,  and  massive 
corruption.  Recession,  competitive  devaluation,  falling  com- 
modity prices,  and  political  chaos  followed.  The  solution,  ac- 
cording to  the  critics,  is  to  resti'ain  the  markets  with  cui'bs 
on  capital  and  cuirency  flows. 

BUSINESS  WEEK  befieves  that  just  the  opposite  is  trae — 
and  the  world  must  act  now  to  prove  it.  It  is  the  incomplete 
integration  of  these  closed  economies  into  the  free  market 
system  that  caused  the  trouble.  There  wasn't  enough  bank 
regulation  or  credit  evaluation  in  Asia  or  Russia  to  deal 
with  the  hot-money  flows.  There  wasn't  enough  transparen- 
cy. Biu"eaucrats  and  j^oliticians  continued  to  supersede  mar- 
kets in  channeling  loans  to  real  estate  and  profitless  enter- 
prises. We  think  the  solution  is  more  integi'ation,  not  less; 
more  political  reform  within  each  emerging  market,  not 
more  regulation  of  the  global  capital  system. 

It  is  naive  to  think  reform  can  be  accomplished  quickly, 
without  pain  or  reverses.  But  the  deflationary  spiral  that  is 
sending  the  world  economy  into  a  downward  spin  must 
fu'st  be  stopped.  The  fight  for  stractural  reform  will  take 
many  decades.  After  all,  it  took  the  U.  S.  25  years  to  re- 
stinctm-e  its  economy  and  balance  its  budget  after  an  oil 
shock  and  the  trauma  of  Japanese  competition.  Why  expect 
Russia  and  others  to  take  less  time  to  reform,  especially 
when  it  involves  far  more  revolutionaiy  changes  for  them? 

Sure,  reliquifying  the  global  economy  does  bring  risk. 
There  are  legitimate  concerns  about  reigniting  inflation, 
putting  cash  in  crooked  tycoon  hands,  or  simply  wasting 
taxpayer  money.  But  the  U.  S.  took  the  same  risks  in 
pouring  money  into  the  U.  S.  banking  system  in  the  '80s 
to  save  it  and  the  economy  from  collapse.  The  dangers  in 
an  international  rescue  are  obviously  greater,  but  so  is  the 
threat. 

The  U.  S.  must  show  leadei'ship  in  coordinating  a  strong 
international  response  to  the  spreading  financial  crisis.  The 
peace  and  prosperity  of  the  world  are  at  stake.  Procrasti- 
nation is  the  clear  and  present  danger. 

Bruce  Nussbaum  is  tlie  editorial  page  editor. 
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NO  SIGN 

OF  THE  DOVE,  YET 

Greenspan  isn't  likely  to  rock  the  monetary  policy  boat 


As  soon  as  the  Federal  Reserve's 
annual  policy  gabfest  in  Jackson 
Hole,  Wyo.,  broke  up  on  Aug.  30, 
Alan  Gi'eenspan  dashed  off  to  one 
of  his  favoiite  summei-  vacation  spots,  a 
tennis  camp  in  California.  But  you  can 
bet  the  Fed  chaimian  had  his  hands  full 
between  sets.  With  Russia  in  chaos, 
Asia's  currency  crisis  threatening  to 
take  down  Latin  America,  and  Wall 
Street  buffeted,  Greenspan  is  the  man 
on  the  spot.  Increasingly,  traders,  busi- 
ness leaders,  and  politicians  are  look- 
ing to  him  to  biing  stabihty  to  a  wobbly 
global  economy. 

Their  advice  to  Greenspan:  a  bold  in- 
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terest-rate  cut  by  the  U.  S.  central  bank. 
It  would  aid  emerging  markets  parched 
for  licjuidity  and  provide  a  psychological 
lift  to  investors  who  fear  the  global 
economy  is  in  a  deflationaiy  spiral,  they 
hope.  National  Association  of  Manufac- 
turers President  Jerry  J.  Jasinowski, 
for  one,  is  imploring  Greenspan  to  slash 
the  federal  funds  rate,  charged  on 
overnight  interbank  loans,  from  5.5%  to 
5%,  to  "help  prevent  the  spread  of 
worldwide  recession."  Ford  Motor  Co. 
Chief  Economist  Maitin  B.  Zimmerman 
agi'ees  on  the  need  for  a  rate  cut,  taldng 
note  of  the  "risk  that  the  financial  mar- 
ket instability  could  erode  consumer  and 
business  confidence." 

But  Greenspan  is  likely  to  spum  such 
appeals,  at  least  for  now.  The  Fed  chief 
has  long  been  praying  for  a  slowdown  of 
the  U.  S.  economy  and  an  orderly  cor- 
rection to  an  ovei'heated  stock  market. 
Now  that  he  has  gotten  both  wishes, 
Greenspan  is  not  about  to  rock  the  mon- 
etary-policy boat — as  long  as  conditions 
on  Main  Street  and  Wall  Street  don't 
deteriorate  much  more. 
EIGHTIES  REDUX?  Fed  officials  say  that 
if  more  foreign  cuirency  crises  enipt, 
sending  U.  S.  markets  down,  say,  an  ad- 
ditional 10%  or  20% — and  creating  a 
worldwide  panic — Greenspan  might  be 
inclined  to  jump  in  with  a  rate  cut  to 
provide  some  psychological  support  to 
global  mai'kets.  Indeed,  some  senior  Fed 


officials  say  that  if  such  a  gloomy  sce- 
nario came  to  pass,  they  might  push 
for  a  coordinated  rate  reduction  with 
central  banks  in  Europe,  where  eco- 
nomic conditions  also  remain  relatively 
strong.  There  is  precedent:  The  U.  S. 
has  coordinated  monetary  policy  with 
other  governments  in  response  to  past 
global  crises. 

Still,  as  nervous  as  they  are  about 
global  events.  Fed  officials  appear  in  no 
iTish  to  act — in  part  because  they  ai-en't 
sure  a  rate  cut  by  itself  is  a  magical 
salve  for  the  world's  ailments.  True,  low- 
er U.  S.  rates  would  briefly  help  the 
few  countries  that  peg  their  cun-encies 
to  the  dollar,  such  as  Hong  Kong  and 
Brazil.  A  small  rate  cut  not  coordinated 
with  any  actions  by  other  countries, 
however,  would  do  Uttle  to  pull  Asia's 
stmggiing  economies  out  of  recession — 
and  accomplish  notliing  in  Russia,  whose 
problems  stem  from  a  lack  of  political 
will  to  adopt  market  reforms.  "How 
would  a  rate  cut  solve  Boris  Yeltsin's 
real  problem — that  he  can't  collect  tax- 
es?" asks  one  Fed  official. 

The  economies  of  Korea,  Thailand, 
and  other  Tigers  will  start  to  mend. 
Fed  officials  argue,  only  when  they 
swallow  the  bitter  medicine  prescribed 
by  the  International  Monetary  Fund — 


namely  closing  insolvent  banks,  li 
ancing  their  budgets,  and  ending  ^ 
incestuous  ties  between  business 
government. 

That  belief  is  shared  by  some  'V 
Street  economists  who  say  that  w 
out  structural  reforms  in  countries  s 
as  Indonesia  or  Russia,  foreign  invesi 
are  unlikely  to  return.  They  say 
risk  fi-om  a  rate  cut  is  that  any  e> 
liquidity  created  by  the  Fed  might  c 


WHY  NO  COMPANY 
IS  IMMUNE 

A few  months  ago,  Gillette  Executive 
Vice-President  Jorgen  Wedel 
said  Russian  sales  of  its  razors, 
batteries,  and  toothbrushes  would  more 
than  double,  to  .$500  million  in  five 
years,  from  $200  million  in  '97.  Today, 
with  the  ruble  in  shambles  and  Russia 
retreating  from  market  capitalism,  that 
forecast  has  been  reduced  to  rubble. 

It  might  be  bearable  if  the  problems 
were  confined  to  Russia.  But  with  mar- 
kets from  Asia  to  Latin  America  also  in 
or  near  crisis,  "every  multinational  is 
going  to  have  a  much  stronger  head- 
wind," says  Jay  H.  Freedman,  an  ana- 


lyst at  Chicago  investment  firm 
Capital  Management  Co. 

The  damage  won't  be  confine 
most  global  companies,  such  as 
Cola  Co.  and  Gillette  Co.  "Ther 
a  U.  S.  company  that  does  not  I 
global  exposure,  directly  or  indi 
warns  Maureen  Allyn,  chief  eco 
at  Scudder  Kemper  Investment 

Take  Chiysler  Corp.,  which  ii 
Russia  at  all  and  has  just  minoi 
tions  in  Asia.  "It's  not  our  direc 
sure  to  these  areas  that  has  me 
cerned,"  says  Chairman  Robert 
"As  it  gets  worse,  that's  startin 
feet  the  multinational  companie.' 
here  . . .  [and]  the  people  who  W( 
them."  Ultimately,  he  adds,  "ths 
to  affect  the  people  who  buy  ca 

While  a  flood  of  cheap  import 
distressed  countries  is  gi-eat  for 
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O'l  lack  into  the  U.  S.  and  other  safe- 
a''!  markets,  which  ai"e  ah-eady  awash 
1  j  lidity.  "Monetary  policy  is  not  the 
ai!  3a  for  the  rest  of  the  world's  prob- 
T  '  says  John  Lipsky,  chief  econo- 
li  at  Chase  Manhattan  Bank,  who 

0  lieless  beheves  the  U.  S.  economy 

1  ()w  enough  on  its  own  to  wan-ant 
I  ■  cut. 

;it's  more,  most  of  the  Fed  offi- 
iU'veyed  insist  that  a  rate  cut  is 


THE  FED  HOLDS  THE  LINE  ON  INTEREST  RATES 
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out  of  the  question  if  the  U.  S.  economy 
remains  strong.  "We'd  be  hard-pressed 
to  do  something  that  wasn't  justified  by 
domestic  conditions,"  says  one  insider 
"Our  mandate  is  not  to  be  the  central 
bank  to  the  world." 
So  far,  the  Fed 


WAITING  GAME 

Fed  insiders 
rule  out  a  cut 
as  long  as  the 
U.S.  economy 
stays  strong 


sees  few  signs 
that  the  domestic 
economy  is  losing 
serious  altitude. 
After  a  tempo- 
rary lull  in  the 
second  and  third 
quarters  in  the 
wake  of  a  mas- 
sive eight-week 
strike  at  General 
Motors  Corp., 
some  Fed  officials  ai-e  bracing  for  a  snap 
back  in  the  fourth  quarter.  Some  officials 
see  the  possibility  of  growth  above 
3% — double  the  estimated  rate  for  sec- 
ond and  thii'd  quarters — and  maybe  as 
high  as  4%.  One  reason:  gm  is  ramping 
up  production  as  fast  as  it  can  to  re- 
plenish inventories  depleted  by  its 
strike.  That  alone  could  add  as  much 
as  1.5  percentage  points  of  gi'owth  in 
the  fourth  quarter. 


Still,  Fed  officials  acknowledge  that 
the  risks  have  shifted  from  an  over- 
heated, inflation-prone  U.  S.  economy  to 
one  at  risk  of  being  destabilized  by  a 
stock  market  crash  or  dragged  down 
by  the  deflationary  forces  sweeping 
Asia.  That's  why  St.  Louis  Fed  Presi- 
dent William  Poole,  who  favored  a  rate 
hike  in  May,  voted  with  other  Fed  poli- 
cymakers to  stand  pat  on  rates  in  July. 
CHAIN  REACTION.  And  while  just  a  few 
months  ago  some  Fed  officials  would 
have  welcomed  a  stock  market  coirec- 
tion,  today  they  admit  they're  watch- 
ing closely  to  make  sm-e  that  the  down- 
turn doesn't  crimp  consumer  spending 
— and  set  ofl"  a  chain  of  events  that  trig- 
gers a  recession.  That  would  justify 
monetary  easing  that  would  keep  the 
economy  from  dipping  into  recession. 

For  Greenspan,  the  trick  is  to  make 
sure  the  domestic  economy  stays  strong 
enough  to  keep  the  world  from  drift- 
ing into  a  synchronized  slump — and 
pulling  the  U.  S.  with  it.  If  his  inter- 
est-rate calls  prove  accurate,  he  may 
even  find  more  time  to  work  on  his 
backhand. 

By  Dean  Foust  in  Washington 


lers,  it  wi'eaks  havoc  on  do- 
lufacturers.  "The  U.  S.  is 
lisproportionate  part  of  the 
these  countries  tiy  to  export 
)ut  of  crisis,"  complains  An- 
larkey,  president  of  the 

i  on  &  Steel  Institute, 
illy  as  July  1,  analysts  sur- 

irst  Call  Corp.  thought  com- 
lie  Standard  &  Poor's  500 

10%  profit  gi'owth  in  the 
'■r.  That  number  has  now 

il  to  just  3.7%,  says  First 

reh  director,  Charles  L.  Hill, 
that  after  Labor  Day,  "the 
11  go  significantly  lower" 
1  &  Poor's  DPJ  says  s&p  500 

fall  3.2%  for  1998  and  then 
"i%)  in  1999.  "Coi-porations 

"  says  David  A.  Wyss,  chief 

it  DRi,  a  unit  of  business 


WEEK  pubhsher  The  McGraw-Hill  Com- 
panies. "Their  employment  costs  are  go- 
ing up  due  to  tight  labor  markets,  but 
they  can't  pass  it  on  due  to  the  strong 
dollar  and  import  competition." 

Still,  far  from  retreating,  many  multi- 


WILL  THINGS  GO  BETTER?  Some 
nndtinationals  see  opportunity 

nationals  are  boosting  bets  on 
emerging  markets.  Ford  Motor 
Co.  says  it  will  keep  bidding  for 
insolvent  Korean  carmaker  Kia 
Motors  Coi-p.  Campbell  Soup 
Co.  is  also  scouting  for  buys  in 
Asia.  "Mexico  taught  us  that 
when  there's  a  crisis,  that's 
when  smart  people  can  move 
in,"  says  Campbell  cfo  Basil  L. 
Anderson.  Indeed,  Gillette  is 
going  ahead  with  a  $40  million 
plant  in  Russia's  St.  Petersburg.  Ulti- 
mately, the  crisis  could  leave  prepared 
U.  S.  multinationals  even  stronger  in 
emerging  markets. 

By  William  C.  Syriionds  in  Boston, 
with  bureaii  reports 


irS  NOT 
so  BAD, 
HONEST . . . 

But  gurus  say  the  highs 
for  the  year  are  behind  us 

Stock  prices  are  showing  all  the  sta- 
bility of  a  kid  on  a  pogo  stick. 
They're  gyrating  between  the  fear 
that  poorly  understood  forces  abroad 
will  infect  the  U.  S.  economy  and  the 
hope  that  the  U.  S.  will  continue  to 
shake  off  the  contagion,  as  it  has  to 
date.  Fear  won  out  on  Aug.  31,  when 
the  Dow  Jones  industrial  average  tum- 
bled 512  points.  Hope  claimed  victoiy  in 
the  288-point  snapback  on  Sept.  1.  It 
promises  to  be  a  long,  hard  slog  to  the 
end  of  the  year,  one  that  surely  will 
leave  few  investors  untouched. 

Does  the  turbulence  represent  a 
pause  in  the  bull  market — or  does  it 
signal  the  onset  of  a  bear  market,  even 
a  recession?  Many  investment  pros  say 
the  odds  favor  the  relatively  strong  eco- 
nomic fimdamentals  of  the  U.  S.  mar- 
ket withstanding  the  global  malaise. 
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Most  also  believe,  however,  that  stocks 
will  not  hit  new  highs  in  1998  and  that 
there's  a  good  chance  that  the  market 
has  not  yet  liit  bottom.  The  challenge  is 
figiuing  out  what  fair  value  should  be, 
given  such  a  murky  earnings  outlook. 

Investor  jitters  were  very  much  on 
the  minds  of  Menill  Lynch  &  Co.  Chair- 
man and  CEO  David  H.  Komansky  and 
Menill  President  Herbert  M.  Allison  Jr. 
on  Sept.  1.  That  morning,  the  pair 
warned  Men-ill  employees  in  a  memo 
that  "selling  in  the  equities  markets 


has  readied  an  emotional 
stage . . .  with  fuither  declines 
possible  before  a  bottom  is 
reached."  Tliat  day,  Men-ill's 
quantitative  strategist  lowei'ed 
his  recommended  allocation  to 
equities  from  55%  to  50%. 

For  some  market-watch- 
ers, the  fear  runs  deeper.  If 
policymakers  abroad  don't 
take  strong  action,  some  say, 
the  malaise  wall  only  worsen 
and  spread,  and  the  likelihood  of  it 
spilling  over  into  the  U.  S.  will  increase. 
"The  biggest  risk  is  if  policymakers  get 
stuck  thinking  inside  the  box,"  says 
Credit  Suisse  Fu-st  Boston  chief  invest- 
ment strategist  Christine  A.  Callies.  "If 
they're  too  concei-ned  with  the  relative- 
ly short-tei-m  issues  of  cun-ency  valua- 
tions and  so  forth,  that  could  lead  to 
their  not  doing  enough  to  help  stabilize 
the  global  situation." 

The  fear  that  the  Asian  contagion 
will  spread  to  Latin  America  and  to 
America's  trading  paitners  in  the  North 
American  Free  Ti-ade  Agi-eement,  Mex- 
ico and  Canada,  is  a  big  factor  in  the  re- 
cent market  jitters.  On  the  margin,  ex- 
port trade  can  be  a  swing  factor  for 
the  economy,  says  Mitchell  Held,  co- 


INVESTORS 
STAYJIHERY 

Fear  runs  high 
that  Asia's  ills 
may  infect 
Mexico  and 
even  Canada 
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manager  of  U.  S.  ecn 
research  at  Salomon 
Barney. 

Abby  Joseph  Cohen, 
man  Sachs'  bullish  stra 
believes  the  strong  t 
mentals  of  the  U.  S.  ii 
can  offset  the  global 
ness.  She  doesn't  fon 
worldwide  recession  ii 
or  1999  and  thinks  th 
heaval  in  foreign  ma 
will  ultimately  have  little  imjja 
U.  S.  economic  gi-owth,  corporate 
itability,  and  cash  flow^  On  Sept. 
upped  her  recommended  stock  \i  . 
ing  to  72%-  from  65%.  With  the 
closing  at  7539  on  Aug.  31,  ( 
pegged  the  market  as  12%-  to  15' 
dei-valued,  using  a  Goldman  Sach- 
tion-based  valuation  model. 
SKIMMING  THE  FROTH.  With  the  a 
price  of  shares  listed  on  the  Nev 
Stock  Exchange  sinking  to  $3b, 
Sept.  1,  down  fi-om  the  high  of  $47 
July  17,  a  lot  of  fi-oth  has  been  skii 
fi-om  the  market.  Indeed,  many 
models  show  the  stock  market  t- 
good  value.  Using  a  forecast  of  o 
ing  earnings  of  $51  for  the  Stand: 
Poor's  500  stock  index,  and  an  in; 

rate  of  5.5%-  on  the 
bond,  Morgan  Stanley 
Witter's  dividend  di> 
model  shows  fair  valii 
the  s&p  500  at  105 
about  6%  above  its  St 
level.  And  with  the 
bond  yield  now  at  5.3' 
market  may  be  under\ 
by  about  11%. 

The  trouble  with 
models:  They  don't  fiill\ 
ture  all  the  things  th: 
feet  stock  and  bond  ]i 
such  as  bonds'  safe  I 
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/Vmerican  Dental  Association 


The  H.R.  manager  who 
can  breathe  a  little  easier 


The  boss  who  's  pleased  with 
the  bottom  line. 


The  family  that  can  choose 
any  dentist  it  wants. 


Save  time.  Save  money.  Save  teeth 

Direct  Reimbursement  helps  you  three  ways. 

It  helps  you  save  time  l^ecause  it's  easy  for  eveiyone 
to  understand,  and  tliere  are  no  complicated  claims 
procedures.  It  can  save  money  because,  instead  of  paying 
mc:)nthly  insurance  premiums,  even  for  employees  whc^ 
don't  use  dental  benefits,  you  pay  for  actual  treatment 
received.  It  allows  employees  to  get  the  treatment  they 
need  from  dentists  they  choose. 


So  you  can  offer  a  quality  dental  beneht  at  less  cost  and 
with  fewer  hassles  than  ever  before. 

For  !ii/on)iati())i  or  a  cost  estimate  of  a  Direct  ReimbursemeJit 
flan  designee/  to  meet  the  compcuiy  needs  you  specify,  just  call 
1-800-232-7698  ext.  530 
Or  lis  it  our  web  site  at 
http://wu'w.  ada.  org 


DIRECT 

HEIMBURSEMENT 


D?rftal 


Benefits  Pian 
Smart  Companies 


status  today.  "Our  valuation  model  can't 
judge  a  flight  to  quality,"  says  Brian  F. 
Rauscher,  U.  S.  investment  strategist  at 
Morgan  Stanley  Dean  Witter. 

Less  bullish  strategists  than  Cohen 
lay  out  a  convincing  scenaino  for  weaker 
corporate  earnings.  In  fact,  earnings- 
growth  estimates  for  the  third  quarter 
have  slid  fi'om  8.6%  on  July  17,  when 
the  market  peaked,  to  3.2%  on  Sept.  1, 
according  to  First  Call  Corp.  Their 
gloomy  scenario:  A  spreading  global 
meltdown  that  keeps  stocks  volatile, 
shakes  consumer  confidence,  and  curbs 
consumer  spending.  Prudential  Securi- 
ties Inc.  strategist  Greg  A.  Smith  fore- 
casts low-single-digit  profit  gi'owth  in 
1999,  since  he  doesn't  see  much  reason 
to  think  revenue  growth  vdll  expand 
with  pricing  power  so  weak  worldwide. 
But  a  drag  on  earnings  may  be  offset 
by  a  boost  from  lower  interest  rates. 

If  the  stock  market  doesn't  regain 
more  gi'ound  soon,  it  could  start  cut- 
ting into  expectations  for  economic 
growth.  Down  markets  tend  to  slow 
consumer  spending.  Held  says  that  if 
the  U.  S.  stock  market  drops  10%  and 
stays  at  the  lower  level  for  a  prolonged 
period,  the  gi'oss  domestic  product  will 
be  0.7%  lower  than  it  would  have  been 
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othereise.  The  Dow  has  suffered  a  17%^ 
drop  from  its  mid-July  peak.  If  a  20% 
connection  dug  its  heels  in,  all  else  being 
equal,  "you'd  probably  end  up  with  be- 
low-trend  gdp  gi'owth  for  1999,"  he  says. 
The  trend  for  gi-owth  is  2%  to  2.5%. 

Some  technical  analysts  see  signs  of  a 
bottom.  Ronald  E.  Elijah,  portfolio  man- 
ager of  the  Robertson  Stephens  Value  + 
Growth  Fund,  points  to  an  indicator 
tracked  by  Menill  Lynch's  Richard  Mc- 
Cabe.  It  shows  the  number  of  stocks 
on  the  New  York  Stock  Exchange  trad- 
ing above  their  200-day  moving  aver- 
age. After  peaking  at  80%  in  late  1997, 
the  reading  fell  below  19%  the  week  of 
Aug.  24.  According  to  McCabe,  histoiy 
shows  readings  neai"  or  below  20%.  to  be 
"a  deep  oversold  condition  for  the  mar- 
ket, which  can  be  one  ingi-edient  for  a 
major  bottom."  Elijah  is  reassured  by 
that — but  isn't  ready  to  buy  yet.  "I 
want  to  let  things  settle  down,"  he  says. 
"In  such  a  fi'antic  period,  you  can  make 
so  many  mistakes." 

Neither  the  bull  nor  the  beai-  camp  is 
Ukely  to  declare  victory  soon.  In  coming 
weeks,  the  market  will  react  to  third- 
quarter  pre-announcements,  which  tend 
to  be  negative.  In  such  an  unsettled  en- 
vironment, investors  can  count  on  only 
one  thing:  They  won't  be  bored. 

By  Suzanne  Woolley  in  New  York 


SO  YOU  WANNA  BE 
CONANTHE  CONTRARIAN... 
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mid  the  last  great  bear  market,- 
I  the  1973-74  fiesta  that  sent 
I  stocks  halfway  to  oblivion,  there 
was  one  guy  couldn't  stop  buying. 
Even  as  other  investors  dumped 
their  shares  of  such  companies  as 
Ford,  Dean  Witter,  and  Ogilvy  & 
Mather,  he  snapped  them  up,  using 
not  just  the  cash  he  had  saved  but 
raising  $20  million  more  to  keep 
going.  It  was  pure  contrarian  bra- 
vura— and  it  worked  for  Warren  E. 
Buffett. 

Is  today  another  such 
moment?  That's  debatable 
But  if  you're  intent  on 
being  a  buyer  right 
now,  you're  going  to 
need  the  same  raw  ma- 
terial— cash — that  the 
legendary  investor 
could  hardly  get 
enough  of  25  years 
back.  And  if  you  do 
your  investing 
through  mutual  funds, 
consider  focusing  on 
those  that  went  into 
the  summer  sell-off 
sitting  atop  tidy  piles 
of  the  gi-een  stuff. 

With  stock 
prices  18%'  lower 
than  they  were 
just  seven  weeks 


They've  Got  the  Cash 


FUND 


managers  who  are 
anned  with  plenty 
of  cash  have  the 
means  to  make 
the  most  of  the 
new  market.  "If 
you  are  looking  to  get  into  a 
fund,"  notes  Kevin  McDevitt,  an 
analyst  at  Momingstar  Inc.,  "you 
want  someone  who  has  cash  on  the 
sidelines  and  can  take  advantage  of 
opportunities." 

PICKING  AND  CHOOSING.  To  spot 
such  funds  within  the  4,500  U.  S. 
stock  mutuals,  business  week 
searched  Morningstar's  Principia 
database  and  came  up  with  a  list  of 
possibilities.  We  stuck  to  funds  that 
are  open  to  new  investors  for  initial 
stakes  of  no  more  than  $5,000  and 
those  that  held  at  least  25%  of  their 
assets  in  cash  before  the  market 
plunge. 

Wliat  have  these  funds  been  doing 
with  all  that  dough?  In  a  word,  buy- 


BERGER  SELECT 

28.00% 

24.30% 

CLIPPER 

40.00 

0.20 

FRANKLIN  GROWTH  1 

33.40 

-0.11 

OPPENHEIMER  GRTH. 

30.00 

-10.00 

*Year  to  date,  through  Aug. 

31. 

ing.  "We're  getting  a  chance  to  buy 
things  more  on  our  terms,"  says 
Mark  0.  Robertson,  a  manager  of 
Vontobel  U.  S.  Value  Fund.  Its  cash 
level  early  this  summer  ran  at  33%. 
Now,  it's  closer  to  20%,  as  the  fund 
has  bought  blocks  of  McDonald's, 
Shei-win- Williams,  Coca-Cola,  and 
American  International  Group. 
Robertson  now  hopes  to  pick 
through  the  wi-eckage  among  big 
bank  stocks  such  as  J.  R  Morgan  & 
Co.,  down  fi'om  its  hii: 
"It  would  be  nice  if 
we  don't  have  a 
spike  back  up  in 
the  market  and 
have  the  time  to 
evaluate  things," 
he  says. 

"FUSSY."  Berger 
Select's  Patrick  S. 
Adams  closed  Au- 
gust with  38%  of  hii 
fund  in  cash  and 
swiftly  cut  that  to 
28%  on  Sept.  1  as  h 
loaded  up  on  techno 
og>',  financial,  and 
consumer  stocks. 
"It's  just  extra- 
ordinary, the  ca 
nage  that  has  oc-^ 
curred,"  Adams 
says.  "The  bar- 
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more  prevalent 
now  than  in 
1987." 

Not  everyone 
is  so  enthusiastic 
"We're  being 
fussy  buyers,"  says  Michael  Sandle 
Clipper's  co-manager.  He  aims  to 
buy  stocks  in  companies  at  60%  to 
70%  of  their  underlying  value  and 
reports  finding  few  of  those  gems, 
even  now.  "I'm  nibbling,"  says  Op- 
penheimer  Growth's  manager, 
Robert  C.  Doll  Jr. 

Clipper  and  other  cash-rich  funds 
have  suffered  under  loads  of  green- 
backs that  earned  money-market 
rates  while  rivals,  canied  by  the 
bull's  long  i-un,  charged  past.  But  if 
the  market  rallies  again,  these  fund; 
vrill  have  a  turn  to  show  what  they 
can  make  of  capitalism's  most  basic 
building  block. 

By  Robert  Barker  in  Melbourne 
Beach,  Fla. 
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WALL  STREET 
RECORKS  THE  BUBBLY 

After  a  seven-year  securities-industiy  bonanza,  the  part>^'s  over 


For  almost  seven  straight  yeai-s.  Wall 
Street  has  been  raking  in  the  big 
bucks.  Contractoi-s  fi-om  Connecticut 
to  the  Hamptons  ai-e  sci"ambling  to  btiild 
handsome  stone  mansions,  while  New 
York-area  cai-  dealei*s  can't  keep  enough 
B.w  convertibles  in  stock  to  meet  de- 
mand. All  this  couitesy  of  a  cascade  of 
fees  and  commissions.  The  question  now: 
Is  this  paity  over? 
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The  answer  is  a  resotmding  yes.  The 
stock  mai'ket's  drop  has  ciTished  bro- 
kerage stocks,  with  the  biggest  fiiTns 
down  to  45'^  from  theii"  1998  highs. 
And  many  of  ^^'aU  Street's  biggest  fimns 
ai'e  more  than  S(Y~c  owned  by  employees. 
Di'i\"ing  those  stocks  down  is  the  feai" 
that  more  losses  from  Russia  and  other 
emerging  mai'kets  may  be  annotmced. 

Equally  womsome  is  that  another 
"Wall  Street  engine — the  debt-  and  equity- 
imdenuiting  mai'kets — has  gi-otmd  to  a 
halt  in  response  to  market  volatility.  Only 
one  IPO  has  been  laimched  since  Aug. 
24.  and  10  were  withdrawn  in  the  past 
month,  says  analyst  Randall  Roth  of  the 
IPO  Plus  AfteiTnai'ket  Ftind.  "There  is 
unden\Titer  i-ubbemecking.  Eveiyone  is 
stopping  to  look  at  the  carnage,"  he  says. 

The  result?  Expect  the  secmities  in- 
dustiy  to  shift  into  retrenchment  mode, 


with  cuts  in  bonuses  and  layoffs.  "It's  a 
reasonable  thing  to  get  prepared  for  a 
tough  en\Tronment,'"  says  James  Dimon. 
co-chief  executive  officer  of  Salomon 
Smith  Barney,  which  just  announced  a 
•SloO  milhon  net  loss  fi'om  its  Russian 
and  emerging-mai'kets  businesses. 

London  will  get  hit  ftrst.  "You  won't 
see  layoffs  here  for  a  bit  because  U.  S. 
staffs  are  relatively  lean."  says  head- 
hunter  -Joan  Zimmerman  at  G.  Z. 
Stephens.  Still,  at  289.300,  the  sectuities 
industiy's  1998  head  cotmt  has  passed 
its  1987  high  of  260,000.  As  a  hai'binger 
of  tough  times  in  the  U.  S..  local  secmi- 
ties  ftrms  fi-om  Moscow-  to  Jakaita  ai'e 
ctitting  jobs.  Rumoi-s  ai'e  life  that  Cred- 
it Suisse  Fii'st  Boston  will  shiink  its 
320-employee  Moscow  office. 

Fears  about  Russian  debt  have  al- 
ready hmt  prices  in  lai'ger  ftxed-income 
markets,  including  coi-porate  and  moit- 


Brokerage  Stocks  Get  Creamed 


CURRENT  PRICE' 

1998  HIGH 

PERCENT 
CHANGE 

BEAR  STEARNS 

61^ 

-36 

LEHMAN  BROS. 

42/: 

85 

-J7 

MERRILL  LYNCH 

MORGAN  STANLEY 

CHARLES  SCHWAB 

3l/^ 

42X 

-27 

TRAVELERS'* 

73 

-39 

-As  of  9/2/98 

**Owns  Salomon  Smith  Barney 

EERIE  QUIET 

x\fter  the  market  clos 
on  Aug.  31,  normally  ' 
bustling  Harry's 
was  nearly  empty 

gage-backed  bonds.  So  des  ^ 
the  rally  in  treasuries,  the 
ue  of  investment  houses'  b 
inventories  has  fallen.  "'It 
be  veiy  difficult  for  finni 
make  money  in  fixed  incoi 
says  Salomon  Smith  Bar 
brokerage  analyst 
Moszkowski,  wiio  just  cut 
get  prices  for  ^lenill  Ljtic 
Co.  and  Morgan  Stanley  D 
Witter  by  roughly  15%. 
The  industry's  two  1 
wether  deals  are  also  in  question, 
inmor  is  that  the  Travelei-s-Citicoi-p 
may  fall  thi'ough.  Ti-avelei's'  stock 
plummeted  to  .$-14.50  a  shai-e  fi-om 
when  the  deal  was  announced  on  Ap 
while  Citicoi-p  has  di-opped  from  S18 
S108.  And  the  mai'ket  con-ection  c( 
force  Goldman,  Sachs  &  Co.  to  p 
pone  its  IPO  of  part  of  the  finn.  G 
man.  Ti-avelei-s.  and  Citicoi-p  say  t 
have  not  changed  their  plans. 
HE  WHO  HESrrATES.  Ceitainly.  Goldl 
fiddled  wiiile  Rome  btuTied.  After  yi 
of  deliberation,  the  fiiTn  finally  deci 
to  go  pubUc  in  -Jtme.  At  the  time,  c 
petitors  Morgan  Stanley  Dean  Wi 
and  MeniU  L\Tich  were  trading  at  n 
than  3.5  times  book  value.  But  with 
day's  lower  valuations.  Goldman's  p 
tag  di'ops  from  S22  bilhon  to  S17.4 
Hon.  "reducing  Goldman's  IPO  price 
the  take  of  Goldman  partners,"  s 
Michael  Flanagan,  an  analyst  at  Fii 
cial  Senice  Anahtics. 

There  are  bright  spots.  Some  50^ 
Chaiies  Schw-ab  &  Co.'s  revenues  ci 
fi-om  mutual-fund  fees,  not  to  men 
trading  commissions.  Chainnan  Cha 
R.  Schwab  expects  trading  volum( 
come  down  15"^  to  30%,  but  even 
'the  thii'd  quaiter  is  looking  quite 
bust"  for  his  finn,  he  says.  The  : 
businesses  should  stay  strong,  too- 
some  deals  could  fall  apait.  For  ex 
pie,  Proffitts  Inc.  agi'eec 
buy  Saks  Fifth  Avenue 
stock,  but  now-  Saks  can  v 
away  since  Pi'ofStt's  stock 
fallen  to  S23  a  shai-e,  below 
deal's  collai-  of  .S30.52.  Pi-oa 
says  the  deal  will  close 
September. 

It's  unlikely  that  seven 
yeai-s  wiU  be  foUow-ed  by  se 
lean  ones.  But  contractors 
car  dealers  bew-are. 

By  Leah  Xathans  Spin 
Xew  York,  with  bureau  reph 
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UP  THE  VOLGA 
WITHOUT  A  CALCULATOR 

At  this  point,  banks  can't  figure  their  exposure 


The  banks  had  to  say  something. 
As  their  share  prices  crumbled 
in  response  to  Russia's  default  on 
Aug.  17,  financial  institutions 
around  the  world  have  scrambled  to 
come  up  with  numbers  for  their  Russ- 
ian losses.  The  revelations  are  sub- 
stantial: Barclays  Bank  PLC,  for  one, 
said  it  took  a  $418  million  charge  to 
cover  Russian  losses,  while  Repubhc 
New  York  Coi^p.  said  Russia  wiped  out 
a  ftill  quarter  of  earnings.  But  the  news 
isn't  nearly  as  earthshaking  as  the  up- 
heaval in  the  financial  markets  seemed 
to  suggest.  And  that  raises  a  question: 
Is  that  all  there  is? 

In  a  word,  no.  Banks,  investment 
houses,  and  hedge  funds  have  yet  to  tell 
the  full  stoiy  of  the  emerging-markets 
rout.  They  might  not  even  Imow  it.  Con- 
cerns ai"e  growing  that  Russia  could  de- 
fault on  hai-d-ciUTency  sovereign  debt — 
$17  billion  in  debt  ser\ice  falls  due  next 
yeai'.  There  ai"e  also  nimblings  of  good 
news,  too,  maybe  in  the  fonn  of  a  better 
deal  for  foreign  buyers  of  inble  debt. 
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At  this  point,  banks  have  sui"veyed 
their  direct  damage  in  Russia,  and  al- 
though their  estimates  use  different 
assumptions,  their  numbers  are  proba- 
bly in  the  ballpark,  a  senior  federal 
regulator  says.  But  there's  still  the  pos- 
sibility of  a  wild  card — the 
blowup  of  a  large  leveraged 
derivative  in  some  out-of-the- 
way  place.  Often,  "banks  re- 
ally think  they  have  the  full 
e.xposure  monitored 
don't  realize  the  full  exposure 
until  several  weeks  after  the 
crisis,"  says  Leslie  Rahl,  a 
partner  at  Capital  Market 
Risk  Advisors,  a  New  York 


Chase 


crative  trading  oppor- 
tunities. Not  only  has 
trade  pretty  much 
stopped  in  the  Russ- 
ian mble,  it's  also  stoj> 
ping  in  the  Malaysian 
ringgit  by  government 
order. 

New  losses  in  Rus- 
sia are  surfacing  al- 
most daily — invohing 
everyone  from  No- 
mura Securities  in 
Japan  to  BankAmeri- 
ca  in  the  U.  S.  Almost 
none  describe  the  dam- 
age in  the  same  way. 
hattan  Corp.  reported  overall  charge- 
offs  of  $200  million  for  July  and 
August.  Citicorp  reported  $200  million 
in  Russia-related  losses.  Others  have 
released  estimates  of  trading  losses — 
$350  million  at  Bankers  Tioist  and  $150 
million  net  at  Salomon  Smith  Barney, 
for  example. 

To  be  fail'  to  the  banks,  the  problems 
in  valuation  are  staggering.  Banks  are 
trying  to  account  for  assets  that  no 
longer  trade,  denominated  in  a  cuiTency 
with  no  real  mai'ket  value,  bt  and  Re- 
public have  mai'ked  down  then-  Russian 
bonds  to  15c  on  the  doUai".  But  a  federal 
regulator  says  other  banks  ai'e  using  ex- 
change-rate estimates  from  30c  on  the 
doUai'  to  zero.  "People  ai'e  using  different 
mble  figures  in  coming  up  with  the  fig- 
m'es  they  ai'e  reporting  because  there  is 


HOW  CURRENCY  CONTAGION  MIGHT  SPREAD 

►  Russia  defaults  on  its  foreign  debt  and  suspends  pay- 


no  ruble,"  says  Jake  Newman.  direct(] 
Standard  &  Poor's  Corp. 

Just  as  pei^Dlexing  is  how  to  accJ 
for  derivatives  and  hedge  fund  lo^ 
Capital  Market  Risk  Advisors 
mates  total  Russian  derivatives 
sure  could  be  $65  billion.  Much  of 
action  involved  Western  invesi 
swapping  rubles  for  dollars  to  be 
pHed  by  Russian  banks  that  are 
not  pacing  their  debts. 
UNCLEAR.  At  least  four  hedge  fi 
that  invested  in  Russia  have  fai 
says  Nicola  Meaden,  president  of  i 
which  tracks  the  industry  in  Lon 
Charles  Gradante,  a  hedge  fund 
sultant.  says  several  managers  rem( 
their  currency  hedges  before 
ruble  collapsed  on  the  strengtl 
the  International  Mone' 
Fund's  July  loan  to  Russ 
Despite  the  disclosures 
week,  the  size  of  many  ba 
troubles  remains  unclear 


,        ment  on  currency  hedges  ,.       ,  ,        •  t  a 

but   —     bons  of  doUai-s  m  Latm  Ai 


►  A  hedge  fund  manager  who  used  Russian  treasury 
bills  as  collateral  to  get  financing  to  buy  more  Russian 
T-bills  receives  a  margin  call  from  his  U.S.  bank 

►  The  hedge  fund  manager  sells  whatever  possible — say, 


ican  debt  on  banks'  books 
tumbled  in  value,  but  it  is 
clear  how  much  of  that 
has  been  reflected  in 
week's  announcements. 


derivatives   consultant.   "I    p°i'?^_®/3Nzed_bonds  jn  Latm_  Amenca— to  meet  the  can__    claries  Peabody,  banking 


think  it's  going  to  get  worse 
before  it  gets  better."  And 
there  ai-e  other  foiTns  of  dam- 
age— from  other  emerging- 
market  assets  knocked  down 
by  jittery  investors  or  from 
the  closing  of  currency  mar- 
kets that  once  promised  lu- 


►  Forced  selling  by  the  hedge  fund  manager  and  other 
overleveraged  investors  helps  depress  the  value  of  those 
bonds 

►  The  hedge  fund  goes  bust  and  the  bank  learns  of 
another  loan  gone  sour — and  perhaps  lower  values  for  its 
holdings  of  emerging-market  debt 


alyst  at  Mitchell  Securi^ 
"There  are  further  losses 
to  be  disclosed."  Indeed, 
sia  may  be  just  the  tip  of 
iceberg. 

By  Gary  Silver) 
in  New  York,  with  but 
reports 


a 

izza  through  this. 

)r  just  about 


Direct  Mail  can  satisfy  most  any  craving  you  have  —  big  or  small. 
Looking  to  pump  up  local  sales?  Well,  a  pizza  chain  addressed  that  need 
by  blanketing  their  neighborhood  with  a  mailing  ot  customized  refriger- 
ator magnets.  Now,  when  stomachs  start  growling,  their  delivery  number 
is  right  there.  All  this  for  a  fraction  of  the  cost  for  mass  media  vehicles. 

Do  you  compete  in  a  bigger  arena?  Great.  National  marketers 
of  everything  from  cars  to  clothing 

to  consulting  rely  on  Direct  Mail      DIRECT  MAIL  DEtiVERS 
to   deliver  relevant,  one-to-one  WUH^^^^^ 
messages.  Which  helps  them  to  make  sales,  nurture  customer  loyalty 
and  even  build  brand  equity. 

When  you  think  about  it,  Direct  Mail  is  a  lot  Hke  pizza.  You  can 
have  It  any  way  you  like. 

For  a  free  kit  filled  with  iiiforiiidlioii ,  ideas  and  examples  of  hoii'  Direct 
Mail  can  help  hiiild  your  business,  call  l-HUU-THE-USPS.  ext  2110. 


at  UNITED  STATES 
POSTAL  SERVICE^ 


We  deliver. 

jKSpectorS  see  the  story  of  tlie  US  Postal  Service  Inspectors  on  Stiowtime  Sunday,  September  20  @  8pm  ET/PT  Part  of  Stiowtime's  Free  Preview  Weekend  (wfiere  available). 
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ASIA 


THE  WALLS  ARE  GOING  UP 
ALL  OVER  ASIA 

Country  after  country  retreats  from  the  global  economy 


The  Asian  crisis  is  entering  a  new 
stage  when  beleaguered  nations 
erect  walls  between  themselves  and 
the  dangerous  forces  of  woi'ld  markets. 
Malaysia  Prime  Minister  Mahathir  Mo- 
hamad imposes  sweeping  capital  con- 
trols, fixes  the  exchange  rate — and  sacks 
his  reformist  Deputy  Prime  Minister 
The  Hong  Kong  government  pumps  $12 
billion  into  its  stock  mai'ket  to  foil  spec- 
ulators. Taiwanese  officials  make  it  more 
expensive  to  short  stocks.  South  Korea 
cancels  the  sale  of  Kia  Motors  Corp. 
rather  than  accept  low  but  realistic  bids 
for  the  bankmpt  caiTnaker.  And  Japan 
refuses  to  let  its  biggest  banks  fail. 
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THE  GLOBAL  CRISIS 


These  ai'e  just  the  kind  of  moves  that 
U.  S.  and  International  Monetary  Fund 
officials  deplore.  They  signal  a  retreat 
fi-om  the  global  economy  and  a  collective 
repudiation  of  the  Westei-n  doctrine  that 
only  deep  stnactural  reform  and  a  total 
commitment  to  free  markets  can  pro- 
vide a  way  out  of  Asia's  mess.  But  after 
seeing  their  cmrencies  pounded  by  spec- 


ulators and  their  real  economies  grind  to 
a  halt,  Asian  leaders  are  fed  up  with 
globalist  thinking.  Never  mind  that  the 
region's  rotten  banks  created  the  crisis 
in  the  first  place.  Right  now,  all  the 
Asians  feel  is  the  pain  of  high  interest 
rates,  record  bankruptcies,  and  rising 
social  tension.  Reform  sounds  good  in 
principle,  but  recovery — even  sui"vival — 
comes  fii'st.  To  their  credit,  the  Indone- 
sians and  Thais  still  seem  to  be  pressing 
ahead  with  reforms.  But  other  nations 
are  signalling  they  will  go  for  gi'owth 
and  emergency  bailouts,  no  matter  what 
the  long-teiTn  cost. 

BANK  HOLIDAY.  Japan  is  the  most  im- 
portant player  in  this  (b'ama.  Tlie  Japan- 
ese had  been  making  noises  about  a 
tough  cleanup  of  the  banks.  But  in  the 
last  few  weeks,  the  tune  has  changed. 
Those  backing  a  radical  bank  overhaul 
are  "amateurs,"  says  Finance  Minister 
Kiichi  Miyazawa,  and  they  have  no  idea 
what  chaos  will  ensue.  Nomura  Re- 
search Institute  economist  Richard  Koo 
concurs:  Japan's  banking  woes  ran  so 
deep  that  a  heavy-handed  workout 
would  set  off  a  chain  reaction  of  bank 
failures  and  corporate  bankinptcies  that 
would  cripple  Japan.  "If  you  close  down 


INVESTOR,  BEWARE 

Only  the  banks  and 
Tokyo  know  how  muc 
bad  debt  is  hobbling 
the  Japanese  econon 

the  banks,  you  also  kill  a  lo 
good  boiTowers,"  he  warns. 
I'eady,  the  failui'e  in  Novem 
of  Hokkaido  Takushoku  B 
Ltd.  has  done  grievous  econ 
ic  haiTTi  to  Japan's  northenui 
island. 

So  Prime  Minister  Ki 
Obuchi  and  the  inling  Libi 
Democratic  Party  are 
variation  of  the  old  convoy 
tem.  Regulators  vrill  not  ft 
any  more  big  banks  to  & 
however  much  they  des 
that  fate.  A  rapid  sell-of] 
loans  at  cut-rate  prices 
doesn't  seem  in  the  card 
would  force  too  many  masj 
wiite-offs  too  fast.  Instead,  the  govi 
ment  will  merge  weak  banks 
strong  ones,  unwind  bad  loans  slol 
and  use  taxpayers  money  to  refloat] 
system.  Hence,  the  frantic  effort; 
the  LDP  to  stage-manage  a  merger] 
tween  the  ailing  Long  Term  Cn 
Bank  of  Japan  and  a  healthy  Sumiti 
Trust  &  Banking. 

The  big  question  is  whether  this 
landing  approach  will  be  too  soft, 
government's  cuirent  "total  plan"  t 
aside  $214  billion  to  protect  deposil 
and  shore  up  banks  could  just  keep[ 
whole  rickety  stnicture  in  place.  P( 
cally  favored  borrowers  may  en 
getting  new  credits  regardless  of 
viability  of  their  businesses.  No| 
Japan  interested  in  telling  global 
vestors  the  tme  level  of  bad  debt, 
of  this  constitutes  a  strong  sign  to 
al  investors  that  Japan  will  get  bad 
track  fast. 

Yet  the  Asians  have  fallen  so 
ft'om  grace  that  it's  easy  to  sympat 
with  theii-  position.  Even  the  Thais, 
have  tried  to  play  by  the  IMF  b 
think  there  is  something  amiss  w 
speculators  can  cause  such  havoc 
sympathize  with  Hong  Kong,  which 
been  a  model  of  free  trade  and  is 
under  attack  just  because  evei-y  o 
place  is  under  attack,"  says  Tliai  De) 
Finance  Minister  Pisit  Leeahtam 
many  Asians  think  Mahathir  has  a  i 
when  he  states  that  controls  are 
only  way  to  keep  badly  needed  ca; 
in  the  country  For  Asia,  the  tempts 
to  opt  out  of  the  international  econ 
is  starting  to  look  a  lot  more  attrac 
than  anybody  in  the  West  realizes 
By  Brian  Brenmer  in  Tokyo 
Mark  Clifford  in  Hong  Kong 
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digitaTcopTerTnaTcoi^  and 
print.  Which  kind  of  makes  you  wonder, 
il  !  eonardo  da  Vinci  were  around 
today,  would  he  be  working  for  us? 
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FOR  EMERGING  MARKETS. 
PURE  CARNAGE' 

And  for  market  makers,  a  major  shakeup  seems  almost  certain 


If  you  want  to  check  the  pulse  of  the 
enierging-markets  secuiities  business, 
Men-ill  Lynch  &  Co.'s  trading  desk  in 
London  is  a  good  place  to  start.  There, 
Robert  A.  Butler,  an  angular,  34-year- 
old  Scot,  presides  over  the  trading  in 
"emerging  Europe"  stocks.  Ever  since 
Moscow  defaulted  on  its  debt  on  Aug. 
17,  Butler  and  his  colleagues  on  the  desk 
have  been  i-un  ragged  helping  clients 
dump  once  fashionable  Russian  stocks 


Cover  Story' 


THE  GLOBAL  CRISIS! 


such  as  energy  giant  Lukoil  and  Mosen- 
ergo,  the  big  utility.  At  the  same  time, 
the  Polish  and  Hungaiian  stocks  that 
Butler's  desk  trades  have  been  beaten 
to  a  pulp.  "We  have  seen  two  weeks  of 
pure  camage,"  he  says. 

By  Sept.  I,  the  frantic  trading  has 
subsided,  giving  Butler  time  to  sui'vey 
tlie  WTeckage.  It  is  not  a  j^i'etty  sight. 
The  Russian  index  is  down  more  than 
50%  in  the  past  month  to  a  record  low, 
wliile  Poland  and  Hungaiy  ai"e  not  much 
better  off.  Ti-ading  in  Moscow  is  almost 
dead.  On  one  recent  day,  a  single  trade 
worth  $;i7,000  went  thi'ough  the  Russian 
trading  system  duiing  the  usually  fre- 
netic opening  horn*. 

Merrill  and  other  offshore  market 
makers  are  still  open  for  business.  On 
Sept.  1,  Men-ill  did  $15  million  to  $20 
million  in  Russian  stock  trading — a  de- 
cent day's  work.  But  the  business  has 


changed.  Before  the  recent  battering, 
Butler  had  been  taking  orders  from  big 
clients  such  as  mutual  funds  and  pen- 
sion managers,  which  wanted  stakes  in 
what  seemed  one  of  the  gi-eat  emerging 
markets.  But  I'ecently,  such  former  en- 
thusiasts, as  well  as  hedge  ftmds  scram- 
bling to  meet  margin  calls,  have  been 
selling  at  just  about  any  price. 

Butler  and  other  emerging-markets 
pros  have  few  illusions  about  the  fiitui-e 
of  their  industry.  Since  just  about  every 
emerging  economy  from  Thailand  to 
Venezuela  has  taken  a  cb-ubbing,  a  major 
shakeup  of  the  business  seems  to  be  in 
the  cards,  ing  Baiings  Ltd.,  once  one  of 
tiie  biggest  emerging  markets  players, 
announced  some  250  layoffs  in  emerg- 
ing-markets earlier  this  year  and  just 
vowed  to  reduce  costs  by  a  fiuther  25%. 
"Evei-y  financial  institution  is  going  to 
take  a  close  look  at  how  they  want  to 
conduct  their  business,"  says  Marcus 
A.  L.  Everard,  head  of 
the  emerging-markets 
client  business  at  Cred- 
it Suisse  First  Boston 
Corp.  A  pioneer  in 
Russian  investment 
banking,  CSFB  admits  to 
a  $254  million  cut  in 
profits  thanks  to  Russ- 
ian turmoil,  and  Eve- 
rard acknowledges  this 
could  widen  if  markets 
sag  fui-ther. 

Of  com-se,  investors 
have  also  taken  big 


WRECKAGE 

Many  funds 
have  lost  more 
than  50%  of 
their  value  over 
the  past  year 


TRACKING  THE 
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hits.  Long- 
Capital  Ma 
ment,  the 
billion  hedge 
managed 
former  Sal 
Brothers 
Vice-Chair 
John  Meriwe 
lost  44%  of  a 
in  August.  At  least  four  hedge 
heavily  invested  in  Russia  have  file 
Chapter  11  bankruptcy  protectiori 
cording  to  Nicola  Meaden,  preside 
TASS  Management  Ltd.,  which  trac' 
industi-y  in  London.  Three  of  those, 
$180  million  to  $200  million  in  ca 
were  managed  by  McGinnis  Advas' 
San  Antonio.  "We  wei-e  not  aware 
we  had  this  kind  of  [default]  ris 
cause  it  is  unprecedented,"  says  D 
McGinnis,  the  company's  president. 
NO  RETURN?  With  many  emerging 
kets  fimds  down  50%  or  more  in  the 
12  months,  investoi-s  ai'e  certainly  o 
tice  about  the  dangers  now.  One  o 
most  respected  hands  in  the  bus' 
Peter  R.  Geraghty,  former  hea 
emerging  markets  at  ING  Baiings, 
ders  if  bui-ned  investors  vdll  come 
as  quickly  as  they  did  after  Mexic 
nancial  collapse  in  1994-95  rocke 
world's  smaller  mai-kets.  "There's 
damental  disappointment  with  pe 
mance,"  he  says. 

For  one  thing,  in  recent  years, 
about  evei-y  small  market  fi-om  E 
to  Zimbabwe  has  been  hawked  t 
vestors,  so  fu-ms  won't  be  able  t 
novelty  to  hype  secuiities.  Even 
vestors  do  retui-n,  they  may  commi 
money  and  stick  to  the  bigger  m~ 
such  as  Brazil  and  Hong  Kong,  Ge' 
r-eckons.  He  also  bets  that  with  so 
companies  in  financial  trouble,  p' 
equity  and  bonds  may  turn  out  t 
the  way  the  emerging-mai-kets  ga 
played,  eclipsing  investing  in  stocks, 
about  to  go  to  work  building  a  bond 
folio  for  Washington-based  Dai-by  C 
seas  Investments  Ltd.,  the  emerj 
markets  fu-m  headed  by  former 
Ti-easiu-y  Secretai-y  Nicholas  F.  Bra 
Having  endured  the  chaos  of  the 
few  weeks,  it  is  t( 
for  traders  to  be) 
investors    will  c 
trooping  back. 
should  people 
Lukoil  when  ibm  i 
much  cheaper  thj 
few  weeks  ago? 
Butler.  It  is  a  ques 
that  any  company 
counti-y  scrambling 
capital  is  going  to  ' 
to  answer. 

By  Stanley  1 
in  Lm 
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SEE  ALL  THE  WAYS  IT  PAYS  TO 
I  6ETMETLIFE  FOR  BUSINESS. 


•  Auto  &  Homeowners 
Insurance 

•  Hyatt  Legal  Plans^ 

•  Non-Qualified  Executive 
Benefits 

•  Defined  Contribution 
Programs/401  (k) 

•  Defined  Benefit  Plans 

•  Guaranteed 

&  Non-Guaranteed 
Investment  Products 


75  years  of  institutional 
investing.  $330  billion 
in  assets  under 
management.** 


Plans  for  every  business 
Even  small  businesses. 


America's 
fastest- 
growing 
major 
401  (k) 
provider.* 


voluntary  benefits 


The  source  to 
support  diverse 
employee  needs. 


Instant  online 
information  for 
you  and  your 
employees. 


^    '  '  '  ^  --f  <  4  _r 


Contact  your  broker,  consultant,  MetLife 
account  representative,  or  call  toll-free: 

Our  Life  Advice™  education  series  helps  1  877-MET-BtoB 

employees  make  sense  of  it  all.  877-638-2862) 

MetLife 

www.metlife.com/business 

:e:  Access  Research,  Inc.  1997.    **As  of  12/31/97.  +  Subject  to  approval  m  some  states. 
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News:  Analysis  &  Commentary 


BIG  BLUE  SHOULD 
GET  A  LIHLE  SMAL 


COMiVIENTARY 

By  Ira  Sager 

Big  Blue  is  doing  a  bit  of 
reshaping,  and  it's  about 
time.  Word  leaked  out  on 
Sept.  1  that  IBM  has  put 
its  Global  Network  operation  up 
for  sale,  hoping  to  bring  in  $3 
billion  to  $4  billion  from  the 
unit  that  handles  data  communi- 
cations traffic  for  customers  in 
900  cities  around  the  world.  It's 
the  second  business  IBM  execs 
have  put  on  the  block  since 
April.  That  month,  the  company 
started  shopping  around  a  divi- 
sion that  makes  printers,  look- 
ing to  fetch  $2.5  billion. 

These  are  smart  moves,  but 
IBM  should  think  about  more. 
The  company  has  too  many 
businesses  that  are  laggards  or 
that  simply  no  longer  make 
sense  for  ibm  to  ovra.  Should 
IBM  be  selling  educational  soft- 
ware to  consumers?  The  an- 
swer is  no,  because  it  lacks  a 
strong  consumer  brand — either 
in  hardware  or  in  software.  The 
same  can  be  said  of  other  parts 
of  the  business  where  the  ibm 
brand  has  faded,  including  net- 


dent  of  market  researc 
kee  Group.  Gerstner  "i 
ning  the  thing  like  a  d 
tua!  fund." 

IBM  doesn't  need  a  r 
divestiture  plan.  But  it 
need  an  aggressive  pn 
Despite  doing  a  stunni 
curbing  costs  and  boos 
earnings  to  double-digi 
Gerstner  hasn't  done  n 
pump  up  the  top  line 
the  computer  giant's  r( 
hit  $78.5  billion,  a  pidd 
bump  over  1996.  Sales 
in  the  first  six  months 
zippo. 

That's  why  it's  time 
think  some  businesses, 
personal  computers.  S( 
View  Financial  Group 


GERRSTNER:  Time  to/^T 
IBM's  core  strengths 


Rethinking  IBM 


GLOBAL  NETWORK  Now  is  the  time  to  sell  this  world- 
wide data  network,  which  IBM  spends  about  $200  mil- 
lion a  year  to  maintain.  Telecommunications  companies 
can  provide  the  service  cheaper  than  IBM. 

PRINTERS  A  few  years  ago,  the  computer  giant  flirted 
with  selling  this  operation,  but  the  asking  price  was  too 


Gary  Helmig  figures  tl 
latest  misstep  in  that  1 
ness — building  too  mai 
during  the  holiday  sea 
cost  the  company  $1.3 
revenue  so  far  this  yei 
cause  resellers  have  b< 
counting  machines  to  \ 
excess  inventory.  And 


working  gear,  desktop  comput-    _h!g^AP[LC_^L^t°,seJ!  this  time,  and  move  on.   ^.^^j^^^  ^^^^  ^^p 


ers,  and  Unix  software — to 
name  a  few  operations  that 
should  either  go  or  be  dramati- 
cally scaled  back,  ibm  declined 
to  discuss  its  plans. 
OVERCAUTIOUS.  The  fact  is, 
these  are  not  realms  that  will 
make  ibm  a  success  in  the  In- 
ternet Age.  The  giant  could 
easily  shed  10%  of  its  heft,  rais- 
ing some  $8  biUion,  if  it  sold  its 
noncore  businesses.  It  should  take  the 
.money — ^and  the  resources  that  could  be 
freed  up — and  pour  them  into  core  ar- 
eas, such  as  software  and  services  to  fa- 
cilitate electronic  commerce  and  other 
Web-based  systems  for  corporate 
clients.  A  few  years  ago,  CEO  Louis  V. 


PERSONAL  COMPUTERS  The  company's  history  in  PCs 
has  been  one  long  roller-coaster  ride.  Resell  a  commodity 
product  from  another  supplier. 

NETWORKING  PRODUCTS  Products  from  Cisco  and 
3Com  rule.  IBM  is  left  to  produce  esoteric  communica- 
tions gear  for  its  proprietary  machines.  Sell. 

UNIX  COMPUTERS  Get  what  you  can  for  the  Unix  work- 
station business.  Stop  investing  in  the  IBM  flavor  of  Unix 
software  and  resell  Sun  Microsystems'  version. 

Gerstner  Jr.  appeared  to  be  ready  to  do 
just  that,  making  bold  moves  to  acquire 
software  companies  Lotus  Development 
Corp.  and  Tivoli  Systems.  But  lately, 
the  pace  of  major  acquisitions  has 
slowed.  "They  have  become  highly  risk- 
averse,"  says  Howard  Anderson,  presi- 


suppliers  of  PCs  worlds 
IBM's  profitability  has 
spotty.  The  company  1( 
million  in  PCs  last  yeai 
IBM  doesn't  have  to 
pletely  out  of  PCs.  It  c 
someone  else  manufact 
them  for  IBM  to  resell 
ready  does  with  a  few 
The  savings  in  develop 
and  manufacturing  cos 
could  boost  earnings.  Then  the 
can  focus  on  staying  ahead  in  1; 
where  it  is  a  world-class  com] 
cause  the  innards  of  those  mi 
still  require  a  lot  of  propriefc 
and  technology — something  IB! 
at.  The  company  can  also  inves 
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in  its  PC  server  business,  an 
IBM  badly  needs  to  catch  up 
(  Computer  Corp.  by  bringing 
lass  reliability  and  services 

'CtS. 

e  should  go?  IBM's  Unix  soft- 
orkstation  businesses.  The 
'  'nix  workstation  business 
at  for  years.  "IBM  should  give 
-  Forrester  Research  analyst 
Woodring.  He  suggests  that 
-un  Microsystems  Inc.'s  So- 
il of  the  Unix  operating  sys- 

it  is  much  more  popular 
ire  developers,  especially 
ors. 

irea  from  which  IBM  needs  to 
:  ganized  retreat:  networking 

This  $2  billion  operation 
teric  communications  gear, 
IBM  machines.  Long  ago,  the 
giant  was  eclipsed  in  this  sec- 
working  upstarts  such  as  Cisco 
nc.  and  3Com  Corp.  "That 

really  atrophying,"  says 
v^'s  Helmig.  Big  Blue  can't 
s  customers  who  rely  on  the 
,  but  it  could  sell  the  business 
nization  that  would  promise  to 
.ose  customers.  Meanwhile,  IBM 
:centrate  on  building  network- 
are  and  software  that's  more 
the  Worid  Wide  Web. 
XPERTISE.  For  years,  IBM  exec- 
e  claimed  that  the  company's 
folio  of  businesses — everything 
computer  memory  chips  to 
ainframe  computers — is  a 
iVhen  one  part  of  the  business 
,  the  argument  goes,  other 
make  up  the  difference, 
ating  computing  like  a  bal- 
:k  portfolio  is  the  wrong  ap- 
m's  greatest  strength  is  its 
provide  the  high-tech  services 
complex  computer  jobs.  That's 
ompany  routinely  wins  the 
ourcing  deals.  On  Sept.  2,  Big 
awarded  a  $3  billion,  10-year 
D  maintain  Cable  &  Wireless 
;ations'  computer  network 

r  has  a  chance  to  reinvent  the 
■gest  computer  company.  So  far, 
;ackled  the  job.  ibm  has  some 
g  businesses — particularly  in 
services,  a  $19  billion  operation 
•wing  by  22%  a  year  Overall, 
BM  might  have  a  better  chance 
it  imloaded  more  of  its  lack- 
'  inesses. 

te  editor  Sager  covers  IBM  and 
ter  industry. 


SHAKEUPS 


CAN  A  NEW  CREW 
BUOY  BOEING? 

Investors  like  the  shuffle,  but 
the  problems  are  still  serious 

The  management  shakeup  announced 
on  Sept.  1  by  Boeing  Co.  bi-ings  in  a 
fresh  team — but  won't  cure  the 
company's  ills  overnight.  After  Boeing 
put  new  executives  in  chai-ge  of  its  ma- 
jor business  units,  including  the  trou- 
bled commercial-au-{3lane  group,  its  stock 
climbed  nearly  1%  on  the  news,  to  33K.,. 
But  "no  matter  what  you  think  of  the 
new  team,  they  face  exactly  the  same 
problems,"  says  Joseph  F.  Campbell  Jr, 
an  analyst  at  Lehman  Brothers  Inc. 

The  world's  No.  1  aerospace  company 
has  been  beset  by  bad  news  for  the 
past  year.  Cost  overruns  and  produc- 
tion snafus  contributed  to  a  $178  million 
loss  in  1997 — the  company's  fii'st  in  50 
yeai's.  And  the  economic  crisis  in  Asia,  a 
region  responsible  for  one-third  of  Boe- 
ing's business,  is  slowing  aircraft  or- 
ders. Analysts  don't  expect  a  significant 
earnings  recovery  until  2000. 
"IMPRESSED."  On  Aug.  30,  Boeing's  top 
brass  struck  back,  ceo  Philip  M.  Condit 
decided  to  push  Ronald  B.  Woodai'd,  55, 
head  of  the  commercial  gi'oup,  out  of 
his  job  and  shuffled  managers  across 
Boeing.  Only  a  few  months  ago,  Condit 
had  vowed  not  to  make  Woodard  a 
scapegoat.  But  unexpected  cost  over- 
nans  at  the  company's  Wichita  airplane 
plant  were  the  final  straw,  say  sources. 
The  board  approved  the  plan  on  Aug. 
31.  "It's  about  time,"  says  Bill  Whitlow, 
an  investment  manager  for  Safeco 
Northwest  Fund,  which  holds  2  million 
Boeing  shares. 

The  new  president  for  commercial 
aircraft  is  Alan  R.  Mulally,  .53,  Condit's 


SEATTLE  SQUEEZE:  Boeing  must  cut 
in  illions  from  the  cost  of  each  plane 

right-hand  man  in  the  development  of 
the  successful  777  aircraft  and  most  re- 
cently head  of  Boeing's  profitable  de- 
fense and  space  unit.  While  Woodard 
was  known  as  a  master  salesman  with  a 
sometimes  imperious  manner,  Mulally 
is  a  gregaiious  manager  with  deep  roots 
in  engineering  and  production.  The  day 
after  his  promotion,  he  called  Bill  John- 
son, district  leader  of  the  machinists 
union,  to  reassui'e  him  about  the  futiu'e. 
"I  was  impressed,"  Johnson  says. 
CHAOTIC  SYSTEMS.  Such  goodwill  could 
help  liim  fix  Boeing's  nagging  manufac- 
turing problems.  Even  as  the  company 
aims  to  increase  output  to  a  record  51 
planes  per  month  by  the  fh'st  quaiter  of 
1999,  it  has  to  cut  millions  from  the  cost 
of  each  plane  to  boost  eainings.  Net  mai- 
gins  this  year  ai'e  ex-jjected  to  be  a  paltry 
1.7%,  projects  analyst  Peter  Aseritis  of 
Credit  Suisse  First  Boston.  He  expects 
them  to  double,  to  3.4%),  next  year,  but 
that's  still  far  below  the  10%,  Wall  Street 
thinks  Boeing  should  command.  Num- 
bers like  that  have  helped  drive  Boeing 
stock  down  44%  fi-om  its  historic  high 
of  60'/  in  July,  1997. 

A  tougher  challenge  will  be  improv- 
ing Boeing's  chaotic  information  sys- 
tems. The  company's  internal  conti'ols 
ai'e  so  fouled  up,  say  analysts,  that  Boe- 
ing has  repeatedly  misguided  them 
about  expected  earnings.  For  now,  that 
problem  falls  on  Chief  Operating  Officer 
Hari-y  C.  Stonecipher,  who  is  acting  as 
chief  financial  officer  until  a  replace- 
ment is  found  for  Boyd  E.  Givan,  who 
retired  as  CFO  on  Sept.  1. 

The  new  team  needs  to  build  a  track 
record.  And  Condit — whose  job  is  prob- 1 
ably  on  the  line,  according  to  analysts —  < 
"has  bought  himself  another  year,"  says  : 
a  senior  exec  for  a  U.  S.  airline.  If  Mu- : 
lally  does  well,  he  could  save  Condit — 
and  some  day  even  succeed  him.  [ 

By  Andy  Reinhardt  in  San  Mateo,  \ 
Calif,  and  Seanna  Browder  in  Seattle  i 
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EXECUTIVE  SUITE 


IS  SOMETHING  FISHY 
AT  GK  INTELLIGENT? 

The  software  maker  has  zero  products-but  sky-high  salaries 


Even  as  recently  as  Aug.  3,  Compaq 
Computer  co-founder  Joseph  "Rod" 
Canion  couldn't  say  enough  good 
things  about  GK  Intelligent  Systems  Inc., 
the  Houston  softwai-e  developer  he  joined 
as  chairman  in  April.  Canion  had  pur- 
chased 12%  of  the  company  and  quickly 
began  lining  up  a  team  of  to{>notch  man- 
agers. Tlie  goal:  create  Web-based  train- 
ing systems  with  "artificial  intelligence" 
that  adapt  ti-aining  to  the  way  individuals 
learn.  "This  is  change-the-world  stuff," 
he  told  BUSINESS  week  back  then. 

Maybe  not.  Canion  abiTiptly  fled  (;k 
IntelHgent  on  Aug.  12,  leaving  behind 
unexercised  options  then 
valued  at  $10  million 
and  a  trail  of  unan- 
swered questions.  The 
six  execs  Canion  hand- 
picked  to  manage  the 
gi-ovrth  he  had  predicted 
also  bolted.  What  hap- 
pened? BUSINESS  WEEK 
has  learned  Canion's  res- 
ignation came  shortly  af- 
ter J.  David  Cabello, 
who  joined  the  firm  as 
general  counsel  on  July 
29,  raised  questions 
about  whether  all  of  gk's 


stock  sales  complied  with  Secuiities  & 
Exchange  Commission  regulations  gov- 
erning such  sales.  A  few  days  later,  Ca- 
bello also  left  the  company.  And  on  Sept. 
1,  GK  disclosed  it  had  hh'ed  an  outside 
law  firm  to  investigate  "possible  secuiities 
law  violations"  and  delayed  release  of  its 
financial  statement  for  the  fiscal  year 
ended  May  31.  GK  Chief  Executive  Gaiy 
F.  Kimmons  declined  to  answer  wiitten 
questions  from  business  week  about  GK. 

A  business  week  review  of  public 
documents  paints  a  pictui-e  of  a  company 
that  may  have  spent  more  time  issuing 
and  selling  stock  and  enriching  its  exec- 


CANION'S  SHORT-LIVED  REIGN  AT  GK 


APR.2GK  Intelligent 
announces  that 
Compaq  co-founder 
Rod  Canion  is  joining 
the  company  as 
chairman 


MAY13GK  files 
registration 
statement  to  sell 
250  million  shares 


FEB  n 


DATA  BLOOMBERG  FINANCIAL  MARKETS,  BUSINESS  WEEK 


HAPPY  DAYS 
Kimmons  and 
Canion  were  all 
smiles  until 
the  Compaq 
co-founder 
suddenly  quit  G 
in  August 

utives  than  it  did 
veloping  new  tech 
ogy  or  even  dc  [ 
reseai'ch  and  deve 
ment.  Opening 
doors  four  years  s, 
GK  made  gr 
promises  of  deve 
ing  new  technol 
for  individually  ( 
tomized  training 
terns.  But  it  shii 
geai-s  so  often  it  r 
er  finished  any.  First,  GK  stalled  ou 
buQd  a  training  system  for  the  energy 
dustiy  but  abandoned  that  project  a 
a  dispute  over  payment  with  its  p. 
ner,  at&t  Global  Information  Syste 
now  NCR  Corp.  NCR  Director  of  Int 
gent  Systems  Bob  Simpson  says  the  { 
ment  dispute  "was  one  of  the  problei 
that  led  NCR  to  end  its  involvement, 
HEFTY  COMPENSATION.  Next,  GK  plan 
a  training  system  to  teach  ibm 
gi*ammers.  That,  too,  was  abandoned 
ter  IBM  withdrew  from  the  project,  s 
GK  Vice-President  Rodney  L.  Norv 
IBM  says  it  can  find  no  evidence 
such  a  deal  existed.  And  in  Febnaary 
formally  announced  an  Internet  tr 
ing  progi'am  for  businesses  and  ( 
sumers.  But  release  of  that  prograr 
being  delayed,  GK  now  says. 

What  was  gk  doing?  Thi'ough  muc 
that  time,  the  company  was  selling 
Hons  of  dollar-s  in  stock.  In  the  fiscal  3 
ended  May  31,  1996,  sales  of  stoct 
waiTants  for  shai-es  raised  $904,000. 
following  fiscal  year,  gk  raked  in 
million.  In  two  sepai 
sales  since  Canion  joi 
this  year,  the  comp 
i-aised  $6.6  million.  In 
tal,  gk  has  sold  abou' 
million  shai-es  of  sti 
according  to  sec  dc 
ments,  raising  roug 
$13.4  million.  In  Maj 
the  stock  approache 
record  price  of  TA, 
company  filed  a  re, 
tration  statement  sf 
ing  to  issue  250  mil 
shares.  This  would 
crease  the  number 


JULY  29  Canion 
ally  David 
Cabello  joins  as 
General  Counsel 


AUG.  13 

Canion's 
resigna- 
tion IS 
nnounced 
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IS  THE  COMPANY  THAT  BROUGHT 
THE  INTERNET  TO  BUSINESS  BEHIND  YOUR  ISP? 


03  Cisco 

Powered  Networkr, 


Meet  the  most  powerful  team  in  luisiness  network  services:  Cisco 
Systems  and  Cisco  Powered  Network  service  providers.  Virtually 
every  piece  of  information  that  travels  across  the  hnernet  travels 
across  Cisco  equipment.  Your  Cisco  Powered 
Network  service  providers  use  this  very  same  Cisco  Systems 
equipment  to  bring  new,  innovative  network 
services  to  your  business.  You  can  get  behind 

EMI'OWhRlNG  IHb 

the  whole  program  at  WWW.cisco.com/cpn.         Internet  Generation" 
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outstanding  shares  tenfold.  In  the  days 
since  Canion's  depaiture  the  stock  has 
plunged. 

At  least  for  the  past  two  yeai's,  neai- 
ly  as  much  money  as  was  raised  from 
stock  sales  was  paid  out  in  hefty  com- 
pensation to  the  CEO  and  other  top  ex- 
ecutives, according  to  government  fil- 
ings. In  the  fiscal  years  ended  May, 
1996,  and  May,  1997,  $2.9  million  was 
raised  in  stock  sales  and  $2.8  million 
was  paid  to  Kimmons,  foiTner  vice-chair- 
man Joseph  D.  Ben-Dak,  and  others. 
During  those  same  two  years,  the  com- 
pany's annual  reports  say  spending  on 
R&D  never  reached  $60,000. 
CLOSE  TIES.  Some  of  GK's  shai'es  ended 
up  in  the  hands  of  Graystone  Financial 
Sei-vices  Inc.,  a  company  controlled  by 
Thomas  V.  Ackerly,  a  New  Jersey  resi- 
dent who  in  1990  was  fined  $1.3  milhon, 
censured,  and  haired  fi'om  associating 
with  the  National  Association  of  Secm-i- 
ties  Dealers  for  manipulating  the  shares 
of  another  company.  Since  1997,  Gray- 
stone  has  sold  200,000  shares  of  gk,  ac- 
cording to  SEC  filings.  In  December, 
Graystone  changed  its  name  and  moved 
to  offices  less  than  a  mile  from  gk,  ac- 
cording to  an  SEC  filing. 

But  even  vdthout  the  physical  close- 
ness, Graystone  has  ties  to  (;;k  tlii'ough 
the  tech  company's  fonner  Vice-Chair- 
man  Ben-Dak,  who — according  to  SEC 
filings — was  simultaneously  a  director 
of  Graystone  and  of  gk.  Ben-Dak  dis- 
putes these  filings.  The  56-year-old  Is- 
raeli citizen,  who  describes  himself  as  an 
expert  in  international  technologj^  trans- 
fer, admits  knowing  and  advising  Ack- 
erly but  insists  he  never  was  a  director 
of  Graystone.  "I've  never  paiticipated  in 
any  boai'd  meetings,"  he  says.  "I've  nev- 
er signed  anything  [accepting  a  seat]." 
Ackerly  could  not  be  reached  for  com- 
ment. Phone  numbers  listed  on  SEC  fil- 
ings for  Graystone  and  successor  GS  Fi- 
nancial Services  Inc.  do  not  reach  the 
company. 

Was  Canion  bothered  by  gk's  past 
and  present?  He  declined  repeated  re- 
quests for  interviews.  But  it  was  clear 
that  he  was  not  happy  with  at  least 
some  of  what  he  saw  when  he  first  ai*- 
rived.  Both  he  and  gk  director  Jerry 
Allen,  who  joined  in  April,  insisted  on 
buying  out  Ben-Dak's  shares  before 
making  separate  investments,  says 
Allen.  "We  did  see  a  need  to  get  him 
out,"  he  says.  "We  wanted  to  know 
what  he  had  done  for  the  company.  In 
our  view,  it  was  not  substantial."  But 
certainly,  given  his  hasty  retreat,  Can- 
ion  probably  wishes  now  that  he  had 
asked  more  questions. 

By  Gary  McWilliarns  in  Houston 


INDUSTRIES 


THOSE  #!*&#!  JET  SKIS 
ROAR  UP  THE  POTOMAC 

Personal  watercraft  makers  take  their  case  to  Congress 


On  Aug.  25,  the  Beltway  buzz  tm-ned 
into  the  mosquito-like  whine  of  en- 
gines on  the  Potomac  River.  Con- 
gi'essional  staffers  and  agency  officials 
happily  carved  turns  astride  a  fleet  of 
so-called  personal  watercraft,  better 
known  by  then*  Kawasaki  trade  name — 
jet  skis.  "I'd  never  ridden  one  before.  It 
was  a  lot  of  fun," 
enthused  one  leg- 
islative aide. 

Free  ride?  Not 
exactly.  The  jet-ski 
manufacturers  that 
hosted  the  outing- 
want  something 
from  these  aides' 
bosses:  protection 
from  a  federal 
agency.  Tliis  month, 
the  National  Park 
Service  will  seek 
comment  on  a  pro- 
posed regulation  to 
ban  the  use  of  jet 
skis  in  some  nation- 

al  parks  and  poten    pANGEROUS  NUISANCE? 

tially    limit     the  ,  n 

noisy  craft  in  oth-  Now  Wter  motorcycles  face 
ers.  The  manufac-  curbs  by  the  U.S.  Park  Service 

turers  hope  to  per- 
suade Congress  to  press  the  Park 
Sei-vice  to  water  down  the  restrictions. 
And  that's  not  the  only  trouble  the  wa- 
tercraft manufactiu'ers  ai'e  in.  The  Pai'k 
Service  will  join  a  range  of  bodies — 
from  the  San  Francisco  Board  of  Su- 
pervisors to  the  North  Carolina  As- 
sembly— calling  for  the  banning  or 
reining  in  of  what  opponents  consider 
waterway  terrors  that  are  noisy,  pol- 
luting, and  dangerous. 
LIFE-THREATENING?  Take  Lawi'ence  A. 
Geiger  of  Merritt  Island,  Fla.  He  says 
that  his  Boy  Scout  troop  was  "threat- 
ened with  our  very  lives"  by  aggi'es- 
sive  jet  skiers  during  a  recent  canoe 
trip  on  the  Oklawaha  River  State  sta- 
tistics show  that  these  water  scooters 
account  for  30%  to  55%  of  boating  ac- 
cidents, even  though  they  represent 
only  4%  to  13%  of  powercraft  in  use. 
In  part  because  of  this  criticism,  the 
industry  has  seen  its  sales  slump  by 
25%  since  1995. 

But  it's  not  just  a  fight  between  busi- 


ness and  gi"anola-chewing  Hly-pad  love: 
and  Boy  Scouts.  Ii-win  L.  Jacobs,  chai 
man  of  Genmar  Holdings  Inc.,  tl 
world's  biggest  private  boatmake 
yanked  his  company  out  of  the  Natio: 
al  Marine  Manufactui-ers  Assn.  in  19i 
over  what  he  called  the  gi'oup's  pr 
motion  of  jet  skiing  while  neglectii 
the  interests  of  fis 
ermen  and  boater 
"I'm  not  going 
help  them  build 
business  that  abu 
es  our  custome 
and  defies  ever 
thing  we  stand  foi 
he  fumes. 

Unfair,  jet-s 
makei"s  retort.  Tru 
they  say,  there  a 
some  irresponsib 
riders    who  ha 
taken  to  heart  t' 
attitude  proclaim' 
in  one  industry  ; 
that  "Scenery  is  f 
saps."  But  penal 
ing  all  users  b 
cause  of  the  bad  i 
pies  is  "like  forci: 
all  Buicks  to  dri 
at  45  mph  because  you  caught  o 
speeding,"  argues  Kawasaki  spokesm 
Roger  Hagie.  Besides,  companies  su 
as  market  leader  Bombardier  Inc. 
tiying  to  jump-start  sales  by  develop! 
quieter,  less-polluting  machines.  Thi 
also  are  pushing  for  legislation  sett 
rider  age  minimums  and  requiring  b 
ter  boating  education.  And  their  ci 
gi-essional  wooing  has  not  been  in  v; 
Senator  Slade  Gorton  (R.-Wash.),  for 
stance,  recently  took  their  side  aga: 
suggested  restrictions  in  Olympic 
tional  Park. 

Still,  the  industiy  beUeves  that  t 
best  argument  for  jet  skis  may  be  t 
experience  itself  "Once  you  get  peo{ 
on  it,  they  understand  a  little  bett 
what  it's  all  about,"  says  John  Dona^ 
son,  head  of  the  Personal  Watercr; 
Industry  Assn.  But  then,  some  of 
may  never  really  comprehend  the  s^' 
cial  delight  of  riding  a  motorcycle 
water. 

By  John  Carey  in  Washingt 
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JUSTICE  DOES  A 
MICROSOFT  SWITCH 

AFTER  MONTHS  OF  LOSING  ON 

legal  and  public-relations 
fronts  to  Microsoft,  the  Jus- 
tice Dept.  is  trying  to  regain 
momentum  in  its  antitrust 
case  against  the  company  as 
its  Sept.  23  trial  date 
approaches.  Last  June,  a  fed- 
eral appeals  court  dealt  a 
huge  blow  to  Justice's  case  by 
finding  that  companies  have  a 
right  to  design  products  as 
they  wish.  That  hurt  the  gov- 
ernment's strongest  line  of 
attack — that  Microsoft  ille- 
gally tied  its  Internet  Explor- 
er browser  to  the  Windows  98 
operating  system.  Now,  Jus- 
tice is  making  a  bold  stab  to 
rescue  its  case.  On  Sept.  1,  it 
signaled  in  court  papers  that 
it's  shifting  its  emphasis  to  a 


CLOSING  BELL 


HARD  TO  CARRY 

strikes  giveth,  and  strikes 
taketh  away.  In  1997's  third 
quarter,  the  strike  at  United 
Parcel  Service  gave  Roadway 
Express  an  extra  $25  million  in 
revenues,  boosting  its  earnings 
to  500  a  share.  Then  came  the 
GM  strike  this  summer.  Akron- 
based  Roadway,  the  country's 
No.  2  express  trucker  and  a 
big  carrier  of  GM  parts,  suf- 
fered. On  Sept.  1,  Roadway 
said  the  strike  will  help  push 
third-quarter  earnings  down 
60%.  That  sent  the  stock 
down,  to  12  from  15M,  as  the 
market  rose  288  points.  But  it 
recovered  some  the  next  day. 
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monopolization  case.  Chair- 
man Bill  Gates,  it  alleges, 
was  involved  in  efforts  to 
pressure  rivals  to  stop  or 
delay  marketing  new  tech- 
nologies. Microsoft  denies  it. 
Experts  question  whether 
Justice  can  succeed  with  a 
new  strategy  at  this  late  date. 

COSTLY  GHOST  AT 
NORTHEAST 

NUCLEAR  POWER  CONTINUES 

to  haunt  Northeast  Utilities. 
A  Federal  Energy  Regula- 
tory Commission  adminis- 
trative law  judge  ruled  on 
Sept.  1  that  there  was  mis- 
management at  the  compa- 
ny's 49%-owned  Connecticut 
Yankee  nuke,  shut  since 
1996.  If  the  finding  is  upheld, 
analysts  say  Northeast 
would  be  forced  to  pay  about 
$100  million  in  decommis- 
sioning costs  itself.  North- 
east had  wanted  to  pass 
much  of  the  tab  on  to 
ratepayers. 

KILLING  WEEDS 
GETS  CHEAPER 

GOOD  NEWS  FOR  AMERICAN 

farmers.  On  Sept.  1,  Monsan- 
to said  it  was  cutting  the 
price  of  its  Roundup  herbicide 
by  16%  to  22%.  hsb('  Securi- 
ties analyst  Paul  Leming  says 
Monsanto  is  tiying  to  build  up 
sales  of  Roundup  ahead  of  the 
expiration  of  its  U.  S.  patent 
in  2000.  Monsanto  also 
announced  it  was  raising  fees 
paid  by  farmers  who  use  its 
Roundup  Ready  soybeans, 
engineered  to  tolerate 
Roundup  herbicides.  The  next 
day,  DuPont  announced  a  deal 
for  exclusive  rights  to  sell  an 
FMC  herbicide  for  soybean 
crops  in  the  U.  S. 

CUniNG  THE  RISK 
OF  BREAST  CANCER 

THE   FIRST  TREATMENT  FOR 

reducing  breast  cancer  risk  is 
moving  closer  to  approval. 


JOHN  PEPPER 


PROCTER'S  LATEST  GAMBLE 


Procter  &  Gamble  is 
behind  on  Chairman  and 
CEO  John  Pepper's  plan  to 
double  sales  to  $70  bil- 
Uon  by  2005.  In  the 
year  ended  June 
30,  revenue  rose 
4%,  to  $37.2  bil- 
lion, from  $35.8 
billion. 

So, to  keep 
his  plan  on 
track.  Pepper  said 
on  Sept.  1  that  p&g 
will  reorganize  its  busi- 
nesses along  product  lines 
rather  than  geographical 
boundaries.  Details  won't 
be  available  for  several 
weeks,  but  some  corporate 
staff  will  be  cut. 

While  Procter's  sales  are 
nothing  to  sniff  at,  the  con- 
sumer-products power- 
house has  been  beset  by 


myriad  woes.  There's  the 
flu  in  Asia,  where  p&g  get^ 
12%  of  its  revenues,  tur- 
moil in  Russia  and  Lati^ 
America,  and  the 
strong  dollar. 
Pepper  hopes  t([ 
boost  emerging 
markets  sales 
by  $8  billion 
over  the  next 
decade,  while 
sales  from  core 
businesses  rise  $15 
billion  and  sales  of  new 
products  such  as  fat  subst 
tute  Olestra  rise  $12  bil 
lion.  Analysts  are  pleased 
"The  plan  is  strategically 
sound,"  says  Andrew 
Shore  of  Paine  Webber.  "E 
you  need  20  or  40  brand 
managers  around  the  wor 
for  one  product?  No." 

By  Peter  Galuszl 


On  Sept.  2,  a  Food  &  Drug 
Administration  committee 
recommended  approving 
Zeneca's  tamoxifen  citrate 
for  women  at  high  risk  of 
developing  breast  cancer.  The 
drug  has  long  been  used  to 
treat  breast  cancer  But  stud- 
ies suggest  it  may  reduce 
some  women's  chances  of  get- 
ting the  disease  too.  Still,  the 
drug  carries  such  risks  as 
higher  incidence  of  endome- 
trial cancer  and  blood  clots. 
Such  a  medicine  "should  be 
used  on  an  individual  basis 
considering  the  risk/benefit 
ratio,"  says  Dr.  Marianne 
Legato,  a  professor  at  Colum- 
bia University  College  of 
Physicians  &  Surgeons. 


BEN  &  JERRY  MAKE 
AN  UNLIKELY  PAL 


ICE  CREAM  IS  A  COLD  BUSI- 

ness,  as  Ben  &  Jerry's  Home- 
made knows  well.  The  funky 
flavormeister  on  Sept.  1  was 
forced  to  strike  a  distribution 


deal  with  archrival  Haag 
Dazs,  the  only  other  nati{ 
distributor  besides  Drey 
Grand  Ice  Cream — w 
which  Ben  &  Jerry's  is  lii 
ing  its  business.  In  Febru 
Dreyer's,  longtime  par 
of  B&.J,  made  a  play  for 
Vermont  ice  cream  comp 
but  co-founders  Ben  Col 
and  Jeriy  Greenfield  woulj 
part  with  their  combined 
stake.  The  company  plan 
use  Haagen-Dazs  for  deli\j 
only.  But  analysts 
stunned  by  the  move. 

ETCETERA... 

■  Northwest  Airlines,  in| 
fifth  day  of  a  strike, 
toughed  27,500  workers.! 

■  United  is  starting  nonij 
service  between  Chicago] 
Buenos  Aires. 

■  AMP  hired  investr 
bankers  to  advise  it| 
AlliedSignal's  offer. 

■  US  Airways  announce 
will  repurchase  up  to  5 
lion  shares. 
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GORE  IS  BEGINNING  TO  FEEL 
CLINTON  S  PAIN 


I 


Bill  Clinton  may  be  on  the  hottest  seat  in  America  these 
days,  but  Al  Gore  is  the  one  who's  sweating.  Sure,  the 
President  is  under  siege  over  the  Monica  Lewinsky 
scandal,  and  a  global  slump  has  his  economic  nirvana  at  risk. 
But  hey,  he's  not  mnning  for  office  again.  Meanwhile,  the  Jus- 
tice Dept.  is  examining  Gore's  role  as  a  1996  campaign  fund- 
raiser, and  he  no  longer  looks  as  though  he'll  be  taking  an  ex- 
press train  to  the  2000  Democratic  Presidential  nomination. 

But  unlike  Vice-President  George  Bush,  who  laid  low  in 
1987  amid  Reagan  Administration  scandals  and 
a  stock  mai'ket  crash,  Gore  is  embarking  on  an 
aggressive  survival  strategy  to  boost  his  for- 
tunes. He's  raising  his  j^rofile  with  a  series  of 
public  events  on  topics  ranging  from  children's 
health  to  environmental  protection.  He's  un- 
derscoring his  role  as  a  key  adviser  on  for- 
eign crises  such  as  the  turmoil  in  Russia.  And 
to  cement  his  relations  with  the  party  faithful. 
Gore  is  raising  tons  of  money  and  stimiping  for 
Democratic  candidates  from  coast  to  coast. 

While  building  up  chits  with  fiiends,  Gore  is 
also  couiling  critics.  Many  business  execs  view 
him  as  an  environmental  extremist,  so  his  staff 
is  lining  up  private  meetings  with  CEOs  and 
drafting  speeches  that  stress  his  belief  in  the 
promise  of  a  high-tech  economy.  Not  veiy  sexy. 
But  that's  precisely  the  point  at  a  time  when 
Washington  is  obsessed  by  a  sordid  scandal. 
"The  more  the  focus  is  on  issues,  the  better  it  is  for  the  Vice- 
President,"  says  one  Gore  adviser 

ENCOURAGING  POLL.  Despite  all  the  careful  planning.  Gore 
faces  several  cincial  threats  beyond  his  control.  The  para- 
mount one:  the  economy.  If  the  meltdowns  in  Russia  and 
Asia  trigger  a  recession,  the  booming  U.  S.  economy  and  the 
fu'st  federal  budget  surplus  in  three  decades — the  Clinton- 
Gore  team's  proudest  accomjjlishments — would  be  wiped  out. 
A  Clinton  collapse  following  the  release  of  Independent 


SOLIDARITY  luin  its  price 


CAPITAL  WRAPUP 


TIME  FOR  A  TAX  CUT? 

►  A  weakened  President  Clinton  and 
sagging  stocks  are  boosting  the  odds 
of  a  modest  tax  cut  this  year.  Capitol 
Hill  lawmakers  are  likely  to  provide 
tax  relief  of  about  $75  billion  over  five 
years.  That's  far  less  than  the  11-year, 
$1  trillion  cut  House  Speaker  Newt 
Gingrich  promoted  just  two  months 
ago.  But  it's  enough  to  give  the  gop  a 
strong  campaign  issue  for  November 
and  put  a  little  extra  cash  in  the  pock- 
ets of  consumers  spooked  by  Wall 
Street's  gyrations. 


Counsel  Keimeth  W.  Stair's  report  to  Congress  could  also 
Gore  in  political  jeopardy.  "For  better  or  for  worse,  Gorj 
lashed  to  the  mast  of  this  Administration  and  rises  or 
with  it,"  says  a  veteran  Democratic  consultant.  "If  the  P 
ident  is  at  35%  job  approval  rather  than  65%  when  we  inA 
into  the  piimaiies,  then  Gore  is  in  tr-ouble."  That's  not  losi  ttl 
Gore's  brain  tinst.  "If  this  became  a  problem  for  all  De  t;e3 
crats,  it  would  be  a  problem  for  him,"  concedes  Gore  con  P 
tant  Robert  D.  Squier.  "But  I  don't  see  it."  isfe 
WILL  SHE?  In  fact,  so  fai'  Gore  seems  unseat  M. 
by  the  scandal.  An  Aug.  21-23  cnn/ us  A  :\oi 
r/«v//Gallup  Poll  indicated  that  63%  of  Arr  b« 
cans  found  Gore  "honest  and  trustwort  tn's 
while  just  31%  would  say  the  same  of  Clin  isni 
Still,  foui'  recent  national  polls  show  Gore  t  lieit 
ing  Texas  Governor  George  W.  Bush  in  a  ikar 
pothetical  2000  match-up.  And  the  smel  a  if 
blood  has  emboldened  potential  Democr  ae 
challengers,  including  House  Minority  Le{  aa 
liichard  A.  Gephai'dt  of  Missoiui,  Senators  mo 
Kerrey  of  Nebraska,  John  Keriy  of  Massa  m 
setts,  Paul  Wellstone  of  Minnesota,  and  Fiji: 
mer  New  Jersey  Senator  Bill  Bradley.  ig 
Gore's  Presidential  prospects  vrill  dim  if  lil,r 
torney  General  Janet  Reno  seeks  an  Inde;  jmi 
dent  Counsel  to  investigate  the  Veep's  (  iplat 
paigii  fund-raising.  Any  probe  almost  certc 
would  drag  into  the  2000  campaign  and  thi  ■(■(\ 
en  a  valued  Gore  asset:  his  Boy  Scout  image.  i  rr 

Gore's  advisers  are  confident  that  their  man's  staid  r  fite, 
tation  will  enable  him  to  ride  out  any  political  storm.  iMij 
balance,  he  profits  from  whatever  extra  attention  he  Mt 
ceives,"  says  Chief  of  Staff  Ronald  A.  KJain.  Maybe.  B  unaj 
the  economy  tanks — or  Clinton's  popularity  plumme  dan 
Gore's  methodical  survival  strategy  may  not  be  enoug  (jg 
save  him  from  the  undertow.  gtatj, 

By  Richard  S.  Dun,  ir^.; 


Democr-ats  ai'e  now  expected  to  back 
a  small  tax  cut.  Clinton  had  opposed 
one,  saying  Social  Security  should  be 
bolstered  fii'st.  But  that  was  before  all 
the  flak  over  lying  about  his  r-elation- 
ship  with  Monica  Lewinsky.  Worried 
about  handing  Republicans  more 
ammo,  he  has  told  top  aides  to  quietly 
canvass  Hill  Democratic  strategists  for 
countei'proposals  to  GOP  tax  breaks. 

Republican  congressional  leaders 
plan  to  get  together  on  Sept.  9  to 
di-aft  the  outline  of  a  bill.  It's  expected 
to  include  a  narrowing  of  the  "mar- 
riage penalty"  that  forces  some  two- 


earner  couples  to  pay  higher  taxes 
than  they  would  as  singles.  The  bill 
may  also  include  relief  for  farmers, 
working  seniors  on  Social  Security, 
small-business  owners  who  buy  heal 
insui'ance.  Corjiorations  vrill  likely  g 
little  beyond  an  extension  of  the  ta? 
credit  for  research  and  development 
Gingi-ich  is  still  pushing  a  capital 
gains  tax  cut.  But  other  Repubhcan 
want  to  scuttle  that  idea,  fearing  it 
vrill  trigger  Democratic  charges  tha 
the  GOP  is  pandering  to  the  rich. 

By  Howard  Gleckr, 
and  Amy  Boi 


e  Workplace 


COMMENTARY 

By  David  Leonhardt 


a  NORTHWEST.  IN  ESOP  IN  NAME  ONLY 


hen  Northwest  Airlines  Inc. 
staved  off  bankruptcy  in  1993 
by  selling  a  third  of  the  com- 
ny  to  employees,  both  sides  hailed 
3  pact  as  the  start  of  a  new  rela- 
nship  between  workers  and  man- 
ers.  "Airline  historians,"  predict- 
Northwest's  top  spokesman,  "will 
jbably  record  the  events  of  the 
t  year  as  the  metamorphosis  of  a 
npany  and  perhaps 
industry." 
Well,  not  quite.  To- 
Y,  Northwest's  labor 
ations  are  the  in- 
stry's  worst.  Its  pi- 
3  struck  on  Aug.  29, 
i  neither  side  seems 
a  hurry  to  settle, 
en  if  they  do  soon, 
i  unrest  is  Ukely  to 
•ead  to  the  mechan- 
,  who  rejected  a 
itative  pact  on  Aug. 
Fhght  attendants 
.y  not  be  far  behind. 
Still,  don't  blame 
ployee  stock  owner- 
p  plans  for  North- 
st's  woes.  North- 
st's  experience 
)ws,  by  conspicuous 
jence,  what  esops  need  to  be  suc- 
isful:  genuine  employee  input  into 
porate  decisions.  Only  by  coupling 
inancial  stake  with  worker  involve- 
nt  can  employee  ownership  deliv- 
on  its  promise.  "An  ESOP  raises 
Dectations  that  need  to  be  met," 
Corey  Rosen,  executive  director 

■ the  National  Center  for  Employee 
/nership.  Otherwise,  "you  can 
"  ise  the  company  to  perform  worse 
jause  people  feel  manipulated." 
ORTCHANGED.  Where  did  North- 
st's  ESOP  go  wrong?  For  starters, 
!  stakes  of  many  of  its  employees 
tiea!  I't  vary  with  the  stock  price. 
!vf  rthwest  was  a  private  company  in 
)3,  and  the  $900  million  that  39,000 
ployees  gave  in  concessions  was 
much  a  loan  as  a  true  piece  of  the 
npany.  Only  the  pilots — whose 
ge  salaries  allow  them  to  take 
;iial  re  risk — converted  their  take  to 
nmon  stock  when  Northwest  went 
blic  in  1994.  Most  flight  attendants 
Bffll  i  machinists  didn't  follow  suit. 


They  can  still  do  so — but  at  a  con- 
version rate  50%  below  the  pilots'. 
The  rest  will  be  paid  back  their  con- 
cessions in  2003.  Their  prospects  re- 
main the  same  whether  Northwest 
stock  trades  at  $60,  as  it  did  in 
March,  or  at  today's  $28. 

Even  the  pOots  feel  shortchanged. 
Sure,  they  have  sold  40%  of  their 
stock  so  far  at  a  gain  of  $117  million. 


in  running  the  place;  workers  vetoed 
a  proposed  merger  with  U.  S.  Air- 
ways in  1995.  The  two  sides  also  use 
mediation  more  often  to  resolve  such 
issues  as  retiree  benefits.  United  pi- 
lots hope  to  reach  a  new  contract  be- 
fore the  current  one  expires  in  April 
of  2000 — a  rare  feat  in  the  industry. 

Of  course.  United  has  its  own  la- 
bor troubles,  but  even  those  reflect 

SMALL  COMFORT 

Northwest  gave 
employees  a 
financial  stake- 
but  no  real  place 
in  its  corporate 
decision-making 


But  that  goes  into  their  retirement 
accounts,  while  top  Northwest  execu- 
tives were  able  to  cash  in  millions  of 
dollars  worth  of  stock  while  it  was 
near  its  peak.  When  the  company 
then  took  out  TV  ads  calling  pilots 
gi'eedy,  many  were  outraged. 

Northwest  and  its  workers  also 
failed  to  change  how  the  company  is 
mn.  Yes,  three  union  representatives 
joined  the  board  and  the  company 
asked  them  to  stay  on  after  the  give- 
backs  ended  in  1996.  But  at  the  air- 
port and  in  the  sky,  little  changed. 
"We  still  have  some  of  the  employee 
committees,"  says  pOot  spokesman 
Paul  Omodt,  "but  obviously  they're 
not  listening  to  us." 

Compare  that  with  ual  Corp.'s 
United  Airlines  Inc.,  whose  employ- 
ees bought  55%  of  the  company  in 
1994.  At  United,  the  workers'  share 
came  in  stock,  and  ticker-watching  is 
now  a  daily  ritual  among  employees. 
Moreover,  the  two  sides  set  up  proce- 
dures so  that  employees  have  a  say 


process 

the  holes  in  its  esop. 
Last  spring,  the  airhne 
and  the  International 
Association  of  Machin- 
ists &  Aerospace 
Workers  traded  angry 
words  when  the  iam 
tried  to  sign  up  ticket 
agents.  The  union  suc- 
ceeded, largely  because  agents  felt 
excluded  by  the  1994  esop.  Still, 
United's  culture  helped  to  prevent 
outright  warfare.  Says  United  CEO 
Gerald  Greenwald:  "To  me,  the  test 
is  whether  we  are  able  to  talk  our 
way  through  the  tough  issues." 

That's  a  test  Northwest  and  its 
unions  have  failed  miserably.  Pilots 
and  executives  are  staring  each  oth- 
er down  while  planes  sit  idle  and 
other  workers  mull  their  own  strikes. 
The  question  now  is  whether  man- 
agers and  employees  can  patch  up 
their  differences  and  get  off  the 
ground.  If  they  wait  too  long,  they 
risk  a  fate  similar  to  that  of  Eastern 
Air  Lines  Inc.  or  Pan  American  Air- 
ways Inc. — earners  that  set  up  ESOPs 
in  the  1980s  without  really  changing 
relations  with  employees.  Just  look 
in  the  corporate  obituaries  to  see 
what  happened  to  them. 

Leonhardt  covers  aviation  from 
Chicago. 
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ASIA:  NO  SIGN 
OF  THE  BOnOM 


A  year  ago,  it  looked  as 
if  the  worst  of  the  crisi 
was  over.  But  global 
investors  are  still 
running  for  the  exits 


Hi 


It  took  a  while  to  happen,  but  what  started  with  a  financial  collapse 
in  Asia  has  become  a  global  stock  market  implosion.  High  tech, 
banks,  blue-chip  manufacturers,  and  more  are  being  swept  away  by 
a  wave  of  pessimism.  This  year's  Special  Report  on  Global  Invest- 
ing offers  some  strategies  to  follow.  Even  if  Asia  doesn't  recover 
soon  (below),  are  there  defensive  stocks  you  should  hang  on  to  if 
you  want  to  keep  investing  worldwide?  Will  the  euro  provide  some 
support  for  Europe  (page  70)?  And  will  the  bloodbath  in  Latin 
American  stocks  (page  72)  choke  off  the  region's  recovery? 


Fund  managers  winging  in  fi'om  New  York  or  London  to 
prowl  Asia  have  known  for  months  that  the  situation  was 
bad.  Ditto  for  global  investors  who  have  ripped  open 
their  Pacific  Rim  mutual-fimd  statements  lately. 
In  the  18  months  ended  July  31,  investors 
pulled  about  $3  billion  out  of  the  80  regional 
funds  Morningstar  Inc.  tracks.  It's  easy  to  see 
why.  Diversified  Pacific  funds  tumbled  at  a  27% 
annual  rate  in  the  period.  Those  heavily  weight- 
ed in  markets  outside  Japan  crashed  40%.  Fig- 
ui'es  for  August  ai-en't  in  yet,  but  indications  ai'e 
the  fund  redemptions  continued  as  markets 
plunged. 

The  general  consensus  among  money  man- 
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Jirst  came  denial.  Then  the  gnawdng  realization  that 
Asia's  cun-ency  crisis  last  year  was  more  than  a  pass- 
I  ing  squall.  Now,  Asia's  mess  is  becoming  an  economic 
tragedy.  South  Korea,  Indonesia,  Thailand,  and 
Malaysia  are  in  free  fall.  In  Hong  Kong,  monetary 
'rities  have  tried  unsuccessfully  to  rig  the  stock  market 
ing  as  much  as  $15  billion  of  taxpayers'  money  to  ward 
•eculators.  And  Japan's  political  pai'alysis,  crippled  banks, 
tock  market  meltdown  are  the  stuff  of  central  banker 
attacks. 


agers  a  year  ago  was  that  the  worst  would  be 
over  by  the  end  of  1998.  Now,  no  one  has  any 
idea  where  the  bottom  may  lie.  Sm'e,  managers 
say,  there  ai'e  extr-emely  promising  companies  in 
Asia.  And,  yes,  there  are  bargains  among 
Japan's  elite  multinationals.  But  few  ai-e  willing 
to  back  up  those  views  with  cash.  "If  you  want 
to  bottom-fish  in  the  big  blue  chips,  take  your 
time — and  prepare  to  take  a  thi-ee-year  view," 
says  David  K.  Thomas,  co-manager  of  the  .$480 
million  Putnam  Asia  Pacific  Growth  Fund, 
which  is  down  22%'  this  year. 
ONLY  FOR  THE  BRAVE.  Indeed,  fund  managers 
intei-viewed  for  business  week's  annual  Global 
Investing  Special  Report  ai-e  nearly  unanimous: 
It's  tough  to  ai-gue  in  favor  of  buying  anywhere 
in  Asia  until  the  ruckus  calms  down.  If  you 
are  intrepid  enough  to  plunge  in  to  the  gloom, 
you're  best  off  sticking  to  companies  with  plen- 
ty of  cash,  clean  balance  sheets,  and  a  unique 
technology  edge  or  product. 

But  even  such  strong  companies  will  suffer. 
And  weakened  companies  in  such  smaller  mar- 
kets as  Indonesia,  Malaysia,  and  Thailand  now 
seem  to  have  little  chance  of  making  any  come- 
back soon.  Malaysian  Prime  Minister  Mahathir  Mohamad's 
move  on  Sept.  1  to  impose  restrictions  on  foreigners  con- 
verting ringgit  into  dollars  or  other  currencies  will  only 
dampen  investors'  sentiments  further — especially  if  other 
countries  mimic  the  action.  "We  ai'e  very  beaiish  on  Southeast 
Asia,"  says  Thomas,  who  started  shunning  such  markets  a 
year  ago. 

In  the  coming  year,  investing  in  Asia  will  be  like  playing 
thi-ee-dimensional  chess.  What  started  out  as  a  regional  ail- 
ment in  Asia  has  metastasized  into  a  broader  emerging-mar- 
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Prime  Minister  Keizo 
Obuchi's  ruling  Liberal 
Democratic  Party  and 
opposition  politicians  are 
feuding  over  Obuchi's 
plan  to  address  $600  bil- 
lion to  $1  trillion  in  bad 
bank  loans.  With  the 
banking  system  para- 
lyzed, the  economy  is 
slumping  and  stock 
prices  have  plunged  close 
to  a  12-year  \o\n. 


After  spending  as  much 
as  $15  billion  to  hold 
the  stock  market  up,  the 
government  abruptly  sus- 
pended its  strategy  and 
watched  equities  dive 
7%  Aug.  31.  Some 
observers  think  the  mar- 
ket is  still  overvalued  by 
20%,  given  a  50%  bust 
in  property  prices  and  an 
economy  likely  to  shrink 
in  1998. 
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Some  10%  of  the 
nation's  listed  companies 
have  defaulted  on  debts 
this  year,  and  no  one 
knows  who  might  be 
next.  The  weakened  won 
is  boosting  some  ex- 
porters' hopes,  but  the 
economy  is  shrinking, 
labor  unions  are  success- 
fully resisting  big  job 
cuts,  and  the  chaebol  are 
continuing  to  expand. 
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ket  cancer.  Global  investors  are  now  so  skittish  that  just 
about  any  bad  news — whether  a  debt  default  in  Russia  or  ixi- 
mors  of  a  Venezuelan  devaluation — boomerangs  back  to  Asia 
and  deepens  its  crisis.  The  failure  of  traditional  economic 
remedies  promoted  by  the  International  Monetaiy  Fund  is  a 
big  drag,  too.  Hiking  interest  rates  to  defend  currencies, 
wholesale  corporate  restructuring,  more  disclosure,  and  less 

government  meddling 
l*l&RVRH^KBi9R^8V?^^H    haven't  done  the  trick. 

Most  Asian  countries 
are  now  in  full  crisis- 
management  mode. 
And  some  of  the  emergency  measiu-es  are  anathema  to  the 
ft-ee-market  puiists  often  found  nmning  big  mutual  funds. 

Valuing  stocks  is  next  to  impossible  as  some  mai'kets  begin 
to  look  like  a  rigged  game.  In  Malaysia,  where  the  economy 
contracted  6.8%  in  the  second  Cjuarter,  Mahathir  is  now 
spending  public  money  to  boost  the  stock  mai'ket  and  cutting 
reserve  requh-ements  on  debt-laden  banks.  If  Japan's  expe- 
rience is  any  guide,  the  money  will  be  wasted.  Tokyo  has 
spent  billions  in  "price-keeping  operations"  to  bolster  stocks, 
but  the  Nikkei  is  now  65%  below  its  1989  peak. 
SHOTGUN  MERGERS.  Huge  salvage  operations  for  the  region's 
banks  are  also  under  way.  Indonesia,  South  Korea,  Thailand, 
and  Japan  are  gi'appling  with  how  to  remove  as  much  as  $1.4 
trillion  in  dud  loans  from  banks  vrithout  detonating  a  financial 
panic.  But  the  problem  keeps  eluding  solution.  In  Seoul,  the 
government  has  shut  five  banks  but  has  also  pushed  others 
into  shotgim  mergers.  That  makes  hhmmbhbhh 
buying  bank  stocks  a  crap-shoot.  Kfn^W^I  STICK  to  Strong 
"You  could  be  ovraing  a  strong  bank  ^^Ajllc?l^|  companies  with 
today,  and  tomorrow  the  govern-  cash  and  unique 

ment  vrill  impose  a  weaker  bank  on  ^^^Hlfi^^H  technologies.  But 
you,"  says  Stewart  Kim,  chief  in-  ^^^Hb^^H  take  the  long  view, 
vestment  strategist  at  Pacific  Gen-  ^^Bf^^^^B  Recovery  may  be 
eral  Partners  in  Los  Angeles.  ^^U^flH  three  years  away. 

Nowhere  is  the  confusion  more  ^^^^^^^HB 


palpable,  nor  the  stakes  hig 
than  in  Japan.  Prime  Mini 
Keizo  Obuchi's  ruling  Liberal ' 
mocratic  Paity  and  the  opposi 
parties  led  by  Naoto  Kan 
locked  in  a  game  of  brinkm 
over  a  bank  bailout  plan.  Ob 
argues  that  any  sudden  failur 
a  money-center  bank  could  s" 
a  panic  that  would  make  the 
rent  turmoil  seem  minor.  T' 
why  he  wants  to  pump  up  t 
bilhon  into  the  aihng  Long- 
Credit  Bank  of  Japan  Ltd. 
transfer  most  of  its  $19.8  billio 
bad  loans  to  a  workout  ve' 
before  merging  it  with  the  S 
itomo  Tioist  &  Banking  Co. 
BLUE-CHIP  BETS.    Maybe  sa" 
LTCB,  with  $190  billion  in  as 
makes  sense  as  it  has  $350  b' 
in  derivative  contracts  vrith  b 
worldwide.  But  Tokyo  is  mo' 
away  fi'om  dealing  with  the 
By  Sept.  1,  such  uncertainty 
driven  the  Nikkei  stock  avej, 
down  to  14,369,  close  to  a  12-1 
low.  That  further  weakened  bal 
which  include  their  vast  si 
holdings  in  their  capital.  N(\ 
there  confidence  that  the  gov 
ment  knows  the  true  scale  ofl 
debts,  estimated  at  $600  billion  to  $1  trillion. 

But  even  in  its  weakened  state,  Japan  is  still  Asia's 
powerful  economy.  So  investors  betting  on  an  eventu; 
covery  ai-e  probably  best  off  sticking  vrith  a  regional  fund 
has  Japanese  exposui'e.  The  $33  million  59  Wall  Street  Pi 
Basin  Equity  Fund  focuses  on  multinationals  that  could 
efit  from  a  weaker  yen,  such  as  Nintendo,  chipmaker  Ri 
and  Orix,  Japan's  largest  equipment-leasing  company, 
think  the  companies  with  the  best  earnings  prospects 
Japan,"  flgiu'es  manager  Paul  Fraker,  whose  fimd  is 
only  1.4%  for  the  year. 

Other  crisis  plays  involve  companies  with  a  near-mom 
in  an  industiy  segment  or  significant  exposure  to  E 
where  an  economic  expansion  is  still  under  way.  01ympus| 
tical  Co.,  up  60%  in  yen  ternis  this  year,  boasts  both.  It 
commanding  70%'  of  the  market  for  endoscopes,  mediei 
agnostic  equipment,  and  about  one-quarter  of  its  global 
come  fi'om  Europe.  Another  favorite  is  Softbank  Co: 
software  distributor  that  owns  the  Ziff-Davis  magazine 
lishing  empii'e  and  the  Comdex  high-tech  trade  shows.  Th 
to  some  .$4  billion  in  unrealized  gains  on  its  internet  in' 
ments  in  the  seai'ch  engine  Yahoo!  Inc.  and  online  tradinj 
stock  could  appreciate  25%  more,  fi'om  $43  now,  figures 
hendra  Negi,  an  analyst  with  Merrill  Lynch  &  Co.  in  Tc 
Wliat  to  avoid?  Just  about  every  broker,  bank,  or  he: 
leveraged  player  in  constniction  and  real  estate.  Corpt 
bankruptcies  are  running  at  record  levels  and  probably 
accelerate  as  weaker  banks  continue  to  call  in  loans.  W| 
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HUNT  for  bargains 
in  Japan,  if  you're 
brave.  Olympus 
Optical  and  Soft- 
bank, the  publisher 
and  software  giant, 
are  two  favorites. 


BYPASS  Southej 
Asia.  But  the 
cheaper  won  is  g 
ing  exports  from 
South  Korea's 
Pohang  Iron  &  St 
a  healthy  boost. 


r  a  long  journey  to  some  cold,  remote  location? 
'*    Chill  it,  of  course. 


livering  vast  quantities  of  natural  gas  over  great 
tances  gets  to  be  not  only  logistically  difficult, 
t  expensive.  So  Phillips  Petroleum  developed  a 
)prietary  means  of  producing  liquefied  natural 
a  process  that  chills  the  gas,  shrinking  it  over 
)  times,  turning  it  into  a  liquid  form  that  is 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  It's  a  valuable  tech- 
nology and  another  prime  example  of  whatjit 
means  to  be  The  Performance  Company. 

PHILLIPS  PETROLEUM  COMPANY' 


a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesville,  OK  74004, 
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more,  investors  have  few  means  to  distinguish  winners  from 
losers.  Obuclii  won't  release  new  government  audits  of  Japan's 
19  major  commercial  banks.  "We're  dancing  at  the  edge  of  a 
cUff,"  says  ing  Barings  analyst  James  Fiorillo. 

The  same  can  be  said  about  Hong  Kong,  the  region's  second- 
biggest  stock  market.  The  mai-ket's  reputation  has  been  dam- 
aged by  all  the  official 
efforts  to  prop  it  up. 
When  the  Hong  Kong 
Monetary  Authority 
first  intervened  on 
Aug.  14,  it  pushed  up  the  Hang  Seng  index  from  its  five-year 
low.  But  once  the  news  of  timnoil  in  Russia  smfaced.  Hong 
Kong  was  caught  in  the  imdeitow  and  abandoned  intervention. 
On  Sept.  1,  Standard  &  Poor's  Coi-p.  (like  business  week,  a 
unit  of  Tlie  McGraw-Hill  Companies)  dovnigi-aded  Hong  Kong-'s 
foreign-ciurency  debt  a  notch,  to  A.  Now,  analysts  think  that 

even  at  7,800,  the  Hang  Seng  Index  is   

probably  overvalued  by  about  20%,  given 
the  50%  bust  in  property  prices  since  last 
year.  Sooner  oi'  later,  analysts  expect,  the 
market  will  fall  close  to  6,000. 
SEOUL'S  SURVIVORS.  The  news  from 
South  Korea  is  even  gi'immer  One  in  10 
listed  companies  has  defaulted  this  year. 
Even  the  savviest  financial  hand  has  trou- 
ble figuring  out  who  might  be  next, 
thanks  to  opaque  accounting  practices. 
Worse  yet,  the  government  canceled  its 
auction  of  bankrupt  Kia  Motors  Corp. 
Sept.  1,  with  Ford  Motor  Co.  and  Korean 
bi(lders  pi-essing  Seoul  and  Kia's  banks  to 
take  a  huge  hit  on  the  caranaker's  $7.4  bil- 
lion in  bad  debts.  Another  auction  is  set 
for  October.  In  the  meantime,  Pacific  Gen- 
eral's Kim  thinks  he  has  found  some  sur- 
vivors. One  is  Dae  Duck  Industrial  Co.,  a 
maker  of  circuit  boards  with  supply  con- 
tracts with  Toshiba  Corp.  and  Siemens. 
Its  stock  is  up  7.8%'  this  year.  It  has  few 
debts  and  about  $36  million  in  cash.  Po- 


IHEWARifi  KOREA 

An  auto  worker  who 
jacket  says  "Save  jot| 
security!"  scuffles  wi 
a  nonunion  employel 
The  nation's  transitij 
is  sure  to  be  painful;! 

hang  Iron  &  Steel  Co., 
world's  lowest-cost  fj 
ducer,  is  on  most  buy 
as  cheap  exports  rise.," 
Yet  few  count  on  S(^ 
Korea  to  make  an  ejf 
transition  to  a  more 
ket-driven  economy, 
shrank  6.6%>  in  the  sei 
quarter,  and  with  un| 
ployment  nmning  a  rei 
7.6%),  President  Kim 
•lung  is  under  big  press] 
til     back  down 
the  radical  corporate] 
structuring  and  indusi 
downsizing  the  econ^ 
desperately  needs. 
Labor  unions  seem  willing  to  risk  confronting  riot  polii 
avoid  deep  job  cuts,  as  they  successfully  did  with  H; 
Motor  Corp.  in  early  Augxist  during  a  standoff  at  the 
pany's  auto  complex  in  Ulsan.  And  instead  of  shutting  or 
ing  off  unprofitable  units,  the  big  chaebol  industrial 
bines  continue  to  expand.  Despite  an  auto  capacity 
Hyundai,  Samsung,  and  Daewoo  have  recently  raised  a 
of  $4.5  billion  thi'ough  bond  issues  so  they  could  bid  in  th( 
ternational  auction  for  Kia  and  trackmaker  Asia  Motors] 
Any  way  you  cut  it,  the  crisis  carries  a  harsh  lei 
Asia's  work  ethic  and  vast  savings  couldn't  compensate  foi 
region's  sloppy  lending,  government  meddling,  and  coitu; 
once  the  boom  went  bust.  Global  investors  bolted — and  it  T 
be  a  long  time  before  they  come  knocking  again.  i 
By  Brian.  Bremner  in  Tokyo,  with  Mark  Clifford  in  L 
Kong,  Moon  Ilwalni  in  Seoul,  and  Lawrence  Straus, 
New  York 
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Ihis  has  been  a  cruel  year  for 
Asian  stock  markets."  That's 
what  BUSINESS  WEEK  observed 
12  months  ago  in  our  annual  Special 
Report  on  global  investing.  But  1998 
has  been  even  crueler,  making 
mincemeat  of  our  advice  to  start 
bottom-fishing  in  Asia. 

Along  with  many  Wall  Street  pros, 
we  underestimated  Southeast  Asia's 
woes,  the  inability  of  Japanese  politi- 
cians to  address  deepening  economic 
pi'oblems,  and  how  tm-moil  in  other 
emerging  markets  would  affect  the 
Pacific  Rim.  And  while  for  the  most 
part,  we  stuck  to  recommending  the 
best  and  brightest  companies,  they 


If 


were  swept  away  with  the  dross. 
Toyota  Motor  Coi-p.'s  American  de- 
positary receipts  have  sagged  25%, 
even  as  Camrys  and  Lexuses  keep; 
rolling  out  of  U.  S.  showrooms.  An( 
Tokyo  Electron  Ltd.  has  plunged 
60%  in  dollars,  despite  its  edge  in 
making  gear  to  manufacture  semiq 
ductors.  We  figured  the  collapsing 
donesian  nipiah  would  help  Asia 
Pulp  &  Paper  Co.'s  exports.  Mayb^ 
will  someday,  but  its  adrs  are  still 
down  50%.  The  lesson?  When  a  glo 
al  economic  earthquake  hits,  it  maj 
be  safest  to  wait  for  the  aftershoci 
to  end  before  venturing  forth. 
By  William  Glasgall  in  New  Ytf\ 
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EUROPE:  SUDDEN  CHILL 
OR  DEEP  FREEZE? 

Strong  fundamentals  may  help  its  stocks  recover  from  Russia's  hit 
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Until  early  August,  Continental  European  mai'kets  looked 
like  the  hottest  prospect  outside  the  U.  S.  With  a 
strong  economic  recovery  under  way  and  a  significant 
boost  expected  from  the  launch  of  the  euro  on  Jan.  1, 
they  even  seemed  poised  to  take  over  ecjuity-market  leader- 
ship from  Wall  Street's  tiring  bulls.  But  suddenly,  fallout 
from  the  world's  economic  crisis  zones  is  dimming  Europe's 

bright  aura. 

Anxiety  about  Rus- 
sia's financial  collapse 
and  Asia's  scary  eco- 
nomic landscape  has 
knocked  15%  off  European  equities  since  their  July  peak 
(chails).  The  wonies  ai'e  well  founded.  Gennan  and  otiier  Eu- 
ropean banks  have  lent  heavily  to  Russia,  which  has  de- 
clared a  debt  moratorimn.  Besides,  about  40%  of  Eiu'ope's  ex- 
ports go  to  emerging  markets.  As  a  result,  European  banks 
and  companies  could  face  a  profit  shock  later  this  year  In  a 
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worst-case  scenario,  the  euro  could  have  a  baptism  of 
global  tiu'moil  is  still  rampant  when  it  debuts.  A  dee] 
crisis  could  cost  Europe  0.5%  to  1%  of  its  expect< 
gi-owth  in  1999. 

Eiu'ope  faces  a  rough  ride  for  some  time.  Analysts  s 
Richard  Davidson,  an  equities  strategist  at  Morgan  S 
Dean  Witter  in  London,  figui-e  that  Continental  mai'ket 
contract  as  much  as  10%  more  through  October  Bi  sDe 
deal  is  cut  to  help  Russia,  earnings  remain  strong 
merger  boom  starts,  the  uptrend  could  resume. 

Inflation  and  interest  rates  are  low.  Past  corpora 
stinicturing  efforts  are  poised  to  pay  off.  And  a  new 
tion  of  managers  who  believe  in  shai'eholder  value  is  mi 
onto  the  scene.  Also,  moves  to  pennit  share  buybacksj 
with  the  emergence  of  bustling  over-the-counter  mark! 
liigh-tech  stocks,  are  improving  Europe's  financial  lane 

Such  trends  convince  many  market  strategists  that! 
pean  equities  could  outperform  U.  S.  equities  over  thl 


Continental  Europe's  strong  economy 
has  seemed  immune  to  Asia's  financial 
collapse.  But  Russia's  political  and 
economic  implosion  has  finally 
made  investors  realize  that  the 
emerging-market  recession  is  spreading 
quickly.  That's  bad  news  for  profits, 
since  emerging  markets  now  account 
for  40%  of  European  exports. 


I  three  years.  For  one  thing,  coi-porate  earnings  are  still 
ted  to  rise  15%,  vs.  low  single  digits  in  the  U.S.  Be- 
European  stocks  "are  at  the  most  attractive  levels 
early  1995,"  says  Otto  Wasser,  head  of  investment  re- 
1  at  Bank  Julius  Baer  in  Zurich.  Francois  Langlade- 
yen,  global  equity  chief  at  Credit  Suisse  First  Boston, 
;  Europe  vdll  shrug  off  the  jitters  and  rebound  by  15% 
'c  by  yearend,  setting  the  stage  for  a  rise  of  as  much  as 
.  ,y  the  end  of  1999. 

p  til  now,  Europe  has  been  caught  in  a  web  of  more  than 
■n  currencies  and  regulatoiy  regimes.  But  the  advent  of 
lean  monetary  union  and  the  euro  could  create  a  seam- 
ngle  market,  "emu  is  a  catalyst  for  the  single  market," 
dichael  A.  Levy,  a  managing  director  at  bt  Funds  Man- 
;nt.  "It  is  reinvigorating  manufacturing  industry."  Fom-- 
of  bt's  $2.1  billion  intenia- 
portfolio  is  now  invested  in 
)e. 

•tainly,  Europe  has  lots  of 
to  catch  up  wdth  the  U.  S. 
nental  companies  lag  a 
e  behind  American  rivals  in 
cturing.  So  returns  on  capi- 
iployed  in  Europe  average  a 
.t  8%,  vs.  15%  in  Britain  and 
1  the  U.  S.  Optimistic  strate- 
say  Europe  Inc.'s  return  on 
1  could  rise  to  10%  or  12%^ 
lext  two  years.  "That's  quite 
improvement  and  will  have 
ificant  impact  on  market  re- 
"  says  Peter  Oppenheimer 
idon's  HSBC  Securities. 
iCK  WAVE?  Returns  to  share- 
's could  be  helped  in  other 
Share  buybacks  still  face  le- 
rdles  in  some  countries.  But 
any  authorized  them  this 
er,  while  France,  Italy,  Swe- 
nd  the  Netherlands  have  leg- 
n  pending.  A  buyback  wave 
result.  Just  $6  billion  was 
on  Continental  buybacks  in 

but  that  could  double,  to  $13  billion,  this  year.  Among 
i  candidates,  says  Credit  Suisse  First  Boston,  are  BASF, 
ing,  SGL  Carbon,  Total,  Danone  Group,  and  Volvo, 
rope's  boosters  figure  that  investment  flows  to  Europe 
irge  as  its  equity  cultui'e  broadens.  Morgan  Stanley  pre- 
;hat  inflows  into  European  equity  markets  will  total  $13 
1  from  now  to  2010,  roughly  doubUng  Europe's  market 
lization  as  a  percentage  of  its  gi'oss  domestic  product, 
!  is  just  45%  in  Germany  vs.  140%  in  the  U.  S.  Low  in- 
rates  may  spur  a  shift  from  bonds  to  equities,  as  will  a 
I  from  pay-as-you-go  state  pension  systems  to  American- 
private  plans  based  on  mutual  funds, 
en  many  analysts'  steadfastly  bullish  outlook  for  Eu- 
long-term  future,  the  sharp  coiTection  may  be  an  op- 
aity  to  snap  up  beaten-down  tech  companies.  With  its 
ican  Depositary  Receipts  at  $49.25,  for  instance,  German 
are  giant  sap  is  off  20%  from  its  July  31  peak.  World- 


beating  mobile-phone  maker  Nokia  Coi*p.,  whose  adrs  are 
19%'  off  their  summer  high  of  $92,  is  another  favorite. 

Companies  poised  to  benefit  most  from  balance-sheet  re- 
structming  are  in  overcapitalized,  matiu'e  industries.  They  in- 
clude utilities  moving  into  telecommunications,  such  as 
France's  Vivendi  and  Suez  Lyonnaise  des  Eaux.  Old-line 
German  manufacturing  conglomerate  Preussag  is  moving 
into  travel  services.  Of  coui'se,  managements  still  have  to 
make  their  new  strategies  pay  off. 

Although  banks  have  taken  a  diubbing  because  of  their 
Russian  lending,  not  all  are  equally  exposed.  London-based 
Salomon  Smith  Barney  banking  analyst  Matthew  Czepliewicz 
recommends  two  Dutch  banks,  abn  Ami-o  and  ing  Groep,  pre- 
cisely because  of  their  hmited  Russian  exposure.  Insui-ers 
such  as  France's  Axa-UAP  and  Holland's  Aegon  could  benefit 
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BETTER  NEWS  AT  HOME 

Interest  rates  and  inflation  are  low. 
And  Europe's  plan  to  launch  the  euro 
on  Jan.  1  will  put  pressure  on  compa- 
nies to  restructure.  Some  analysts 
expect  corporations'  return  on  capital  to 
increase  by  as  much  50%  over  the 
next  two  years  as  a  new  breed  of 
investor-friendly  managers  cut  costs 
and  go  ahead  with  share  buybacks. 
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BUYBACKS  will 
support  equities. 
Companies  expected 
to  repurchase  stock 
include  BASF, 
Schering,  Total, 
Danone,  and  Volvo. 


HIGH-TECH  stocks 
still  show  promise. 
Two  favorites 
include  software 
maker  SAP  and 
mobile-phone  man- 
ufacturer Nokia. 
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from  the  euro.  And  telecommunications  companies  are  fa- 
vorite defensive  plays,  thanks  to  a  boost  ft-om  deregulation, 
even  if  gi-owth  slows.  Foodmakers  such  as  France's  Danone 
tend  to  survive  downswings  well,  too.  New  Chairman  Franck 
Riboud  could  raise  another  $5  billion  by  sales  of  underper- 
forming  assets. 

Many  analysts  also  see  promise  in  a  select  gi'oup  of  mid-cap 
stocks,  despite  then-  undeiiDerformance  in  the  U.  S.  "The  key 
is  finding  world-class  companies  that  do  what  they  do  better 
than  anyone  else,"  says  Michael  Ki-aland,  president  of  Trinity 
Capital  Partners  in  Paris.  Among  analysts'  favorites:  French 
auto  supplier  Valeo,  Holland's  Airspray,  and  Benckiser,  a 
German-Dutch  maker  of  dishwasher  detergent  that  went 
public  last  fall. 

Eui'ope  could  now  have  more  medium-term  potential  than 
the  U.  S.  But  companies  may  find  it  difficult  to  translate  re- 
structming  and  the  eui'o  into  shareholder  returns  in  the  near 
teiTn.  Yet  intrepid  investoi-s  still  view 
Europe  as  a  haven  from  the  global 
ci-isis.  They  are  betting  this  late-sum- 
mer market  correction  will  be  just 
that — disturbing,  perhaps,  but  not 
enough  to  knock  Eurrpe  off  its  feet. 

By  Gail  Edmordson  in  Paris, 
with  Kare7i  Lomy  .''  fiUer  in  Frank- 
furt and  bureau     •  ■  'is 


BANKS  aren't  all 
facing  big  trouble 
in  Russia.  Two 
that  are  not  are 
Holland's  ABN 
Amro  and  ING 
Groep. 


LATIN  AMERICA:  MORE 
WHERE  THAT  CAME  FKOM 

The  region  faces  further  pain,  but  intrepid  investors  can  find  defensive  plaj 


How  low  can  they  go?  That's  the  guessing  game  in- 
vestors in  Latin  America  are  playing  right  now. 
Turbulence  in  Asia  and  Russia  has  knocked  major 
Latin  stock  mai'kets  down  by  as  much  as  72%  in  dollar 
terms  this  year,  with  much  of  the  collapse  coming  after  the 
Russian  rable  devaluation  on  Aug.  17.  Brazil,  under  pressui-e 
as  the  government  stniggles  to  prevent  a  devaluation  of  the 
real,  lost  40%  in  August.  Mexico  and  Ai-gentina  are  down  by 
half  since  Jan.  L  and  Chile,  long  the  region's  economic  mod- 
el, is  at  its  lowest  level 
since  1993.  Amid  the 
dizzying  flight  from 
emerging  markets, 
shares  of  well-managed 
companies  with  solid 
balance  sheets  are 
plunging  along  with 
weaker  ones  burdened 
with  debt.  "Rational 
analysis  of  stocks  has 
been  abandoned,"  says 
Susan  Gilbertson,  head 
of  Latin  American  eq- 
uity sales  for  Banque 


fuither  punish  the  r-egion's  markets.  "If  you're  looking  ah 
a  year  or  18  months,  prices  will  be  significantly  higher,"  | 
diets  Jorge  Mariscal,  Latin  America  equity  strategist  at  G 
man,  Sachs  &  Co.  in  New  York.  "But  there  could  be 
downside  movement  fii'st." 

Even  Latin  America's  safe  havens  offer  little  sanctii 
Government  debt,  for  instance,  had  been  steadier  than  e 
ties.  But  that  changed  with  Russia's  devaluation.  With 
vestors  ranning  scared,  Mexico  had  to  cancel  its  weekly  t 
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Paribas  in  New  York. 
"Everyone  is  afraid  of 
their  shadow." 

Most  analysts  rec- 
ommend sitting  on  the 
sidelines  until  Russia 
and  Asia  show  signs  of 
stabilizing,  however 
tempting  Latin  stock 
prices  may  look.  In 
Brazil,  "investors  are 
valuing  stocks  as  if  a 
[currency]  devaluation 
had  already  taken 
place,"  says  Walter 
Stoeppelweith,  dii'ector 
of  Latin  American  re- 
seai'ch  at  Robert  Flem- 
ing Securities  in  Sao 

Paulo.  Take  one  of  Brazil's  largest  banks,  Banespa,  which  is 
controlled  by  the  state  government  but  scheduled  for  priva- 
tization next  year.  It  sells  at  a  meager  3.5  times  estimated 
1998  earnings.  But  investors  in  Brazil  and  the  rest  of  Latin 
America  have  to  ac;  ept  that  events  half  a  world  away  could 


ON  THE  FLOOR  IN  SAO  PAOLO 

"Investors  are  valuing  stocks 
as  if  a  [currency]  devaluation 
had  already  taken  place,"  says 
one  Latin  America  analyst 


sury-bill  auction  on  Aug.  31.  And  widely  traded  Bra/ 
Brady  bonds  lost  about  30%  of  their  face  value  in  Au, 
cutting  investors'  appetite  for  the  region's  long-term  < 
Yields  are  at  theii-  highest  since  Mexico's  1994  devaluatii  i 
governments  will  have  to  pay  more  to  finance  deficits,  '> 
companies  will  find  it  hard  to  raise  cash  by  selling  hoiv  . 

A  spike  in  bond  prices  may  be  needed  before  stock 
kets  can  recover.  So  investors  need  a  defensive  strateg'A 
alysts  say.  "It's  cnicial  to  stick  to  good  names,"  says  Dai 
Eraser,  head  of  Mexico  research  at  Warburg  Dillon  Re; 
Mexico  City.  That  means  hunting  down  companies  that  c 
survive  devaluation,  rising  inflation,  and  a  weaker  g! 
economy.  Companies  with  little  debt  or  dependence  on  ex; 
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Clarify  is  helping  Toyota  use  customer  service 
to  rev  up  sales. 


Carole  Pednana,  National  Manager,  New  Era  Business  Project 


ty's  front  oli'ivi'.  solutions  ,iiMoiii,il(-  (jkm 
ner  service;,  field  scr\  it.e  and  logisiios,  uui 


FIRST  ASIA, 

MEXICO 


Stocks  are  down  by  half, 
in  dollars,  since  Dec.  31, 
even  though  the  economy 
is  expected  to  grow 
4.5%  this  year  and  the 
government  has  slashed 
spending  and  inflation. 
But  investors  still 
view  Mexico  as  an 
emerging  market. 
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should  liead  the  list,  analysts  say, 
while  those  linked  to  commodity 
exports — such  as  copper-  mines  in 
Chile  and  gi'ain  exporters  in  Ar- 
gentina— should  be  avoided. 

If  there  are  any  defensive  plays 
left  at  all,  they're  telecom  com- 
panies, such  as  Telefonos  de  Mex- 
ico or  Telebras  in  Brazil.  They 
have  been  badly  beaten  down,  to 
be  sure.  But  for  investors  deter- 
mined to  maintain  a  stake  in  the 
region,  they  may  offer  some  pro- 
tection against  even  steeper  mar- 
ket declines.  For  one  thing,  tele- 
com stocks  are  widely  held,  so 
they  can  be  dumped  quickly  if 
necessary.  And  they  are  less  af- 
fected than  most  companies  by 
economic  swings  or  the  threat  of 
devaluation  because  they  supply 
essential  services,  mostly  to  do- 
mestic buyers.  Telmex  now  trades 
at  about  nine  times  estimated 
1998  earnings,  genei'ates  plenty 
of  cash,  and  has  weathered  the 
opening  of  Mexico's  long-distance 
market.  Amencan  depositary  re- 
ceipts of  Telebras,  privatized  in 

July,  are  down  52%  fi-om  their  52-week  high,  at  $71  a  share. 

But  the  profits  expected  to  be  garnered  someday  from 
l^ent-up  phone  demand  can't  protect  Brazil  right  now.  One  big 
reason:  Global  investors  remain  troubled  by  Brazil's  budget 
deficit  of  7%  of  gi'oss  domestic  product,  $260  billion  in  gov- 
ernment domestic  debt,  and  an  ovei-valued  cuirency.  A  gar- 
gantuan $11  billion  fled  Brazil  in  August,  cutting  the  central 
bank's  hard-cmrency  reserves  to  $64  billion  as  it  straggled  to 
defend  the  real.  In  response  to  the  currency  pressure,  the 
government  has  made  it  easier  for  foreigners  to  invest  in 
Brazil.  But  few  are  taking  the  bait.  Economists  figure  that  if 

currency  reserves  drop 
below  .$50  billion,  the 
government  will  be 
forced  to  adopt  austeri- 
ty measures,  including 
raising  interest  rates  sharply.  Last  October,  it  fended  off 
speculators  by  doubling  rates,  to  43%,  but  the  economy  came 
to  a  halt  and  odp  is  expected  to  gi'ow  barely  1%  this  year  as 
it  is.  President  Femando  Henrique  Cardoso,  favored  to  win 
reelection  on  Oct.  4,  will  likely  tiy  to  avoid  moves  that  might 
alienate  voters  until  after  the  election.  But  if  global  market 
conditions  worsen,  he  may  have  no  choice. 

Even  if  Brazil  makes  the  right  moves  to  please  global  in- 
vestors, the  reward  may  be  a  long  time  coming.  That  has 
been  Mexico's  recent  experience.  Its  government  still  is  in  the 
throes  of  sorting  out  a  banking  crisis  that  will  cost  taxpayers 
$60  billion.  But  othei-wise,  it  has  shown  admirable  fiscal  dis- 
cipline, cutting  the  budget  three  times  to  make  up  for  de- 
clining oil  revenues,  while  gdp  is  expected  to  gi'ow  4.5%  this 
year.  "Mexico  has  done  eveiything  to  ensure  a  stable  cur- 


THEN  RUSSIA,  NOW  LATIN  AMERIOA 
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What 
To 
Do 


FAVOR  defensive 
stocks.  Telefonos  de 
Mexico  now  sells  at 
only  nine  times 
earnings.  Chilean 
phone  company  CTC 
is  also  worth  a  look. 


LOOK  for  bond  bar- 
gains. Some  U.S. 
fixed-income  mutual 
funds  are  snapping 
up  Latin  debt  at 
their  lowest  prices 
since  1994. 


Argentina  has  one  of 
Latin  America's  soundest 
economies,  but  it  is 
being  punished  for  its 
close  trade  ties  with 
Brazil.  Stocks  are  down 
to  their  lowest  level  since 
1995,  and  the  peso's 
1-to-l  peg  to  the  dollar  is 
hurting  exporters. 
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A  deficit  of  7%  of  GDP 
and  an  overvalued  real 
make  Brazil  an  easy  sell 
for  the  gun-shy.  The  Cen- 
tral Bank  has  $64  billion 
in  reserves.  If  they  fall  ^ 
below  $50  billion.  Presi- 
dent Cardoso  may  hike 
interest  rates — after  the 
Oct.  4  presidential  vote. 
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rency,  reasonable  growth,  and  lower  inflation,  and  it's  getti 
whacked  just  the  same,"  says  Paribas'  Gilbertson. 

The  same  goes  for  Ai'gentina.  Its  economy  is  among  t 
soundest  in  Latin  America,  with  4.5%  gi'owth  expected  t^ 
year.  But  its  close  trade  partnership  with  Brazil  is  a  maf^ 
drag  when  the  going  there  gets  tough.  Besides,  Ai-gentiii 
peso  is  managed  by  a  cuiTency  boai'd  that  has  pegged  it  1- 
1  to  the  U.  S.  dollar.  Although  most  obsei-vers  expect  the  { 
to  hold,  a  rise  in  the  greenback  crimps  exports.  Invests 
worry,  too,  about  the  impact  of  lower  commodity  prices  on 
company  YPF  and  food  producers  such  as  Molinos  Rio  de 
Plata.  As  a  result,  the  Buenos  Aires  stock  market  index  i;^ 
its  lowest  level  since  Apiil,  1995,  when  the  coimtiy  was  ui  k 
midst  of  a  deep  recession. 

HAZE-COLORED  GLASSES?  Latin  America's  weakest  hn 
Venezuela,  where  stocks  are  down  72%>  in  dollar  terms 
year.  Low  oil  prices  have  reduced  government  reven 
sending  short-term  interest  rates  above  100%.  Now- 
weakening  bolivar  is  a  candidate  for  devaluation  be' 
yearend,  says  Goldman's  Mariscal.  Although  Venezuela's  e« 
omy  is  only  the  fifth-largest  in  the  region,  a  currency  cr 
could  weaken  investor  confidence  in  neighboring  Brazil  ; 
push  Latin  markets  even  lower. 

The  worst  may  not  yet  be  ovei'.  The  region  could  be  in 
more  pain,  particularly  if  commodity  prices  continue  to  si 
Some  analysts  ai'gaie  that  investors  exaggerate  the  impi 
tance  of  commodities  to  the  region,  except  in  Venezuela  \ 
Chile,  which  remain  dependent  on  oil  and  copper  "Oil  is 
portant  to  Mexico,  but  the  Mexican  economy  has  beco 
much  more  diversified  in  recent  year's,"  says  Gilbertson.  " 
ket  pei'ceptions  are  clouding  reality."  But  the  haze  isn't  go 
to  lift  as  long  as  global  markets 
near-  the  fi'ontier-s  of  parric.  To  inv 
in  Latin  Amei'ica,  says  Albertc 
Vei-me,  managing  du'ectoi-  for  \a 
America  at  Salomon  Smith  Bamej 
New  Yori<,  "you  need  patience."  / 
a  high  tolei'ance  for-  r-isk. 

Bij  km  Katz  in  Sao  Paulo,  v 
Elisabeth  Malkin  in  Mexico  Cit 


BEWARE  new 

trouble  in  Brazil. 
The  real  is  under 
pressure,  and  the 
government  may 
have  to  hike  inter- 
est rates. 
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After  18  years  at 
Microsoft,  is  Steve 
Ballmer  ready  to 
be  president? 

It  was  vintage  Steve  Ballmer.  Mi- 
crosoft Coi-p/s  self-appointed  cheer- 
leader bounded  onstage  at  the  com- 
pany's annual  sales  meeting  in  New 
Orleans  on  July  27  and  shouted  at  the 
top  of  liis  lungs:  "I  love  tlais  company!  I 
love  tills  company!  I  love  this  company!" 
The  6,000-person  sales  team  responded 
with  a  five-minute  standing  ovation. 
Then  Ballmer  whizzed  through  a  90- 
minute  pep  talk  on  the  virtues  of  cus- 
tomer obsession,  bringing  the  audience 
to  its  feet  once  more  when  he  finished 
by  playing  a  recording  he  listens  to  be- 
fore eveiy  major  milestone  in  his  life: 
Dionne  Wai-wick's  /  Say  a  Little  Prayer. 

Ballmer  might  need  their  prayers.  Af- 
ter six  yeai-s  of  iiinning  sales  and  support 
for  the  software  giant,  he  has  been  ele- 
vated by  CEO  William  H.  Gates  III  to 
the  position  of  president — in  chai'ge  of 
both  sales  and  product  development — al- 
lowing Gates  to  focus  more  on  technology 
and  mapping  out  the  company's  futiu'e. 

With  tills  move,  Steven  A.  Ballmer  fi- 
nally gets  public  recognition  for  the  role 
he  has  long  played  at  Microsoft:  Bill 
Gates's  co-pilot.  Together,  the  two  col- 
lege chums  have  spent  18  years  forging 
a  fiercely  competitive  company  un- 
matched in  computerdom.  Gates  has 
been  the  company's  big  brain  and 
Ballmer  its  wildly  thumping  heart,  in- 
spiring the  troops  as  no  one  else  can. 
Now,  while  Gates  remains  CEO  and  point 
man  in  the  company's  antitmst  battle 


with  the  Justice  Dept.,  it's  up  to 
Ballmer  to  run  day-to-day  operations  at 
a  juncture  that's  as  crucial  as  any  in 
the  company's  history. 

Microsoft  is  under  fire  from  all 
sides — not  just  from  Justice  but  from 
tough  competitors  such  as  IBM  and  Sun 
Microsystems  Inc.  To  sustain  a  blister- 
ing 28%  yearly  growth  rate,  Microsoft 
must  succeed  in  markets  far  afield  fi"om 
its  dominance  in  desktop  computing. 
That  means  persuading  coi-porate  cus- 
tomers that  Microsoft's  software  can  be 
tioisted  to  ran  their  most  vital  opera- 
tions. At  the  same  time,  Microsoft  is 
pushing  its  Windows  software  into 
everything  from  cars  to  building  alarms 
to  telephones.  And  the  company  must 
transfoiTn  its  Web  sites,  which  lost  $300 
million  last  year,  into  moneymakers. 
GIMLET-EYED.  In  many  ways,  the  42- 
year-old  Detroit  native  is  tailor-made 
for  the  job.  While  Gates  is  the  compa- 
ny's technology  visionaiy,  Ballmer  is  its 
top  business  strategist.  He  eanied  his 
stripes  by  building  Microsoft's  sales  op- 
eration into  a  major-league  force  in  cor- 
porate computing.  He  has  had  every 
major  management  job  at  Microsoft,  and 
he  has  the  kind  of  gimlet-eyed  financial 
discipline  necessary  to  pick  apart  the 
flaws  in  any  ailing  business  plan. 

Already,  Ballmer  is  sending  hundreds 
of  product  engineers  out  to  leam  from 
corporate  customers  what  Microsoft 
needs  to  do  to  help  solve  their  comput- 
ing problems.  He  is  doing  sit-downs 
vdth  some  100  employees  to  feiret  out 
what's  happening  with  product  devel- 
opment. And  he  is  boning  up  on  what 
makes  a  Web  site  a  hit.  Look  for  Mm  to 
whip  into  shape  the  company's  E-com- 
merce  operations  by  boosting  revenues 
and  pinning  unnecessary  costs. 

Ballmer's  omnipresent  intensity  should 
help.  He's  larger  and  louder  than  life — 6 


feet  tall,  built  like  a  linebacker,  with 
huge,  balding  head  and  a  booming  voi' 
Despite  his  stock  options  worth  soi 
.$6  billion,  he's  not  easing  off  one  1; 
and  responds  with  bug-eyed  indigni 
to  rumors  he  was  considering  retii 
ment  before  getting  his  promoti( 
"That's  just  not  tnae,"  he  says.  He's  t 
kind  of  gxiy  who,  while  jogging,  char^ 
up  hills — gutting  out  the  pain. 

At  home,  too,  Ballmer's  devotion 
boundless.  He  tries  to  be  there  to  } 
his  two  young  sons  to  bed  every  nig 
And  when  his  parents  became  ill  w 
cancer  last  summer,  he  moved  them 
Seattle  and  took  12  weeks  off  fn 
work  to  care  for  them.  "Not  too  ma 
senior  executives  will  just  drop  out  1 


"Our  friendship  has  grown  much  stronger  as  a  result  of  wor 
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!i  1)1'  theii-  family,"  says  Mike  Maples, 
•mer  Microsoft  executive  vice- 
ir  :lent  who  is  now  retired. 

t  Ballmer's  intensity  has  a  dark 
-i(  He  can  sometimes  be  a  hothead 
'  I'  emotions  get  the  better  of  him. 
in  be  rough  on  people  who  work 
'iji  im,  bawling  them  out  so  violently 
Ihil  his  voice  can  be  heard  tlirough  the 
e    at  Microsoft's  Redmond  (Wash.) 
e  luarters.  And  sometimes,  Ballmer 
out  public  comments  that  simply 
L  become  a  company  president, 
•^es — no  diplomat  liimself — doesn't 
CI  [Ballmer's  shortcomings  against  him. 
1  I  wo  have  been  close  fiiends  since 
1  met  as  undergraduates  at  Hai"vard 
I'rsity.  Later,  in  1980,  Gates  per- 


suaded Ballmer  to  droj)  out  of  Stanford 
University's  business  school  to  help  nm  a 
fledgling  Microsoft  that  was  gi-owing  so 
fast  it  was  neai'ly  out  of  control.  Ballmer 
was  the  company's  fu-st  nonengineer,  and 
Gates  valued  his  management  experi- 
ence at  Procter  &  Gamble  Co.,  where 
he  helped  market  cake  mixes. 

Even  today,  they  spend  hours  to- 
gether talking  over  their  frastrations 
and  ch'eams.  "He's  my  best  ftiend,"  says 
Gates.  "We  love  working  together  on 
very  hard  problems.  We  tinst  each  oth- 
er and  understand  how  the  other  one 
thinks."  Ballmer's  affection  for  Gates 
nms  just  as  deep.  "Our  friendship  has 
grown  much  stronger  as  a  result  of 
working  together.  It's  like  a  mamage," 


STEVE  BALLMER 

AGE  42 

CHILDHOOD  Grew  up  in  Farming- 
ton  Hills,  Detroit.  Father  worked  as 
an  accountant  for  Ford. 

EDUCATION  BS  in  math  in  1977 
from  Harvard  University.  Spent  one 
year  at  Stanford  University  business 
school  before  Microsoft  CEO  Bill 
Gates,  a  Harvard  pal,  lured  him 
away  with  the  promise  of  a  7% 
stake  in  the  company. 

CAREER  Began  in  1977  as  an 
assistant  product  manager  at 
Procter  &  Gamble,  marketing 
cake  mixes.  Then  18  years  at 
Microsoft  running  administration, 
marketing,  products,  and  sales  and 
support. 

FAMILY  Wife,  Connie,  is  a  former 
Microsoft  public-relations  person. 
Two  sons.  They  live  in  a  colonial 
house  near  Microsoft's  Redmond, 
Wash.,  campus. 

CAR  True  to  his  Detroit  roots,  drives 
a  red  Lincoln  Continental. 

HOBBIES  Passionate  about  sports. 
A  Detroit  Pistons  fan  and  a  regular 
at  Seattle  SuperSonics  games. 

PERSON  HE  ADMIRES  MOST  His 

parents,  "for  their  balance  of 
patience  and  acceptance  with  moti- 
vation and  agitation." 

WHAT  KEEPS  HIM  UP  AT  NIGHT 

Nothing,  unless  he's  hurt  his  back 
playing  basketball. 

says  Ballmer.  In  an  interview  last  fall  he 
said  Microsoft's  vaunted  long-temi  ap- 
proach to  business  emerged  partly  be- 
cause he  and  Gates  "wanted  to  prove 
our  commitment  to  one  another." 

But  where  Gates  calculates  his 
moves,  Ballmer  simply  makes  them. 
"Steve's  invention  is:  Don't  have  an  ele- 
gant plan.  Do  the  smart,  obvious  thing. 
Then  fix  it  as  you  go,"  says  Peter  Neu- 
pert,  a  former  Microsoft  executive  who 
is  now  CEO  of  DiTjgstore.com. 

As  president,  Ballmer  will  have  to 
be  more  judicious — and  diplomatic.  "He's 
proven  he  can  be  General  Patton,"  says 
Paul  A.  Maritz,  Microsoft's  gi-oup  vice- 
president  for  products.  "Now,  he  has  to 
be  more  like  Eisenhower."  Ballmer  is 


5fi  her,"  Ballmer  says  of  Gates.  ''It's  like  a  marriage" 


Information  Technology 


PRESIDENTIAL  PRIORITIES 

In  his  new  role,  Ballmer  will  focus  on: 


CUSTOMER  SATISFACTION  Ballmer  plans  to  spend  $250  million  this 
year  to  boost  customer  support  and  consulting  staff  by  25%  each.  Next 
month,  he  will  send  hundreds  of  engineers  into  the  field  to  meet  with  cor- 
porate customers  so  they  can  better  understand  their  problems. 


CORPORATE  SOFTWARE  SALES  Microsoft's  Windows  operating  system 
and  desktop  productivity  suite  account  for  the  bulk  of  revenues.  Ballmer 
will  focus  on  increasing  market  share  in  the  corporate  database  and  E-con 
merce  businesses — without  pricing  so  low  that  profits  suffer. 


THE  WEB  BUSINESS  Microsoft  has  invested  more  than  $1  billion  in  onlir 
ventures,  but  it's  still  losing  hundreds  of  millions  a  year.  Ballmer  wants  re' 
enues  to  grow  much  faster,  so  expect  him  to  subject  the  Web  business  to 
the  same  kind  of  stringent  performance  requirements  he  applied  to  the 
sales  organization. 


SMALL  IS  SMART  With  27,200  employees,  Microsoft  is  in  danger  of  catch- 
ing a  bad  case  of  big-company-itis.  Ballmer  will  look  for  ways  to  move  key 
employees  around  internally  so  they  face  new  challenges  and  stay  energized 


working  on  that.  On  Aug.  6,  he  ven- 
tiu'ed  into  hostile  territory  to  meet  vdth 
the  C'E(.)s  of  10  Silicon  Valley  staitups  in- 
tent on  persuading  them  to  see  Mi- 
crosoft as  an  ally.  "I  was  impressed," 
says  Naveen  Bisht,  CEO  of  Ukiah  Soft- 
ware Inc.  in  Campbell,  Calif.  Ballmer 
even  promised  to  call  venture  capitalists 
on  theii'  behalf. 

TO  THE  RESCUE.  Mostly,  though,  Ball- 
mer's new  job  keeps  him  close  to  home 
and  focusing  on  his  two  new  priorities: 
making  sure  all  the  company's  busi- 
nesses are  operating  at  peak  perfor- 
mance and  notching  up  Microsoft's  ded- 
ication to  customer  satisfaction.  "I'm 
going  to  dial  up  my  focus  on  delighting 
customers,"  he  says. 

That  may  sound  like  so  much  mar- 
keting hooey,  but  Ballmer  is  in  earnest. 
Some  customers  say  they  rarely  meet  a 
software  executive  so  attuned  to  their 
needs.  Richard  Schell,  vice-president  of 


information  systems  at  ABC  in  ^ 
York,  says  Ballmer  came  to  the  res 
when  he  ran  into  technical  problem; 
ter  switching  to  Microsoft's  Windows 
software  thi'ee  years  ago.  And  two  y( 
ago,  after  Schell  suggested  a  chang 
Microsoft's  basic  licensing  agrees 
during  a  Microsoft-sponsored  gathei 
of  corporate  customers,  Ballmer  ( 
vened  a  meeting  on  the  spot  and 
solved  the  issue  by  the  next  morning 
find  it  very  comforting  that  within 
huge  domain  of  Microsoft  they  have  i 
a  senior  person  who  is  so  sensitiv( 
customer  needs,"  says  Schell. 

Obviously,  it's  not  altruism  that  dr 
Ballmer.  He  understands  that  for 
crosoft  to  keep  up  its  sizzling  gi'owt 
has  to  make  customers  out  of  million 
people  who  don't  use  PCs  now,  plus 
compelling  reasons  for  corporation; 
buy  upgi-ades.  Part  of  it  is  getting  p 
ucts  out  the  door  faster — like  the  U 


(jog  A  LITTLE  FASTER.) 


Why?  Because  all  sorts  of  companions 
may  unexpectedly  accompany  you. 
That  isn't  surprising  when  you  consider 
that  one  third  of  Germany's  young, 
dynamic  capital  consists  of  forests, 
meadows  and  lakes.  No  other  metropolis 
can  offer  you  such  rural  leisure  activities 
within  its  city  limits:  an  extended  walk  in 
the  Grunewald  forest,  golfing  in  Gatow  or 
sailing  on  the  Havel  or  Miiggeisee  lake. 
We  may  well  be  one  of  the  world's  most 
exciting  cities  for  business  -  strategically 

located  within  the  new,  high-growth 
markets  of  Central  and  Eastern  Europe  - 
yet  we  remain  one  of  the  world's  most 
relaxing  cities. To  take  a  run  through  the 
other  benefits  that  Berlin  offers  as  your 
next  business  location  -  please  contact 
us  at:  Berlin  Economic  Development 
Corporation.  Fax:  +49  (30)  399  80-239, 
e-mail:  info@wf-berlin.de,  internet: 
http://www.berlin.de 
Your  Gateway  to  New  Opportunities. 


^  -  Berlin 


If  you're  reading  this,  you've  obviously  opted  for  the  latter.  Excellent  choice.  If  you  blindly  enter 
the  digital  copier  market,  you  can  wind  up  with  a  machine  that's  actually  slower  than  your  analog  copier. 
!  >r  non-networkable.  Or  remarkably  user-unfriendly. 

Do  your  homework,  though,  and  you  can  discover  a  rarity.  The  Oce  3165  Digital  Copier/Printer.  What 
makes  it  special?  For  starters,  it's  the  most  productive  in  its  class,  printing  faster  (62  ppm)  and  going  longer 
between  service  calls  than  other  digital  copiers.  It's  also  truly  networkable,  which  means  you  can  print, 
collate  and  staple  right  from  your  desk.  And  it  links  quickly  and  painlessly  with  virtually  any  network. 

As  for  user-friendliness,  Oce  has  created  the  Image  Logic  system  to  optimize  graphics  with  the  touch  of  a 
button,  while  the  proprietary  Copy  Press  technology  virtually  eliminates  paper  jams.  And  these  features  are  just 


typical  of  the  technological  superiority 


can  reinforce  the  sense  that  you 


built  into  every  Oce  copier.  All  of  which 


have,  indeed,  made  the  right  choice. 


See  how  rewarding  a  little  reading  can  be? 


Oce  3165  fully-networkablc  Digital  Copier/Printer 
is  the  most  productive  machine  in  its  class. 


Avoid  an  'expensive  m/srale;  Get  a  free  copy  of  The 
Digital  Copier  Buyer's  Guide.  Call  1-888-462-3872,  ext.  166 
Find  even  more  info  at  www.oceusa.com 
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Business  Intelligence 


Has  it  crossid  the  chasm? 


Over  the  past  several  years ,  an  innovative  business  approach  has  gairied  an  increasingly 
high  profile.  Business  intelligence  gives  companies  the  ability  to  extract  greater  value  from 
corporate  information  to  enable  everyone  across  the  enterpiise  to  make  better  decisions  that 
directly  impact  the  bottom  line.  Leading  organizations  worldwide  are  already  achieving 
sigtiificant  competitive  adi'antage  with  business  intelligence.  But  has  it  reached  a  critical 
mass?  Is  it  moving  beyond  being  the  "invisible"  advantage  of  Fortune  1000  companies  to 
become  an  essential  component  of  mainstream  busiriess  .m<i:cl'ss.' 


Passing  m  Mainstream  Test 

To  answer  these  qiiestions,  consieier 
what  mainstream  decision  makers 
demand  trom  a  business  approach. 
Fir>t,  a  record  ot  proven,  bottom-line 
results.  Secotid,  mature  products  and 
pix^tessional  services  to  address  the 
complete  range  ot  enterprise  needs. 
Third,  the  security  ot  dealing  with  an 
established  market  leader  ottering 
best-ot-breed  products  and  global  sup- 
port. And  fourth,  tast  and  easy  deploy- 
ment using  an  organi:atiori's  existing 
IT  infrastructure  —  often  this  is  the 
single  most  important  determinaiit  ot 
whether  a  techiiology  achieves  main- 
stream acceptance. 

As  the  worldwide  business  intelli- 
gence market  leader,  Cognos  Corj^- 
oration  ot  Burlington,  Mass.,  is 
tmiquely  positioned  to  adclress  all  ot 
these  criteria.  Through  developing 
products  that  solve  customers'  specific 
business  problems,  Cognos  has  disco\-- 
ered  effecti\'e  ways  to  use  business 
intelligence  in  every  department  ot 
e\  ery  enterprise,  and  in  e\'ery  industry'. 
Today,  organizations  like  Domino's 
Pizza,  Ford,  Johnson  &  Johnson  and  the 
National  Association  ot  Security 
Dealers  (NASD)  are  cuttiiig  costs, 
increasing  efticiency  and  eirabling  new- 
strategic  capabilities  by  adopting 
Cognos'  avvard-winnii^g  busiriess  intel- 
ligence software.  This  market  leader- 
ship is  e\'ident  in  Cognos'  strategic 


technology  partnerships  with  other 
industry'  leaders  such  as  IBM,  Microsoft, 
PeopleSoft,  Oracle  and  SAP.  And 
Cognos  business  intelligence  software 
deploys  easily  and  quickly  across  the 
enterprise,  typically  delivering  return 
oil  investment  within  30  to  90  days. 

Seuing  the  Agenda 

The  conier.stone  ot  Cognos'  success 
has  been  endurini: 


customer  relation- 
ships. As  technolo- 
gies and  business 
needs  have  e\-ol- 
ved,  Cognos  has 
responded  with 
new  products  that 
extend  busiriess 
intelligence  capa- 
bilities. Thanks  tc> 
these  pioneering 
eftorts,  a  paradigm 
shitt  has  occurred 

within  many  leading-edge  companies 
managers  nov\-  expect  to  be  ;iblc  ti 


<  Organizations  like  Domino's 
Pizza,  Ford,  Johnson  &  Johnson 
and  the  National  Association 
of  Security  Dealers  (NASD) 
are  cutting  costs,  increasing 
efficiency  and  enabling  new 
strategic  capabilities  by  adopt- 
ing Cognos '  award-winning  busi- 
ness intelligence  software.  > 


easily  access  corporate  data  anc 
it  from  any  angle,  in  any  combin 
They  expect  that  creating  repor 
not  be  complex  or  time  consu 
They  expect  to  be  able  to  automi 
ly  uncover  hidden  factors  imp; 
their  busiriess.  In  other  words, 
ness  intelligence  has  become  i 
to  how  they  achieve  and  sustain 
petitive  advantage. 

The  Power  of  the  Web 

As  business  intelligence  entei 
mainstream,  Cognos  has  devt 
products  that  leverage  the 
Wide  Web,  which  has  emetj 
a  mainstream  computing  plai 
Through  the  Web,  business 
gence  capabilities  can  be  distrl 
to  an  entire  organization.  As  a 
every  departmei 
a  broader  pers 
of  their  impact 
organization, 
impact  of  other 
ments  on  theirs 
can  plan  betfc 
coordinate  tb 
of  information 
the  orgariizatior 
call  better  align 
mental  goals 
long-range  coi 
goals.  The  re 
better  decisions,  ever\'  day  —  by 
1  me  in  the  organization. 


Learn  how  other  companies  hove  used  business  intelligence  to  cross  the  chasm  to  increased  competitiveness. 
Order  your  free  copy  of  The  Multidimensional  Manager  book  at  www.cognos.com/chasm. 


k  n  o  w . 


Knowing  wlitil  is  clfi\lnt>  business  (^i\fs  yoii  llic 
power  to  inlluence  wlicrc  il  ^oes.  Cos^nos  puis  lluil 
power  in  tlie  Kands  ol  every  manager  williin  your 
entire  organization.  Our  w  ()i"lcl-leaclin!^  Busiin'ss 
Intelligence  software  lets  maTia<!;ers  access  and 
analyze  multidimensional  corpoi-ale  tiala  \\  liene\er 
tKey  need  it.  To  reveal  liidden  relalionsliips.  lo  s|iol 
key  trends  and  opportunities. 


lo  plan  more  ellecliNC  si  rales^ies.  lo  maijc  rnori' 
mioi'med.  l)eltt'r  decisions.  cNcry  da\.  I'lnil  out 
liow  C  o(!>n()s  Business  Inlellii^ence  can  impact  your 
liotlom    line  willim  ila\s  1)\   asljin;!;  lor  a  Irec 

cons  ol  the  M  Li  1 1  ill  I  men  s  lona  1  M.-  inaLjrr.  t  lie 
au  I  liorital  1\ e  yuide  to  i  m  piemen  1 1  n  t;  IJiisiin'ss 
1  iiti'llii^ence  in  \ ( lur  i )rqani/al ion.  (  all  l-S( )( )- V2(')- 'l()()7 
ext.  2'2()7  or  \  isil  our  w  ell  site. 


www.cog'nos.com/g'aiii 

Cognos,  the  Cognos  logo,  and  Betler  Decisions  Every  Dsy  are  Ifademarks  ol  Cognos  Inc. 


Better  Decisions  Every  Day 


Jack  Culley 

Worries  about  construction 
delays  (50%  chance  of  rain), 
failing  debris 


We're  Hver  100  brands  and  otJtiiDan^ran^ins  from  piihlishinR  to  finam 
services  to  media.  And  with^andard  &  Poor's  and  Business  We 
we  help  him,  and  millions  of  people  like  him,  build  their  portfoh 


WW  w.#c  g  r  a    h  1 1 1 .  c  o  m 


The  McGraw-Hill  Companies 

Keeping  the  world  up  to  spe 


elcome  basket 


filled  with  thingsjou  wont  eat. 


Free  local  calls. 

What's  really  important  to  you  is  all  that's  important  to  us. 
That's  how  to  run  a  hotel.  For  reservations  at  Quality  Inn 
or  Quality  Suites,  visit  vvww.qualityinn.com  or  call 
1-800-228-5151  or  your  travel  agent. 


QuaUty 


Inns  'Hotels  •  Suites 


HOW  TO  RUN  A  HOTEL: 


How  well  positioned 

is  your  company 

to  attract  top  talent? 


Competing  for  top  talent 

goes  beyond  a  hefty  salary  offer. 

Learn  more  from  the  new 

nationwide  Private  Company 

C  o  in  p  e  n  sat  ion,  Benefit 

and  Wealth  Transfer  Study. 

Visit  our  Web  site  for  a  preview. 

www.mfin.com 


M  Financial  Group 

205  SE  Spokane  St.  Portland,  OR  97202 
503  232-6960     Fax:  503  238-1621 


Ah,  the  joys  oi  the  office.  Wliere  the  hours  can  sHp 
by  taster  than  gossip  at  the  water  cooler.  A  change 
ot  scene  could  do  wonders  for  your  productivity. 
And  new  Symantec  pcTelecommute'^'^  is  just  the 
sokition.  It  has  everything  you  need  to  work  from 
the  one  place  you  can  get  things  done  -  at  home.  You  can  send  taxes,  synchronize  files  with  your 
office  PC,  and  access  office  files  and  applications.  You  can  even  monitor  your  work  and  quickly 
create  status  reports  for  your  manager.  (Wlio  says  you  can't  impress  your  boss  from  home?)  Leave  the 
chaos  for  your  coworkers.  Run  a  demo  of  pcTelecommute  or  download  your  free  trial  version  at 
www.symantec.com/pctelecommute/. 


Symantec  Corporation  and  the  Symantec  logo  are  U  S  registered  trademarks  of  Symantec  Corporalion.  Symantec  pcTelecommute  is  a  trademark  of  Symantec  Corporation.  Microsoft,  Wini 


TMAN 

ler  is  always  up  for  company 
jinks.  In  November,  1988,  he 
I  across  a  chilly  Microsoft 
,  on  a  dare 

0  much  to  root  out  problems  as  to 
em  in  the  bud.  "Nothing's  wrong," 
ys.  "But  many  things  could  go 
r  if  we  don't  prepare  today." 

just  that  kind  of  edginess  that 
d  Gates  on  the  path  to  appointing 
er  president.  In  a  memo  to  the 

of  directors  and  top  execs  last 
nber,  Gates  revealed  his  frustra- 

Less  than  half  of  his  time  was 

thinking  about  technology.  And 
as  concerned  that  Microsoft  was 
ling  too  bureaucratic.  Then  there 
he  .Justice  investigation — which  re- 

1  in  a  May  lawsuit  charging  Mi- 
ft  with  anticompetitive  business 
,ces.  "He  was  feeling  a  bit  over- 
led  and  not  having  as  much  fun  as 
i  past,"  says  board  member  .Jon 
lirley,  who  was  Microsoft's  presi- 
for  much  of  the  1980s. 

ll,  it  took  more  than  six  months  for 
oard  to  settle  on  making  Ballmer 
lent.  One  hangup  was  his  fieiy  per- 
ty.  "Steve's  greatest  strength  can 
16  seen  as  a  weakness,"  says  boai'd 
)er  and  Ballmer  friend  David  Mar- 
t.  Ballmer  shouts  when  he  gets  ex- 
or  angry — his  voice  rising  so  sud- 

that  it's  like  an  electric  shock. 

could  be  intimidating  to  people 


shoe  horn  and  a 
polishing  cloth  injour  room. 

A  coffee  maker  and 
coffee  in  your  room. 

Multi-cup  coffee-maker,  Maxwell  House  coffee.  Sorry,  nothing 
for  your  feet.  What's  really  important  to  you  is  all  that's 
important  to  us.  That's  how  to  run  a  hotel.  For  reservations  at 
Quality  Inn  or  Quality  Suites,  visit  www.qualityinn.com  or 
call  1-800-228-5151  or  your  travel  agent. 


Quality 
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HOW  TO  RUN  A  HOTEL! 


YOU 

SHOULDN'T  HAVE 

TO  SACRIFICE 
EVERYTHING  FOR 
A  N    M  B  A . 

{Like,  foj- example,  a  paycheck} 


You  should  consider,  instead,  a  unique  program  that  combines  sophisticated 
interactive  distance  education  with  face-to-face  residential  classroom  sessions  on 
four  continents.  So  you  can  earn  a  Global  Executive  MBA  -  from 
Duke  University,  no  less  -  without  leaving  your  job.  For  more 
information,  call  919.660.7804  or  visit  www.fuqua.duke.edu. 
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The  new  ii^eractive  computer  shopping  guL 
Pound  only  on  Business  Week  Online. 


lidn't  have  a  lot  of  self-esteem," 
^(.ott  McGregor,  a  Windows  devel- 
it  manager  in  the  mid-1980s  who  is 
top  executive  at  Pliilips  Semicon- 
s.  By  the  early  1990s,  Ballmer  had 
e  thi'oat  sui'geiy  to  fix  problems 
!it  on  by  shouting. 

FACTOR.  Then  there  was  the 
Reno  incident.  Last  fall,  in  front 
oiters,  he  made  the  colossal  blun- 
■  sneering  "To  heck  with  Janet 

after  the  Justice  Dept.  sued  Mi- 

.  That  comment  made  headlines 
lut  Microsoft's  already  battered 

Ballmer  says  he  deeply  regi'ets 
mment.  "That's  the  way  I  am," 


^thing's  wrong.  But 
r  my  things  could  go 
vrong  if  we  don't 
prepare  today" 


s.  "I  have  to  work  on  being  a 
version  of  myself." 
irding  to  Shirley,  Gates  cleared 
ay  for  Ballmer's  promotion  by 
y  sure  each  of  the  executives  who 
report  to  him  was  satisfied  with 
rangement  and  by  convincing  the 
that  he  could  modify  his  behavior, 
lay  be  sorely  tested  in  coming 
hen  Justice  Dept.  attorneys  grill 
•r  in  a  deposition.  So  far,  though, 
ne  of  the  few  top  Microsoft  exec- 
A  ho  has  not  been  portrayed  as  a 
ly  in  government  filings, 
mer's  friends  forgive  his  excesses, 
en  some  Microsoft  critics  ai-e  will- 
cut  him  slack.  "I  find  him  re- 
ig.  There's  a  joy  and  love  of  life 
lim,"  says  Ken  Wasch,  dh'ector  of 
ftware  Publishers  Assn.  Ballmer 
ble  most  of  the  time.  He  cracks 
ind  laughs  and  says  things  such 
I  la  la!"  People  waiTn  up  to  him 
e  he  has  an  incredible  knack  for 
ibering  their  names— and  even 
ids'  ages. 

t  of  all,  Ballmer  is  an  all-around 
5port — always  up  for  company 
inks  and  publicity  stunts.  He 
across  a  chilly  Microsoft  campus 
1  November,  1988,  on  a  dai-e.  And 
ar,  he  and  Gates  portrayed  a  cou- 
buddies  out  for  a  drive  in  a  video 
of  a  Volkswagen  ad  that  was 
at  pubhc-relations  events.  They 
up  a  Sun  Microsystems  comput- 
n  the  side  of  the  I'oad — then  un- 
it after  they  noticed  a  stench, 
it  drives  this  unconventional 


chocolate  covered  mint 
and  a  form  letter  from  the  manager, 

A  big  desk  and  a  place 
to  plug  in  your  computer. 

What's  really  important  to  you  is  all  that's  important  to  us. 
That's  how  to  run  a  hotel.  For  reservations  at  Quality  Inn 
or  Quality  Suites,  visit  www.qualityinn.com  or  call 
1-800-228-5151  or  your  travel  agent. 
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If  you  didn't  need 
to  know  this  stuff, 

we  wouldn't  interrupt 
your  weekend. 


Somewhere  right  now,  business  news 
is  breal<ing  that  will  have  an  impact  on 
your  life.  That's  why  there's  "This  Week 
in  Business"  on  PBS.  Join  host  Sheilah 
Kast  for  the  business  news  you 
absolutely  need  to  know. 
Weel<ends  on  PBS. 
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At  Savin  we  have  one  simple  goal.  To  be  the  one  document 
output  company  that  answers  all  your  document  handling  needs. 

That's  why  we've  been  working  overtime  to  bring  you  the 
forward-thinking,  award-winning  technology  essential  to  boosting 
productivity  in  today's  digital  ofhces.  With  fast,  versatile,  connectable 


digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  — 
right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into 
^  brilliant  hard  copy. 

'  — ^  But  advanced  digital  technology  is  Just  the  beginning.  Because  at  Savin 

we're  working  hard  on  becoming  the  fastest,  most  responsive  name  in  the 
business.  With  smart,  highly-trained  Savin  professionals  who  will  do  what- 
ever it  takes  to  give  you  the  satisfaction  and 
service  you  deserve. 
To  find  out  just  what  we'll  do  to  be  your 
next  —  and  last  —  document  output  company, 
contact  us  at  1-800-234-1900  or  www.savin.com. 


sai/in 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER'' 

SAVIN  CORPORATION,  333  LUDLOW  ST.,  STAMFORD,  CT  06V04 


ai  ?  As  a  child,  Ballmer  was  keen  on 
)lj  nng  a  mother  he  adored  and  a  de- 
ni  ling  Russian  immigi-ant  father.  His 
'a  ^r,  who  worked  in  accounting  at 
'  i  Motor  Co.,  didn't  go  to  college, 
u  Ballmer  can  remember  being  told  in 
K  ncertain  terms  when  he  was  eight 
hi  he  would  attend  Harvard.  His  dad 
ui  a  relentless  work  ethic  and  urged 
K\  g  Steve  and  his  kid  sister  to  buck- 
e'  )wn.  "He'd  always  say  'If  you're 
;(  r  to  do  a  job,  do  the  job,' "  Ballmer 
e  lis.  And  he  remembers  that  his 
;ij  dfather,  a  veteran  of  the  czarist 
ri  '  who  sold  used  auto  parts,  gave 
1  a  $6-per-month  allowance,  but  in- 
i  1  that  he  turn  it  over  to  his  moth- 
1  oerhaps  the  genesis  of  Ballmer's 
i  idary  tightfistedness  at  Microsoft. 
I,  i  WHIZ.  Ballmer  wasn't  always  so 
i(    He  was  shy  as  a  child — so  much 
c  e  remembers,  tnat  he  hypei-venti- 
1  I  before  headirg  off  to  Hebrew 
c  )1.  He  only  became  confident  once 
,(  ot  used  to  new  people  and  situa- 
!(  .  As  a  scholarship  student  at  De- 
r  Country  Day  School,  he  was  a  spir- 
;(  -if  mediocre — defensive  tackle  on 
h  'eliow  Jackets  football  team.  Child- 
(   friend  Steve  Pollack,  the  team's 
I  ate  center,  bested  him  eveiy  time 
I  ig  scrimmages.  "But  Steve  would 
t  r  give  up.  He'd  keep  coming  and 

0  ng,"  says  Pollack. 

illmer  turned  out  to  be  a  math 
—ranking  in  the  top  10  among 

1  igan  high  schoolers  on  a  statewide 
?  -helping  him  achieve  his  father's 
)  n,  a  Harvard  education.  There,  he 

Tien  he  sneered  "To 
ickwith  Janet  Reno!" 
last  fall,  it  cost  the 
company  dearly 

'  is  stajt  as  a  leader — as  manager  of 
ootball  team,  the  Hanmrd  Crim- 
tudent  newspaper,  and  the  literaiy 
1  izine.  But  it  was  his  hookup  with 
)lmate  Bill  Gates  that  sealed  his 
!  IS  a  futui'e  captain  of  industry 

ley  lived  at  opposite  ends  of  a  dor- 
'  y  floor — but  their  shared  passions 
)  lath  and  science  brought  them  to- 
f  er.  They  teamed  up  to  study  and 
•eted  fiercely  at  trivia  games  and 

I  ademics.  Ballmer  still  rues  the  day 
■I  r;  s  outscored  him  with  a  final  test 
J.l  e  of  99  to  Ballmer's  97  in  a  macro- 
^jjiomics  course  for  which  neither  of 

I I  attended  a  single  class.  The  com- 


f^_^he  radio  tuned  to  a  station 
that  will  putjou  to  sleep. 

A  Serta  Sleeper 
mattress. 

What's  really  important  to  you  is  all  that's  important  to  us. 
Like  getting  a  great  night's  sleep  on  the  Quality  Sleeper  by 
Serta.  That's  how  to  run  a  hotel.  For  reservations  at  Quality 
Inn  or  Quality  Suites,  visit  www.qualityinn.com  or  call 
1-800-228-5151  or  your  travel  agent. 
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petitive  jousting  continues  to  this  day. 
Gates  and  Ballmer  recently  brought  a 
staff  meeting  to  a  temporaiy  halt  while 
they  tussled  over  exactly  how  much 
bigger  BellSouth  is  than  U  S  West. 

These  days,  Balbner's  commitment  to 
Microsoft  matches  that  of  Gates.  Some- 
times, he'll  handle  ovei*seas  business  re- 
views from  7  a.m.  one  morning  to  2 
a.m.  the  next.  And  no  marketing  stunt 
is  too  wacky.  Take  the  time  he  dressed 
in  a  baseball  outfit  for  the  launch  of  Of- 
fice 97  at  Club  El  Nogal.  a  nightclub 
in  baseball-ci-azj'  Bogota,  Colombia.  With 
the  mention  of  each  new  product  fea- 
ture, he  was  to  tlirow  a  pitch  to  profes- 
sional ballplayers  standing  in  the  audi- 
ence. But  one  of  his  tosses  smacked  a 
customer  in  the  head.  Ballmer  jumped 
off  the  stage  and  i-ushed  to  the  stricken 
man — who  was  not  seriously  injui-ed. 

WTiile  there  are  occasional  misfii-es, 
Ballmer's  intensity  usually  delivei-s.  One 
example:  the  sales  organization.  When 
he  took  charge  in  1992.  Microsoft  did 
little  more  than  advertise,  ship  prod- 
ucts to  distributoi-s,  and  wish  them  luck. 
Ballmer  segmented  the  market  into  six 
categories — such  as  consimiere  and  lai'ge 
coiporations — and  built  organizations  to 
address  each  of  them. 
SALES  SAVVY.  In  the  coiporate  mai'ket, 
Ballmer  decided  that  Microsoft  should 
not  try  to  copy  IBM's  strategy'  of  build- 
ing huge  dii-ect-sales  and  consulting  op- 
erations. Instead,  it  would  make  aUies  of 
thousands  of  consultants,  resellers,  and 
systems  integrators  who  would  carry 
its  products  to  many  more  customers 
than  IBM  could  ever  reach.  "He  saw  the 
power  of  the  many,"  says  .Judy  Sims, 
CEO  of  reseller  Software  Spectram  Inc. 
The  result:  Microsoft's  entei-prise  sales 
organization  reached  S4  billion  in  rev- 
enues last  fiscal  year — up  about  40%  in 
each  of  the  past  thi-ee  years. 

Ballmer  also  cultivated  the  softwai-e 
companies  that  specialize  in  enteiprise 
applications,  such  as  manufacturing  and 
inventoiy  programs — persuading  them 
to  build  their  products  on  top  of  Win- 
dows NT.  Says  Paul  Wahl,  ceo  of  coi-po- 
rate  software  maker  .s.^p  America  Inc.: 
"Steve  spotted  early  that  he  needed  .sap 
to  make  NT  a  success — to  demonstrate 
that  it  was  really  ready  for  prime  time." 
Ballmer  offered  engineering  help,  and 
SAP  agreed  to  port  its  r/3  suite  of  en- 
teii^rise  applications  to  Windows  NT.  It 
was  a  win  for  both  companies:  s.4P  in- 
stallations that  are  built  on  top  of  nt 
went  fi'om  zero  to  55%  in  fom-  years. 

Ballmer  is  relentless  when  it  comes  to 
closing  a  sale.  too.  Two  yeai's  ago.  after 
Boeing  Co.  told  Microsoft  it  planned  to 
choose  Lotus  Notes  over  its  Exchange 


LIGHTS,  CAMERA, 
SPOOF! 

Last  year,  Gates  and  Ballmer 
appeared  in  a  video  that  was 
shoim  at  public-relations 
even  ts.  They  picked  up  a  Sun 
Microsystems  computer  from 
the  roadside — then  unloaded 
it  when  they  noticed  a  stench 


E-mail  program,  Ballmer  called  ; 
emergency  meeting  of  salespeople  ai 
engineers  and  told  them  this  would  be 
test  of  Microsoft's  ability  to  be  a  corp 
rate  computing  player.  Some  72  hours 
nonstop  strategizing  and  softwai-e  codij 
ultimately  changed  Boeing's  mind.  No 
the  aircraft  giant  is  Microsoft's  large 
E-mail  customer — putting  Exchange  > 
more  than  200,000  computers.  "It  ju 
came  dowTi  to  them  committing  to  ma 
it  work,"  says  Daniel  Smith,  Boeinj 
liaison  with  Microsoft. 
]  Ballmer  has  come  a  long  way  as 
manager  duiing  his  stint  in  sales.  Pi-e' 
ously,  he  i-an  product  development — wi 
mixed  results.  After  taking  over  W: 
dows  in  1984,  he  drove  engineers  relei 
lessly  to  meet  an  autumn,  1985,  laun 
deadline,  but  when  Windows  1.0  was  i 
leased,  it  flopped.  It  took  Ballmer  .- 
more  years  to  produce  Window^s  3.1 
which  finally  took  the  world  by  stonn 

People  w^ho  w^orked  for  Ballmer 
the  1980s  say  he  didn't  understand  t 
development  process  well  enough 
manage  a  product  gi-oup  well.  But 
has  picked  up  a  lot  of  technical  kno^ 
edge  since  then.  "Tlie  man  says  he's  i 
technical,  but  if  you  tell  him  somethi 
now,  he'll  remember  it  at  eveiy  meetd 
after  that  when  it  comes  up,"  sa 
Richard  Tong,  vice-president  for  m; 
keting  in  the  applications  division. 

But  back  when  the  president's  pc 
tion  ca.me  open  in  1992,  after  ]VIichael 
Hallman  left,  the  board  passed  BaUir 
over — creating  a  three-person  Office 
the  President.  "There  was  gene 
agi'eement  between  Bill  and  the  rest 
us  that  we  wanted  him  to  mature  so: 
more — to  prove  he  could  handle  a  lai 
gi'oup  of  people  who  weren't  develi 
ers,"  says  boai'd  member  Shirley. 

Ballmer  passed  that  test.  Now, 
has  another  mountain  to  chmb  as  1 
crosoft's  president.  While  he  does 
have  a  master  plan  yet,  he  wants  wh 
ever  he  does  to  make  the  27,200-p 
son  company  more  nimble.  His  mo( 
the  way  Microsoft  changed  direction 
catch  up  with  the  Internet  wave.  "Pr 
lemi  Brainpower  invoked!  Solution!  1 
ecution!  Go  for  it!"  he  says,  pound 
his  fist  into  his  palm  for  emphasis, 
we  can  just  work  that  way  eveiy  c 
we'll  be  able  to  get  out  ahead." 

Ballmer  might  well  be  able  to  ki 
up  that  i-elentless  level  of  intensity.  ) 
if  he  overdoes  it,  he  risks  alienating 
veteran  managers  who  report  to  h 
His  challenge  is  to  find  just  the  ri 
mix  of  ui'gency  and  deliberation.  I 
that's  got  to  be  tough  for  a  guy  who 
celerates  when  he  runs  up  hills. 

By  Steve  Hamm  in  Redmond,  WtM 
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ironic.  Danka's  core  business  is  office  autoniation  equipment,  but  what's 
fueled  our  phenomenal  growth  has  less  to  tlo  u  ith  machines  than  with 
ople  and  their  ideas. 

e  our  approach  to  client  relationships.  We  refuse  to  sell  anything  until  we 
itand  each  client's  document  operations.  This  means  listening,  analyzing 
business,  then  recommending  the  best  possible  solution.  If  we  don't 
stand  your  business  needs,  we  have  no  business  talking  to  you. 
re  experts  in  digital,  analog,  color,  high  speed  and  print-on-demand, 
ng  the  latest  technology  from  Kodak,  Hewlett-Packard.  Toshiba.  Canon, 
ta,  OmniFax  and  more. 
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PERTISE    CAN     IMPROVE    YOUR     BUSINESS  OPERATIONS. 

Danka  brings  all  this  brainpower  to  bear  in  finding  clients  cost-effective 
solutions  that  increase  efficiency  and  jiroductn  it\'. 
f,x^<Li'U-  f''.cLruwemtJit.  Tkf  E^o  Ir.i'j 

Our  innovation  also  helps  clients  through  comprehensive  facilities  manage- 
ment services:  supplying  the  equipment,  people  and  resources  for  document 
production,  mail  distribution  and  other  critical  areas  of  operation.  Y  ou'll  get  the 
latest  technology  with  reduced  capital  expenses  and  controlled  personnel  costs. 
We're  so  good,  we  handle  one  of  the  world's  largest  print-on-demand  operations. 

Funl  out  iiKire  .ibout  what  Danka  can  do  tor  you.  With  boxes,  and  thinking 
outside  them.  t;ali  1 -800-OK-DANR.\.  ■ 
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hen  the  grass  is  greener 
on  the  other  side  of  the  fence, 
it  may  be  that  they 
take  better  care  of  it  there. 

—  Cecil  Selig 


ZURICH 


Going  beyond  business  as  usual.  Providing  you  with  innovative  insurj 
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Social  Issues 


HEALTH  CARE 


MEDICAL  CARE 
ON  A  CARD 

Can  a  European  import  fix  what  ails  America? 


It  remains  an  enduring  image  from 
the  White  House's  failed  campaign 
for  health-cai-e  refoi-m:  In  1993,  Pres- 
ident Clinton  stood  before  the  na- 
tion flashing  a  mock  "health  security 
card."  The  plan  was  to  link  such  cards 
to  a  national  database  containing  Amer- 
icans' complete  medical  histories, 
promising  huge  efficiencies  and  speed- 
ing communications  between  doctors 
and  hospitals. 

That  scheme  has  sputtered  in 
the  U.  S. — but  not  in  Dr  Hein- 
rich  Fien's  office  in  Karlsruhe 
Germany.    There,  visitors 
hand  receptionist  Suzanne 
Stiegel  a  smart  card — ba- 
sically, an  I.D.  card  with 
an     embedded  chip. 
Passed  through  a  slot  in 
Stiegel's  computer  key- 
board, the  card  provides 
each  patient's  name,  ad- 
dress, and  insurance  in- 
formation, all  linked  to 
medical  files  stored  in  the 
computer  system.  After 
treatment,   the  system 
sends  an  electronic  claim 
to  the  insurer.  No  paper  forms,  no 
headaches.  "This  system  is  so  much  eas- 
ier," Stiegel  says. 

Smart  cards  have  become  a  staple  of 
European  life  in  the  past  decade,  used 
for  everything  from  phone  calls  to  bet- 
ting on  horse  races.  Now,  plastic  is 
pushing  into  health  care.  Germany  has 
used  medical  smart  cards  since  1995, 
and  P'rance.  Belgium,  and  Slovenia  are 
close  to  instituting  similar  schemes  na- 
tionwide. Across  Europe,  some  200  pilot 
projects  are  in  the  works,  forming  the 
backbone  of  what  could  become  a  Con- 
tinentwide  network  (table). 
BIG  SAVINGS.  Indeed,  about  100  million 
Europeans  will  hold  medical  smart  cai'ds 
by  yearend,  a  figure  that  should  double 
by  2000,  says  Cap  Gemini  consultant 
Herve  Doare.  While  early  versions  of 
the  French  card,  to  be  launched  nation- 
wide in  1999,  will  service  only  adminis- 
trative functions,  a  successor,  due  in 
2000,  will  beai-  patients'  medical  records. 
GeiTnany's  cards  soon  will  include  drug 


prescriptions,  and  Holland  is  eciuipping 
ambulances  vdth  card  readers. 

Such  systems  could  produce  monu- 
mental savings  for  the  Continent's  bloat- 
ed health  system,  where  expenditures 
are  rising  faster  than  gross  domestic 
product.  The  French  government  hopes 


PATIENTS'  PLASTIC 

A  few  of  Europe's  medical  smart- 
card  projects  in  the  works 

iSCnSlA  pilot  project 
records  drug  prescriptions  on  a 
chip  card,  giving  doctors  a  snap- 
slnot  medical  history 

EIS233I  Three  pilots  are  under 
way  to  provide  cards  for  students, 
the  elderly,  and  children 

EHEuiEli  Cards  link  the  elder- 
ly and  disabled  with  ambulance 
services,  emergency  units,  and 
pharmacies 

B  J']:iit'I^f.^iB  Diabetes  victims 
will  get  cards  that  track  their 
insulin  intake,  blood  tests,  and 
checkups 


DATA:  BUSINESSWEEK 


by  2005  to  phase  out  8,700  jobs  rel;. 
to  paper-based  medical  transactions, 
ing  $333  miUion  a  year.  But  health 
vocates  also  anticipate  that  smart  a 
will  foster  better  medical  care.  Ph 
cians  will  get  instant  access  to  patif 
blood  types,  allergies,  and  lab  te 
speeding  diagnoses.  Using  search 
gines  to  comb  through  databases  ot 
tient  records,  even  doctors  in  reni 
villages  will  be  able  to  locate  collea^-; 
handling  simiiai-  cases  to  compare  syj: 
toms  and  treatments. 

That's  why  the  European  Conu^ 
sion  is  working  v/ith  local  governmi 
to  prepare  for  a  coherent,  interlin 
system  and  has  set  up  a  team  to 
dress  seciuity  and  standardization  p 
lems.  The  Eiu'opean  Parliament  alrt; 
has  recommended  distributing  a  vo: 
tary  Continentwide  emergency  Ci 
called  Health  Passport,  in  1999. 
"CULTURAL  ISSUE."  Before  a  Cc 
nental  netwoi'k  can  fly,  E' 
peans  must  overcome  c 
peting  languages  and  1 
systems.  Even  more  dal 
ing  are  privacy  concei 
which  vaiy  gi'eatly  arr 
nations.  Belgians,  for  exj 
pie,  prefer  not  to  have  tl 
insurers'  names  printed 
their  cards — so  physic 
will  need  special  cardii 
access  such  data.  "This  < 
cultui'al  issue,  which  is  r 
complicated  than  techno  j; 
and  will  consequentlyiJ 
slower,"  says  Philippe  C 
manager  of  Santal,  a  cai'd 
ject  co-sponsored  by  France  and 
European  Commission. 

A  Continentwide  scheme  could  pi'i 
a  huge  win  for  the  vendors  suppliE 
most    projects — France's  Gemi 
Groupe  Bull,  and  Schlumberger, 
Germany's  Giesecke  &  Devrient,  0 
and  Siemens.  The  companies  also  1 
the  European  boom  will  ignite  inte 
in  the  U.  S.  Ah-eady,  the  Group  of  E 
has  launched  pilots  in  North  Dak 
Wyoming,  Nevada,  West  Virginia, 
Washington,  hoping  someday  to 
them  to  a  global  network. 

It  won't  be  an  easy  sell,  though, 
rope  leaped  into  smart  cards  earh 
because  it  lacked  an  advanced  tele( 
munications  infrastructure.  America 
better  telecom  technology,  so  smait  c 
inherently  ai'e  less  appealing.  Health- 
providers  are  looking  for  an  econ- 
payback  that  will  justify  the  hugi 
vestment  such  a  system  requii'es.  W 
two  yeai's,  the  experiments  should  s 
how  well  smart  cards  translate. 

By  Inka  Resch  in  l 
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WINCING 


ALT!  YOU  MAY  OWE 
IHE  IRS  $500  MILLION 

V  '  Laidlaw's  tax  flap  has  other  multinationals  worried 


10  become  North  America's  No.  1 
ambulance  and  school-bus  contrac- 
tor, Canada's  Laidlaw  Inc.  has  rid- 
den an  outsourcing  trend  among 
n   als  and  school  districts.  Tired  of 
\>  istly  hassle  of  owning  and  operat- 
'.^  leir  own  vehicle  fleets,  many  have 
a  Laidlaw  to  transpoit  patients  and 
■1  I  children.  The  strategy  has  helped 
^1  revenues  soaring  flve-fold,  to  $3 
:il  1  today.  And  to  fund  the  rapid 
■B  th,  Laidlaw  hit  on  a  clever  tax 
■n!  gement.  To  buy  out  competitors 
1  I  U.  S.,  where  the  canier  ""liiiiisiii" 
o<|  90%  of  its  business,  the 
lu!  igton  (Ont.)-based  com- 


ry.  That  would  swallow  almost  all  of  its 
1997  operating  income  of  $617  million. 

Bad  enough,  but  the  case  also  has 
big  implications  for  other  foreign  multi- 
nationals. The  allegations  have  sent  a 
chill  through  these  companies  doing 
business  in  the  U.  S.  Many  of  them  use 
similar  financing  for  their  American 
units,  and  they  fear  the  iRS  could  hit 
them  next.  Says  accountant  Charles 
Taylor  of  DeLoitte  &  Touche:  "No  one 
wants  to  be  in  a  Laidlaw  situation."  He 
and  other  tax  accountants  are  scram- 


ai  used  low-cost  financing 
fi  led  tlu-ough  a  subsidiary 
1  European  tax  haven. 

t  Laidlaw  just  hit  a  ma- 
tr  leed  bump.  The  Internal 


THE  CASE  AGAINST  LAIDLAW 

According  to  the  IRS,  the  Canadian  company... 

MADE  DUBIOUS  LOANS  A  Laidlaw  finance  affiliate  in 
the  Netherlands  shipped  almost  $1  billion  in  capital  to  its 
struggling  American  operations.  But  unlike  a  real  loan, 


bling  to  see  if  their  clients  are  vulnera- 
ble to  IRS  sci-utiny. 

Accountants  say  the  agency  has  ques- 
tioned several  Laidlaw-like  arrange- 
ments during  routine  audits  in  recent 
yeai's,  but  so  far  it  appeal's  Laidlaw  is  a 
special  case.  "What  these  guys  tried  to 
do  with  the  tax  code  is  off  the  charts," 
says  Robert  Willens,  Lehman  Brothers 
Inc.'s  tax  expert.  Nevertheless,  they're 
not  alone.  Europeans  are  fond  of  the 
setup,  Canadians  more  so.  kpmg  Peat 
Marvdck  partner  Bill  R.  Lawlor  esti- 
mates that  half  the  Canadian  outfits 
with  U.  S.  subs  use  it. 
YELLOW  FLEET.  The  Laidlaw  dispute 
stems  from  the  mid-1980s,  when  it 
kicked  off  its  gi-owth  plan  after  starting 
out  as  a  small  tnicking  outfit  owned  by 
Michael  DeGroote,  a  ginff  enti-epreneiu- 
who  made  a  fortune  in  constniction.  He 
got  the  company  into  school  buses  and 
garbage  hauling  before  leaving  in  1990. 
Current  ceo  .James  R.  Bullock  joined 
in  1993  and  quickly  sold  the  waste  divi- 
sion. Today,  the  Laidlaw  name  is  on  the 
sides  of  37,000  school  buses. 

Rather  than  fund  the  acquisition-led 
gi'owth  at  its  two  main  U.  S. 
subsidiaries  directly  from  its 
own  coffers,  Laidlaw  used  in- 
tra-company  loans.  That  way, 
the  American  subsidiaries 
could  deduct  interest  pay- 
ments on  their  U.  S.  tax  re- 
tiuTis.  The  main  source  of  the 


lue 


Service  is  charging    ^^e  feds  3ay,_ the  princifDal  wasn't  repaid  _o_n_n^^^^^    borrowings  was  a  wholly 


i;  ne  company  pushed  a  le- 
it  ite  offshore  financial  ma- 
ei  r  over  the  line  and  took 
n 

li;  es  hold  up  in  court, 
'a,  iw  admits  it  will  owe  as 

I as  $500  million  in  back 
and  interest — one  of  the 
st  tax  awards  in  histo- 


REFUNDED  INTEREST  Although  the  U.S.  subsidiaries 

paid  interest  to  the  Dutch  affiliate,  the  money  was 

,       ,     ,         ,      immediately  refunded  back  in  the  form  of  new  loans.  ^  ^ 

tified  tax  breaks.  If  the    efit  n-om 

TOOK  TAX  DEDUCTIONS  Laidlaw's  U.S.  subsidiaries 
deducted  the  interest  payments  from  their  U.S.  taxes. 
By  law,  only  interest  on  bona  fide  loans  is  deductible. 

DATA  COURT  DOCUMENTS 

m  '  ' 


owned  financing  unit,  Laidlaw 
Intemational  Investnipnts,  set 
up  in  the  Netherlan*!:  to  ben- 
low  tax  ra  on  for- 
eign finance  facilities. 

Eventually,  the  bon'o wings 
by  Laidlaw's  U.  S.  sub- 
sidiaries— Laidlaw  Ti-ans- 
portation  Inc.  and  Laidlaw 


The  Corporation 


Industries  Inc. — swelled  to  hundreds  of 
millions  of  dollars  a  yeai".  Those  sums  at- 
tracted the  attention  of  che  iRS.  In  a 
claim  filed  foui'  years  ago,  the  agency 
said  the  loans  to  the  U.  S.  units  weren't 
real  loans,  since  they  didn't  pay  back 
the  principal  on  the  maturity  date.  The 
IRS  also  says  the  subsidiaries  got  their 
interest  payments  refunded  almost  im- 
mediately, labeled  as  fresh  loans.  Fur- 
ther, the  IRS  says  the  U.S.  units  lacked 
the  financial  means  to  handle  the  debt, 
due  to  weak  cash  flows.  Its  conclusion: 
If  the  loans  were  really  just  capital  in- 
fusions from  parent  Laidlaw,  they 
weren't  eligible  for  tax  deductions. 

Laidlaw  filed  suit  last  September  to 
block  the  iRS  claim.  Neither  the  compa- 
ny noi-  the  IRS  will  comment  on  the  tax 
imbroglio.  DeGroote  did  not  retmn  calls. 
In  legal  filings,  the  company  argues  that 
the  Dutch  loans  are  bona  fide  debt. 

Laidlaw,  in  the  com!  papers,  says  the 
IRS  is  looking  at  its  offshore  financing 
the  WTong  way.  The  loans  weren't  re- 
paid at  their  1989  maturity,  the  compa- 
ny says,  because  this  was  a  routine 
rollover  And  a  tripling  of  cash  fiow  fi'om 
1986  to  1988  proves  that  the  U.  S.  units 
were  in  better  financial  shape  in  the 
1980s  than  the  iRs  makes  out,  Laidlaw 
contends. 

On  June  30,  though,  U.  S.  Tax  Court 
Judge  John  0.  Colvin  rejected  that  rea- 
soning on  the  grounds  that  the  matmity 
date  was  mere  "window  dressing"  to 
make  the  investments  look  like  debt. 
Plus,  real  loans  don't  involve  the  instant 
return  of  interest  payments  to  the  bor- 
i-owers,  he  wrote — a  point  Laidlaw 
doesn't  contest.  Colvin  also  argued  that 
all  the  cash  flow  was  needed  for  expan- 
sion, leaving  nothing  for  debt  seivice. 
BIG  KITTY.  Laidlaw  lost  that  opening 
round  when  Colvin  disallowed  the  de- 
duction on  $975  million  in  loans  made 
from  1986  through  1988.  His  decision, 
which  the  company  intends  to  appeal, 
hit  Laidlaw  with  a  $141  million  judg- 
ment. Next,  both  sides  will  duke  it  out 
over  similar  irs  claims  for  1989-1991, 
then  1992-94.  Those  claims  could  run 
the  tax  tab  up  to  $500  million,  CEO  Bul- 
lock has  stated  in  a  news  release.  He 
also  said  the  iRS  may  go  after  post-1994 
deductions.  If  so,  the  liability  may  soar. 

How  will  Laidlaw  cope?  Nervous  in- 
vestors have  knocked  the  stock  down 
28%,  to  around  9.  Nevertheless,  the 
U.  S.  divisions  ai-e  now  solidly  profitable 
and  the  company  has  amassed  a  $200 
million  kitty  to  pay  off  the  irs.  But  de- 
pending on  the  outcome  in  tax  couit, 
that  could  be  merely  a  downpayment — 
and  there  may  be  more  cases  to  come. 

By  Larry  Light  hi  New  York 
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LOOK  OUT,  SUPERMARKETS- 
WAL-MART  IS  HUNGRY 

Its  "experimental"  stores  already  have  grocers  running  sea 


BIG  IDEA:  Stocking  up  at  a  Wal-Mart  siipercenter  in  Moore.  Okie 


When  Wal-Mart  Stores  Inc.  recent- 
ly announced  plans  for  tliree  "ex- 
perimental" grocery  stores  in 
Arkansas,  industry  executives  shud- 
dered. After  all,  only  a  decade  ago,  Wal- 
Mart  said  it  was  merely  testing  giant 
"supercenters"  that  combined  food  and 
general  merchandise.  Today,  its  super- 
centers  number  neai'ly  500 — and  after 
ringing  up  gi'ocery  sales  estimated  at 
$12  billion  this  year,  the  Bentonville 
(Ark.)  company  will  rank  as  the  coun- 
try's eighth-largest  gi'ocer. 

With  that  kind  of  track  record,  it's 
no  wonder  that  the  new  Wal-Mart 
Neighborhood  Markets,  to  open  in  Oc- 
tober, are  drawing  plenty  of  attention. 
The  40,000-squai'e-foot  stores,  about  the 
same  size  as  traditional  supeiTnarkets, 
are  one  more  sign  of  Wal-Mart's  deter- 
mination to  dominate  this  highly  frag- 
mented $415  billion  business,  as  it  has 
the  discount-store  industiy. 
•TERRIBLY  THREATENING."  By  leveraging 
its  distribution  and  buying  strengths, 
Wal-Mart  is  hoping  the  new  markets 
will  be  able  to  beat  gi'oceiy  stores  with 
lower  everyday  prices  while  offering 
more  conveniences  than  its  supercentere. 
That's  why  few  are  fooled  by  the  small- 
scale  stait:  If  the  test  stores  meet  prof- 


it targets,  Wal-Mart  will  likely  rn 
new  format  out  nationwide.  "An 
permarket  executive  that  looks  a 
latest  development  should  be  ver\ 
cerned,"  says  retail  expert  Phili 
Georges,  managing  director  at 
Peat  Marwack.  "What  it  says  i^ 
way  or  another,  we're  going  to 
and  get  your  customer" 

Already,  Wal-Mart's  push  inti 
ceries  is  pressuring  giants  hke  K 
Co.  and  Safeway  Inc.  to  cut  cos: 
boost  service.  And  the  pressures 
coming  just  ft"om  the  supercentei  - 
food  and  other  grocery  iten> 
through  the  Wal-Mart  discouir 
Sam's  Clubs  units,  and  retail  con^ 
James  M.  Degen  of  J.  M.  Degen  ■ 
in  Templeton,  CaUf.,  estimates  th:i 
ceries  now  account  for  more  th; 
billion  of  Wal-Mart's  total  $118  t 
in  sales.  Wal-Mart  "is  totally  flai 
the  gi'oceiy  industiy,"  warns  Gai 
Stibel,  principal  of  New  England 
suiting  Group  in  Westport,  Conn, 
terribly  threatening."  He  predicts 
in  10  years,  Wal-Mail  and  Safewa; 
be  the  two  largest  food  retailers  ; 
U.  S.,  leaving  such  rivals  as  Ki'oge 
Albertson's  Inc.  in  the  dust. 

Certainly,  the  Neighborhood  Ma 
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look  like  an  even  more  direct  assault 
on  traditional  groceiy  chains.  Wal-Mail 
executives  insist  the  three  stores — plus 
two  on  the  drawing  boards — are  only  a 
test.  But  many  analysts  already  predict 
the  smaller  stores  will  quickly  prove  a 
pow'eiful  complement  to  the  giant  su- 
percenters,  which  average  182,000 
square  feet.  Stibel  thinks  the  new  for- 
mat alone,  if  it's  rolled  out  nationally, 
could  gi-ab  5%  to  10%  of  gi'oceiy  volume 
in  the  U.  S.  within  10  to  12  years. 

That's  not  to  suggest  that  Wal-Mart 
is  tapped  out  with  its  supercenters, 
where  about  one-thu'd  of  the  space  is 
devoted  to  gi'oceries.  Indeed,  Wal-Mart 
Executive  Vice-President  Nick  White, 
who  oversees  the  .$26.5  billion  opera- 
tion, says  that  the  company  will  add 
120  to  130  supercenters  a  year  in  the 
U.  S.  "indefinitely."  Most  will  replace 
smaller  discount  stores.  Potentially,  he 
adds,  "eveiy  Wal-Mart  store  could  be 
a  supercenter."  The  retailer  now  oper- 
ates about  1,900  conventional  discount 
outlets  in  the  U.  S. 

But  even  as  it  adds  new  prototypes 
to  its  portfoUo  of  supercenters — the  lat- 
est being  a  200,000-square-foot  model 
in  Broken  AlTow^  Okla. — Wal-Mart  is 
trying  to  bite  into  a  new  part  of  the 
market  with  the  Neighborhood  format. 
St.  Georges  notes  that  only  25%  to  30% 
of  gi'oceiy  shoppers  are  motivated  pri- 
marily by  low  prices,  which  is  Wal- 
Mart's  strong  suit  in  the  supercenters. 
Many  other  consumers  put  convenience 
at  the  top  of  their  shopping  list.  With 
theii'  huge  size  and  reach — sometimes 
drawing  customers  fi'om  up  to  60  miles 
away — the  supercenters  don't  always 
hit  the  mark. 

CROWD  CONTROL.  Consider  the  shop- 
pers avoiding  Wal-Mart's  spanking  new 
supercenter  in  Broken  Ajtow,  a  subui'b 
of  Tulsa,  on  a  recent  August  day.  De- 
spite mouth-wateiing  piles  of  fresh  pro- 
duce near  the  entrance,  a  display  case 
filled  with  take-home  meals  such  as  cal- 
zones  and  tamales,  and  lots  of  grand- 
opening  specials,  Kiistin  Capeheart,  29, 
and  her  boyfriend  Brian  Garrett,  24, 
are  shopping  at  theu'  usual  store — Al- 
bertson's, several  miles  dowTi  the  road. 
"We  don't  like  to  go  there  if  w^e  don't 
have  to,"  says  Capeheart.  "There's  too 
many  people." 

Moreover,  a  Reasor's  Food  Warehouse 
store  on  the  same  street  stocks  a  vari- 
ety of  fish  and  fancy  breads  that  can't 


be  found  at  the  supercenter.  Mary 
Brawiey,  43,  notes  that  foui*  employees 
of  this  family-owned  chain  have  offered 
to  help  her  in  the  past  houi*.  "Go  find 
someone  [to  help  you]  in  a  superstore,"' 
she  scoffs. 

To  lui'e  in  recalcitrant  shoppers,  Wal- 
Mart's  new  foiTnat  is  designed  to  look  a 
lot  more  like  a  traditional  supennai'ket. 
And  the  good  news  is  that  it's  a  low-risk 
proposition.  By  planting  the  new  stores 
near  existing  supercenters,  the  company 
can  use  the  same  sophisticated  food-dis- 
tribution system  that  supports  the  big 
stores.  Wal-Mart  recently  opened  in 
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Bedford,  Pa.,  its  eighth  food-distribu- 
tion center,  with  another  to  be  added 
later  tliis  yeai'.  These  mammoth  800,000- 
square-foot  facilities  boost  efficiency  by 
enabling  Wal-Mart  to  deliver  diy  gi'o- 
ceries and  fi'esh  products  fi-om  the  same 
location. 

That  alone  should  help  Wal-Mait  put 
the  squeeze  on  competitors  in  this  tra- 
ditionally tiny-mai'gin  business.  And  bor- 
rowing fi'om  the  techniques  that  have 
allowed  it  to  dominate  in  discounting, 
Wal-Mart  also  has  many  of  its  gi'oceiy 
items  on  "automatic  replenishment," 
with  computer  systems  helping  to  refill 
shelves  as  needed.  The  company  now 
supplies  virtually  all  of  its  own  gi'o- 
ceries, giving  it  a  cost  advantage  over 
the  many  rival  gi'ocers  that  use  thu'd- 
party  wholesalers. 

As  a  result,  most  analysts  expect  the 
Neighborhood  Mai'kets  to  compete  heav- 
ily on  price  when  they  open  up.  But  it 
won't  be  their  only  selling  point.  The 
system  also  enables  Wal-Mart  to  ensui'e 
fresher  products  and  adequate  supphes. 


"That  puts  us  miles  ahead  of  the  bulk  li 
the  35,000  grocery  stores  we  compel 
with,"  says  White. 

It  should  also  provide  a  juicy  payc 
Wal-Mart  beheves  its  investment  retiL 
on  the  small  stores  could  be  as  good 
it  is  on  the  supercenters.  Buit  P.  Flic 
inger  III,  managing  dii-ector  of  Rea 
Marketing  in  Westport,  Conn.,  flgur 
the  supercenters  achieve  a  liigh  25'7f  i 
turn  on  investment,  compared  with  2( 
to  22%  for  giocery  chains  and  abo 
22%  for  conventional  discoimt  stores. 
FEAR  AND  LOATHING.  Competitors, 
course,  are  hardly  waving  the  whi 
fiag.  Noting  that  most  major  supem; 
ket  chains  no  longer  open  stores 
small  as  the  new^  Neighborhood  Mf 
kets,  one  gi'oceiy  industiy  rival  poir 
out  that  there's  a  reason  why  t 
median-size  new-  gi'oceiy  store  is  nc 
about  52,400  squai'e  feet.  Wal-Mart  "ci 
not  get  the  assortment  that's  necessa 
in  the  store,"  he  says.  White  of  W 
Mart  says  the  retailer  hasn't  yet  dec: 
ed  how  many  products  the  new  stoi 
will  caiTy,  but  that  it  will  include  fre 
foods,  health  and  beauty  aids,  and  otl 
traditional  gi'oceiy  categories. 

Still,  many  in  the  industiy  ai'en't  t< 
ing  any  chances.  Wal-Mait's  gi'oceiy  ( 
pansion  is  one  reason  behind  the  flood 
recent  industry  mergers,  such  as  t 
marriage  of  Albertson's  and  Americ 
Stores  or  Safeway  and  Vons.  The 
mergers  are  supposed  to  slash  distril 
tion  and  administrative  costs  while  be 
ing  up  the  combined  chain's  marketi 
and  bujing  clout.  That  could  pit  \^ 
Mart  against  much  stronger  groce 
competition.  The  likely  losers?  T 
smaller  chains  and  independent  stor 
which  simply  w'on't  be  able  to  spre 
theii'  costs  over  enough  volume  to  co 
pete  with  the  giants.  "Most  of  the 
gionals  will  go  away,"  w^aras  consult; 
Stibel. 

Ah-eady,  those  pressures  ai'e  stait; 
to  play  out.  R.  Randall  Onstead,  ( 
of  lie'-store  Randalls  Food  Mark 
Inc.  in  Texas,  admits  he's  feehng  hi 
from  six  Wal-Mart  supercenters  in 
territoiy.  And  the  new  Neighborhc 
Market  concept  is  clearly  a  thre 
"Whatever  they  do,  they've  proven 
me  they  can  do  it  right,"  he  sa 
These  days,  no  one's  underestimat 
the  new  grocery  giant. 

By  Wejid-u  Zel< 
in  Broken  Arrow,  0 


Wal-Mart's  grocery  expansion  is  one  reason  behind 
the  recent  flood  of  mergers  in  the  industry 
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What's  it  going  to  take  to  get  the  bandwidth  you  need  (where  &  when 
as  fast  as  you  need  it)?  To  handle  wireless  communications  as  easily  as  wired?  To 
t  data  as  reliable  as  voice?  (?????)  Its  going  to  take  people.  Technology.  Experience. 

'  the  ability  to  deliver.  We've  built,  and  continue  to  build,  the  most  powerful  networks 

earth.  We've  got  the  largest  service  force  m 


;  industry  (already  we  service  more  networks 
in  anyone  on  the  planet).  And  we've  got  the 
ams  of  Bell  Labs  behind  us.  This  is  the  kind  of 
nbmed  arsenal  it's  going  to  take  to  make  sure 
network  you  start  building  now  is  strong 
ough   to   be  your  network   down   the  road. 
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"YOU  HAVE  THE  RIGHT  TO  BE  FIRED...' 
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MANY  BEAN  COUNTERS,  ONE  POD 


Fin  or  lose,  lawsuits  brought  by  fired  employees  can  cause  serious  damage  to  your  compa- 
ny. How  to  deter  them?  If  workers  understand  the  limits  on  their  rights  from  the  start,  they 
are  less  likely  to  file  vindictive  suits,  employment  lawyers  say.  The  problem  is,  most  over- 
estimate their  legal  protection.  A  recent  study  by  Pauline  Kim,  associate  law  professor  at  Wash- 
ington University,  found  89%  of  337  job-seekers  with  recent  work  experience  thought  it  was  ille- 
gal to  fire  an  employee  out  of  personal  dislike.  (In  most  states,  a  worker  can  be 
fired  for  any  reason  except  discrimina- 
tion or  refusing  to  break  the  law.) 
One  way  to  manage  expecta- 
tions— and  fiiTO  up  your 
legal  ground — is  with 
carefully  written 
„  -  ^      ^,  materials.  Company 

'  '     ■j?  ■  documents,  such  as 

an  employment  offer, 
policy  manual,  or 
performance  review, 
should  avoid  the 
words  "permanent" 
and  "just  cause,"  which 
suggest  management's  rights  are 
limited.  Kim  found  that  the  percentage 
of  those  who  think  it  is  illegal  to  fii'e  some- 
one for  a  cheaper  replacement  drops  from  82  to 
63  if  a  company's  policy  states  "we  retain  the  right  to  discharge 


It's  no  use  linking  computer  hardware  in 
work  if  your  software  can't  network,  too. 
June,  way  behind  competitors  Peachtree  ! 
ware  and  BestlWare,  Intuit  finally  added 
workmg  features — which  let  many  users  w 
with  the  same  program  ana  data  at  the  sc 
time — to  its  popular  accounting  software, 
Books  Pro.  All  three  companies'  program; 


employees  at  any  time,  for  any  reason,  with  or  without  cause." 
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Company  history,  executive  bios.  Clunky  interface. 

Court  actions,  payment  trends.  Also  clunky, 
and  data  thin  on  newer  companies. 


NET  EARNING 


CreditFYI  Evaluation 


14.95  Bankruptcies,  tax  liens,  a  rating  of  payment 
timeliness.  Few  specifics  to  support  rating. 


AMERICAN^^iniSiNESS  INFORMATION  WWW.abii.C0ml 


Business  Profile  &  Credit 
Report 


5     Address,  business  type,  local  competitors.  Bare- 
bones  info  with  cartoonish  icons. 


For  more  on  credit  checks,  go  to  enterprise. busiriessweekxom  or  AOL  at  keyword:  BWEnterprise. 
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LET'S  ^'^^^  th^"  ^^^f  of  small 

MAITF  businesses  are  getting 

mAlvC  discounts  on  most  key 

A  DEAL  products  &  services  i 


SMALL  FRY  FINISH  FASTER 

Davids  beat  Goliaths  at  turning  out 
new  products,  says  a  study  by  the 
Product  Development  &  IVlanagement 
Assn.  (pdma).  Small  companies  create 
products  faster  (23  months  vs.  30) 
and  have  more  successful  products 
(62%  vs.  58%)  than  big  ones.  That's 
good,  as  innovations  are  also  more 
important  to  small  companies, 
accounting  for  38%  of  sales  (vs. 
27%)  and  36%  of  profits  (vs.  24%). 
But  the  process  is  often  haphazard, 
and  formal  procedures  can  help  iden- 
tify lemons  sooner.  For  more  info,  see 
pdma's  Web  site  (pdma.org). 
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)mprehensive  and  dirt  cheap  at  $199 
for  unlimited  "seats" 
(simultaneous  users). 
BestlWare's  M.  Y.  0.  B.  Pre- 
mier Accounting  runs  $499  for  three 
seats,  $99  per  extra  seat.  QuickBooks 
Pro  is  $599  and  capped  at  five  seats. 


-  creator,  24-year  Avon 
ail  Blanke,  last  May,  but 
irs  themselves  have  not 
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SO  THEY  SAY 

not  anti-capitalism,  but 
the  human  element  isn 't  taken 
into  account  enough. " 

—Andy  Wilson,  founder  of  Boston  Duck 
Tours,  on  his  management  philosophy 
(page  10) 


S/  :  OF  ORLANDO 


PRODUCT/SERVICES 


FIRMS  GEHING 
A  DISCOUNT 


TELEPHONE  RATES 

67% 

OFFICE  SUPPLIES  &  EQUIPMENT 

43 

OVERNIGHT  DELIVERY  SERVICES 

37 

HEALTH  INSURANCE 

33 

HOTELS 

3® 

COMPUTERS/PRINTERS/ETC. 

27 

CAR  RENTALS 

26 

AIRLINE  TICKETS 

26 

GASOLINE 

i6 

DATA:  AMERICAN  EXPRESS 

WAKE  UP  AND 
SMELL  THE  DISCOUNTS 

Can  you  get  more  for  less?  Probably.  A 
poll  by  American  Express  indicates 
that  most  small-business  owners 
(91%)  are  getting  some  discounts,  but 
they're  not  going  about  it  methodically. 
Nearly  60%  of  325  respondents  couldn't 
think  of  any  discounts  aimed  at  small  biz 
without  prompting  from  an  interviewer, 
and  70%  said  they 
didn't  know  where 
to  find  information 
on  discounts.  One- 
In  a  poll,  325  small       tenth  receive  dis- 
biz  owners  were        counts  solely  on  tele- 
asked:  What's  the       phone  service,  and 
average  discount       although  60%  say 
your  company  gets       health  insurance  dis- 
on  goods  and  counts  would  be 

services  overall?  very  helpful  to  them, 
PERCENT  OF  AVERAGE      only  33%  get  lower 

SMALt.  FIRMS  DISCOUNT  ^       ,  ,  ^  ^ 

  rates.  Also,  fewer 

21%  LESS  THAN  5%  than  20%'  could  say 
"m  S  without  prompting 

  what  specific  prod- 

19  10         ucts  or  services  they 

12  IS         got  at  reduced  rates 

  or  how  big  the 

 2®         reductions  were. 

9    MORE  THAN  25         (Sometimes  a  dis- 
dat^ame¥can  EXPRESS  counted  rate  isn't 

properly  billed,  so  it 
pays  to  keep  track.)  Most  negotiate  on 
their  own  (66%),  but  18%  go  through  asso- 
ciations, trade  groups,  or  an  outside  firm. 


CHEAP  AND 
CHEAPER 


1 


:  THE  3.5%  GIVEN  BY  MEN  OWNERS,  SAYS  A  KEYCORP  SURVEY 


ITCDDDICC    /  CrDTr^/IDI^D 
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THE  Y2K  BUG: 
LOOK  BOTH  WAYS 

To  tell  clients  you're  ready,  your  suppliers  must  be,  too 


Bill  Howell  had  heard  about  prob- 
lems related  to  the  Year  2000 
bug,  but  he  didn't  expect  them 
to  crawl  right  out  of  his  mailbox. 
Howell,  owner  of  Howell  Petroleum 
Products  Inc.,  a  nine-employee  petrole- 
um-products distributor  in  Brooklyn, 
N.  Y.,  has  received  some  10  letters  and 
questionnaires  from  suppliers,  clients, 
and  banks  in  recent  months — each  want- 
ing assurance  that  he  has  prepared  for 
the  Year  2000,  or  Y2K,  computer  glitch. 
As  you've  probably  heard  ad  nauseum, 
that's  when  many  antiquated  two-digit- 
date  computer  systems  roll  99  back  to 
00,  potentially  sparking  a  meltdown  of 
disastrous  proportions.  For  Howell's 
business — and  yoiu's — proof  of  readiness 
for  the  changeover  may  be  crucial  in 


maintaining  haitl-won  busi- 
ness relationships. 

"Initially,  it  scared  the  hell  out  of 
me,"  says  Howell,  who,  after  checking 
with  his  computer  manufactm-er,  is  con- 
fident his  fom-  pc^s  ai-e  "Y2K  0.  K."  How- 
ell has  been  returning  the  question- 
naires, some  of  which  require  only  a 
signature,  while  others  need  longer  re- 
sponses. "The  letters  kept  coming,  and 
I've  been  told  they're  going  to  keep  on 
coming,"  he  says. 

Indeed,  at  the  time  the  Y2K  glitch 
first  appeared  on  the  media's  radar 
screen  two  years  ago,  Corporate  Amer- 
ica was  thinking  it  needed  to  wrestle 
only  its  own  systems  into  shape.  But 
planners  soon  realized  they  also  had  to 
worry  about  whether  their  suppliers — 
and  theii"  suppliers'  suppliers? — ad  infini- 


tum, were  prepared  to  battle  the  bug. 

Already,  corporate  Y2K  demands  are 
starting  to  influence  the  simplest  of  com- 
mercial transactions.  Contemplating  a 
line  of  credit?  Bidding  on  a  job  for  a 
multinational?  Maybe  you're  receiving 
customer  orders  via  modem.  Whatever 
the  task,  you'll  most  likely  have  to  even- 
tually demonst)'ate  to  your  clients,  ven- 
dors, and  the  local  bank  that  your  com- 
puter systems  won't  have  any 
date-related  breakdowns  when  the  clock 
strikes  midnight. 

Small  companies  have  similar  wor- 
ries. "If  my  major  suppliers  are  totally 
computerized  and  their  systems  don't 
work,  then  I'll  have  a  problem,"  says 
Emily  A.  Williams,  owner  of  Williams 
Tile  Co.,  a  30-employee  construction 


THE  YEAR  2000 


company  m  Florissant, 
Mo.,  who  is  waiting  for  a 
manufacturer's  upgrade  of  her  cus- 
tomized accounting  software. 

A  recent  National  Federation  of  In- 
dependent Business  study  found  that 
82%  of  small  businesses  have  potential 
exposiu-e  to  the  Y2K  bug.  However,  out 
of  500  small  outfits  surveyed,  just  half 
said  they  had  already  taken  action  or 
had  plans  to  do  so.  In  the  worst  case, 
the  study  concludes,  y2k  woes  could 
shut  down  as  many  as  330,000  small 
companies.  "The  range  of  consequences 
is  enormous,"  says  the  study's  author 
William  J.  Dennis,  Jr,  a  senior  research 
fellow  at  the  nfib. 

The  pressure  to  ensure  that  suppliers 
are  compliant  is  ftuther  intensifying  now 
that  the  Securities  &  Exchange  Com- 


WRITE  YOUR  OWN:  Experts  advise 
drawing  up  a  standard  statement 
outlining  your  company's  plans  and 
progress  to  date,  without  guarantees 
-and  having  a  lawyer  review  it 


mission  has  required  public  companies 
and  the  50,000  local  goveiTiments  that 
issue  bonds  to  disclose  their  third-party 
Y2K  habilities. 

"We're  looking  at  our  entire  infra- 
stracture,"  says  Ken  Ouchi,  chief  infor- 
mation officer  for  Solectron  Corp.,  a 
$1.3  billion  electronics  manufacturer  in 
Milpitas,  Calif.  The  company  recently 
canvassed  more  than  4,000  suppliers 
about  their  Y2K  preparations.  If  those 
answers  give  the  company  reason  to 
suspect  a  vendor's  internal  systems 
could  crash,  Solectron  will  line  up  emer- 
gency suppliers.  "We  can't  afford  to 
have  an  outage  because  a  critical  sup- 
plier goes  down,"  says  Ouchi. 

Banks,  which  are  being  pushed  by 
federal  regulations  to  minimize  the  Y2K 
impact,  are  staiting  to  move  small  com- 
panies into  compliance,  too.  Arkansas 
State  Bank  in  Clai-ksville,  Ai"k.,  recently 
added  Y2K  questions  to  its  loan  applica- 
tions to  flag  any  problems  that  could 
cripple  a  business  and  affect  its  loans. 
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Loan  officer  Coral  L.  Gould  has  been 
visiting  small-business  clients  to  ensure 
they're  protected  against  potential  Y2K 
shutdowns.  "Companies  need  to  think 
outside  their  walls  about  who  is  going  to 
be  affected,"  advises  Gould,  who  says 
the  bank  might  revoke  credit  from  com- 
puter-dependent companies  that  don't 
demonstrate  compliance.  "Some  of  them 
didn't  have  a  clue,  and  we  told  them 
that  they  should  be  concerned,"  she 
says.  To  help  avoid  surprises,  Gould 
hands  out  pamphlets  and  even  suggests 
that  companies  take  out  additional  loans 
to  pay  for  needed  software  upgi-ades. 

Small-company  owners  say  they  un- 
derstand the  technical  reasons  for  in- 
quii-ies  about  theii-  Y2K  battle  plans,  but 
they're  afraid  their  responses  could  be 
used  against  them  in  a  lawsuit  alleging 
they  misrepresented  then-  prepai'edness. 

"Everyone  is  playing  this  very  care- 
fully because  of  the  thi-eat  of  litigation," 
notes  Ouchi,  who  estimates  that  just  10% 
of  the  4,000  sui-veyed  vendors  have  re- 


sponded to  the  company's  requests.  In 
general,  return  rates  by  businesses  on 
such  suiveys  have  been  ninning  less  than 
20%  across  all  industries,  adds  Thomas 
Costello,  a  consultant  at  CoreTech  Con- 
sulting Group  Inc.,  which  consults  on  Y2K 
issues  in  King  of  Pmssia,  Pa. 

But  as  Costello  and  other  Y2K  ex- 
perts point  out,  most  small  companies 
can't  afford  to  ignore  Y2K  queries,  espe- 
cially if  huge  chents  are  threatening  to 
yank  their  business.  Howell  received  a 
Y2K  compliance  letter  fi'om  South  Jersey 
Gas  Co.  that  warned  vendors  that  if 
they  didn't  respond,  the  utility  "will  as- 
sume your  company  will  not  be  Year 
2000  compliant,  and  will  therefore  not 
meet  oui'  standard"  for  suppUers. 

How  should  you  respond  to  the  deluge 
of  Y2K  compliance  demands  in  a  way  that 
will  fix  any  glitches,  keep  yoiu*  customer 
happy,  and  limit  youi*  legal  liability?  First 
off,  don't  lose  sight  of  the  mission  at 
hand:  squashing  the  y2K  bug.  That's  best 
done  by  cooperating  with  clients,  not 


treating  them  as  adversaries. 
Also,  be  honest  with  clients,  but 
don't  make  promises  you  can't 
keep,  such  as  guai'anteeing  com- 
pliance by  a  certain  date,  says 
•Joshua  Slavitt,  an  attorney  to 
high-tech  companies  at  Phila- 
delpliia's  Synnestvedt  &  Lechn- 
er.  "It  could  come  back  and 
haunt  you." 

"PANICKED."  While  some  Y2K 
sui-vey  forms  ask  dozens  of  de- 
tailed questions — such  as  how 
much  you're  spending  on  Y2K 
compliance  and  whether  you 
have  a  written  timeline — 
Slavitt  and  other  legal  experts 
recommend  drawing  up  a  stan- 
dard Y2K  response  that  outlines 
the  company's  Y2K  plans  and 
its  progress  to  date.  Ask  a 
lawyer  to  review  it,  too.  "Don't 
pay  any  attention  to  what's  in 
the  survey,  and  use  the  state- 
ment across  the  board,"  rec- 
ommends William  A.  Fenwick, 
a  partner  at  Fenwick  &  West, 
a  Palo  Alto  (Calif.)  law  firm 
that  handles  Y2K  issues.  "If  you 
check  a  box  and  send  it  back, 
you're  making  a  very  absolute 
statement,"  Slavitt  cautions. 

Of  course,  your  own  roster 
of  suppliers  is  also  putting  your 
company  at  risk.  Randall  York, 
president  of  FallLine  Corp.,  a 
27-employee  polyurethane 
molder  in  Reno,  Nev.,  was 
lucky  enough  to  get  his  15- 
year-old  custom  accounting- 
and-inventoiy  system  upgi-aded  by  the 
developer  for  $600.  But  he's  still  anxious 
about  how  prepared  his  large  chemical 
suppliers  are.  Although  he  has  sent  out 
six  of  his  own  compliance  letters,  no 
one  has  responded  so  fai'.  "A  lot  of  them 
are  very  panicked,"  he  says. 

Running  your  own  Y2K  survey,  as 
York  did,  could  help  you  assess  your 
Y2K  bug  exposm-e  (see  a  sample  fonn  at 
enterprise.businessweek.com).  But  be 
wary  of  guaranteeing  your  suppliers' 
readiness  to  others,  says  CoreTech's 
Costello:  "I  don't  see  a  lot  of  compa- 
nies promising  that." 

As  the  Year  2000  creeps  closer, 
promises  will  go  only  so  far.  Survival 
in  this  fragile  business  biosphere  will 
require  equal  measures  of  trust  and 
trepidation. 

By  Dennis  Berrnan  in  New  York 

Join  Ed  Yourdon,  author  and  Y2K  expert,  for 
a  live  chat  on  Sept.  13  at  9  p.m.  EST.  Go  to 
America  Online  at  keyword:  BWTalk. 
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HOW  TO  ZAP 

THOSE  YEAR  2000  BUGS 

Taking  precautions  now  will  save  you  big  headaches  later 


Time  marches  on,  and  before  you 
know  it,  the  Year  2000,  with  its  po- 
te.yitial  problems,  will  be  a  reality. 
Here  are  some  things  you  can  do  to  eyi- 
S'ure  that  your  business  and  com;puters 
will  be  ready  for  the  new  niillemiium. 


Time  clocks,  operating 
systems,  software,  data- 
be  sure  to  check  them  all 

In  general,  most  newer  Pentium  sys- 
tems should  work  in  2000,  while  many 
older  Pentium  systems,  along  with  486, 
386,  and  286-based  systems,  probably 
won't.  But  before  you  run  any  comput- 
er-related tests,  be  sure  that  you  back 
up  the  applications  and  data  on  your 
system's  hard  drives.  There  is  a  remote 
chance  of  mishaps  when  you  are  per- 
forming date-related  tests — particularly 
if  you  are  nmning  specialized  software 
that  relies  on  the  date  as  a  way  of  ver- 
ifying its  license  or  maintaining  its  audit 
trails.  In  that  case,  contact  the  soft- 
ware's publisher  for  suggestions  before 
proceeding. 

CHECK  YOUR  PC'S  REAL-TIME  CLOCK  AND  BIOS 

The  Real-Time  Clock  is  a  device  in  your 
computer  that  tracks  time,  bios  (Basic 
Input  Output  System)  is  intemal  system 
software  that  controls  computer  hard- 


ware and  determines  the  compatibility 
of  your  system.  If  your  system's  time- 
keeping clock  (along  with  the  bios)  can't 
make  the  rollover  to  2000,  all  of  your 
computer's  functions  that  relate  to  dates 
will  be  thrown  off.  To  test  your  PC's 
real-time  clock  and  BIOS,  you  can  try 
the  following:  jug  yEAR  2000 

1.  Back  up  your  PC. 


the  following,  but  be  sure  to  chec!" 
Y2K  compliance  data  all  OS  ma 
have  on  their  Web  sites: 

1.  Back  up  your  PC. 

2.  Follow  steps  2  through  8  of  "C 
your  PC's  real-time  clock  and 
(above). 

3.  Check  the  date  in  your  compu 
operating  system.  If  the  date  ftmctii 
your  operating  system  displays  the 
2000,  it  should  work  in  2000.  To  v 
this  in  Windows  95  or  98,  you  can 
Start,  Settings,  and  then  Control  P 
and  then  double-click  the  Date/' 
icon.  If,  on  the  other  hand,  the  dat< 
plays  01-01-1980,  01-01-1900,  or 
thing  else,  your  system  won't  woi 

'  the  year  2000,  and 
should  consider  upgi-;i 


2.  Bring  up  your  system's  DOS 
prompt  (in  Windows  95  or  98,  you 
can  click  on  Start,  Programs,  and 
then  MS-DOS  prompt,  or  press  F8  as 
youi"  system  is  booting  to  start  youi- 
system  in  Safe  Mode,  and  then  tell 
your  computer  to  present  a  DOS 
prompt). 

3.  Type  "Date"  and  press  Enter.  This 
brings  up  the  date  function  in  DOS. 

4.  Change  the  date  to  12-31-1999  and 
press  ENTER  to  change  your  comput- 
er's date  to  December  31,  1999. 

5.  Type  "Time"  and  press  enter. 

6.  Change  the  time  to  11:58:00  p.m. 

7.  Shut  down  your  computer. 

8.  Wait  a  few  minutes  and  then  tuni 
your  computer  back  on. 

9.  Once  again,  bring  up  your  system's 
DOS  prompt,  type  "Date"  and  press  en- 
ter. If  the  function  displays  a  current 
date  of  01-01-2000,  your  system's  real- 
time clock  will  work  in  2000.  If  the  date 
displays  as  01-01-1980,  01-01-1900,  or 
some  tiling  else,  yom*  system  won't  work 
properly  in  2000.  In  that  case,  you'll 
need  to  check  with  the  manufacturer  of 
your  system  and/or  motherboard  to 
see  if  you  can  upgi-ade  the  BIOS. 

10.  Repeat  steps  2  tlu'ough  6  to  reset 
your  system  back  to  the  connect  (cm- 
rent)  time. 

CHECK  YOUR  PC'S  OPERATING  SYSTEM 

The  operating  system  is  a  special- 
ized software  program  that  allows  a 
computer  to  perfoiTn  basic  tasks  with 
files,  disks,  and  memory,  and  accepts 
input  fi-om  the  mouse  and  keyboard. 
It's  the  core  program  that  defines 
how  your  computer  works  and  what 
pi-ogi-ams  it  can  inn.  Popular  operat- 
ing systems  include  Windows  3.x, 
Windows  95,  Windows  98,  Windows 
NT,  OS/2,  and  unix.  To  test  youi-  com- 
puter's operating  system,  you  can  try 


to  the  latest  version  of  your  oper: 
system  that  will.  Check  with  the 
lisher  of  your  operating  system. 
4.  Repeat  steps  2  through  6  in  "C. 
youi'  PC's  real-time  clock  and  bios"  t\ 
set  your  system  back  to  the  corj 
(current)  time. 

CHECK  YOUR  SOFTWARE  

Nearly  all  commercial  PC  progrl 
store  dates  after  1999  con'ectly,  thq 
some  old  DOS  ones  don't.  A  bigger 
is  how  they  interpret  years  entd 
with  two  digits.  Will  a  pensiori 
birthyear  of  '28  be  assigned  correj 
to  this  century  or  to  the  next? 
about  his  Treasury  bond,  matui 
in  '28— that  is,  2028?  Almost  all  aJ 
cations  use  the  same  strategy  for  dj 
ing  with  this  problem:  A  two-digit 

Will  your  credit  cards 
work  in  2000?  It  can't 
hurt  to  ask  the  issuers 
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"It's  simple.  GoldMine®  gives  us  greater  results  in  less  time." 


"GoldMine  made  it 
possible  for  us  -  at 
last  -  to  combine  our 
forces  by  giving  us  a 
tool  for  managing 
clients  and  a  powerful 
database  in  one 
program,  without 
compromising  either 
one.  It  saved  time  and 
reduced  frustration. 
Now  we  can  concen- 
trate on  doing  great 
work  for  our  clients. " 


Joe  Phelps  is  CEO  of  The  Phelps  Group, 
a  pioneer  in  fully-integrated  marketing 
communications  with  clients  who  are 
world  leaders  in  their  categories.  He  and 
his  growing  staff  depend  on  GoldMine 
every  day  to  manage  contacts  and 
optimize  the  extensive  database  that 
is  vital  to  their  success. 


GoldlViine  leads  the  way  in  providing 
team  solutions  for  automating  sales 
and  marketing  efforts.  It  will  make  your 
department,  organization,  or  business 
operate  better,  so  you'll  be  able  to  build 
relationships,  meet  customer  demands 
and  realize  results  like  never  before. 
With  GoldMine  4.0  you  will: 

•  manage  your  calendar,  keep  track  of 
all  communication  with  your  contacts, 
and  delegate  activities  to  your  team 

•  give  your  business  a  "best  of  class" 
solution  for  managing  customer 
relationships  and  developing  business 

•  make  both  selling  and  communicating 
affordable  and  successful  by  adopting 
a  solution  that  bridges  the  gap 
between  complex,  expensive  Sales 
Force  Automation  systems  and  lower- 
end  Contact  Managers 

•  cut  administrative  time  dramatically, 
giving  your  team  more  time  to  sell. 

With  GoldMine  you  will  turn  prospects 
into  customers  for  life. 


Bll  today  for  a  FREE  Multimedia  Tour  and  Demo  - 1  - 800 -892-641 3 
r  visit  our  Web  site  at  www.goldmjnesw.coiii/busweek.htnil  ^ 


Goldmine 

Turn  Your  Contacts  Into  Gold!  ' 


®  1998  GoUMine  Soltwace  Corporation 
17383  Sunset  Bl»d.,  Suite  301,  Pacific  Palisades.  CA  90272. 
GoldMine  is  a  registered  trademark  of  GoldMine  Software  Corporation, 
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ix^:  :i-  -cSi  "  "r.T:  some  s-ei  nuir.- 
t-er  (iisualh-  20  or  30  •  is  assnmc-c 
10  be  in  ihe  2l5t  csmun".  any- 
iMng  higher  'lo  che  2C»Lh.  Unfor- 
•nmaiciy.  difieren*  pragrams  ns-e 
differen:  niies.  You  can  ehecV. 
ho^rt  vciir  programs  handle  rwc~ 

tr:e~  and  seeing  how  ihey'r^ 

Bu:  :;r  the  last  "word  on  date 
handiinig.  eheek  so±«-are  pnbhsh- 
ers'    Web    sites.    Some  key 
acdreivses:     Microson.     « w 
nticrosC'tt.eom  ixhome  top'cs 
ve-ar2it  i     Inniii .     »  »»  w-inttut 
f  tm  sut'iiort  year2000.htin". 
Peachtree  Sofrvrzre  imtor-iinatcj; 
offer?  no  information  cn  its  We'r 
site  ;n  the  Y2K  c-'Ompiiant-e. 

CHEO:.  YOUR  DAT!  

liven  ti  vC'iir  soi i  »*»  are  '^^'orits  m  tne 
year  2'i»'Xi.  there's  n-o  guarantee  that 
your  data  rtill  ■srork.  Take  a  look  at 
yttir  ctirrent  spreadsne-ets  and  data- 
base5  t.L'  see  if  the  date  nejds  are  using 
t":ur  -digits  t.o  represent  a  year.  If  they 
represent  a  year  "«ith  cniy  fsro  num- 
bers, voti  ~ :  ~ant  t'C'  mc'dity."  tnem  so 
thev  "will  register  2'''('0. 

CHECK  YOUR  =1S'  

Contact  your  n^ank  t.;  ensure  :ts  com- 
Duters  wdL  r>e  njC'dified  and  tested  for 
year  2i>Xt  c-rompiianee.  Find  om  if  your 
bant:  i>ians  lo  accompiisn  this  within  the 
rear  l^'^..  sc'  it  "frill  have  njore  rim-e  to- 


never  nuTLs  lo  Tenij-  ii  py 
ani  ideaHy.  getting  it  in  vcri- 


f 


Make  sure  utilities  and 
other  senice  providers 
are  readv  for  the  switch 

find  and  repair  any  p'Otentiai  probjems, 

GHE&K  YOUR  CREDfT  CARPS  

Contact  yC'Hr  Ere'dit-Lard-issiiing  eonipa- 
nies  t-o  ensure  that  ihey  have  repro- 
grantnt-ed  and  tested  their  s^rsiems  for 
the  year  20C>0.  If  you  already  carry  or 
receive  a  credit  card  Triih  an  exp'iration 
date  of  2{nXt  or  beyond,  you  can  proba- 
bly assnnje  that  the  eredii-card  conpany 
has  dealt  "!vith  the  vear  2C<»0  issue,  but  it 


:-ECK  YOUR  mSBRMICE  CARRIER 

Talk  iriLh  your  insurance  oainp;.^ 
be  sure  that  the/"  are  read}"  t 
year  2COJ.  If  possTole.  see  if  yc 
get  anv  assurances  in  -wrn 


I 


some  staies.  yaa  umx  be  able  t 
some  of  this  information  th:" 
your  states  insurance  departn 

CHECK  YOUR  VENDORS  

Coniaa  all  of  your  vendors  :  . 
thai  dieir  ordering  and  other 
terns  "KiQ  "work  in  2000.  If 
get  their  compliance  in  v>rli,iig 
if  it  can  be  arranged,  have  the 
pany  provide  you  "sriih  lesi  r~ 
and  have  its  staSers  work  "svit 
u>  process  a  test  order  that 
over  ictO'  2000. 

CHECK  YOUR  OUTStPE  SERVICES 

Get  in  touch  "with  all  of  the  comp 
thai  provide  services  tct  your  busin 
inehiding  uulTiies  ("waier.  gas.  eleei. 
etc.).  as  ■srell  as  deliveiies.  repairs, 
tfjriai  and  more.  Since  this  can  en 
pass  a  lor  of  companies,  you  rrssy 
check  fiisn:  whh  the  ones  thai  are 
erudai  to  liie  operation  of  your  busi" 
If  p'ossible.  get  their  compliance  in 
ing.  and  ask     see  test  results.  If 
pheable.  see  if  you  can  arrange 
comjany  to  process  a  test  order 
voice  for  the  year  2000. 
Sv  Wawi£  Ea'txmrioto  in  La  Vmm. 


Y2K:  TOTAL  HYPE  OR  TRUE  HORROR? 


or  'espond  o?.lir>e  ai  rtw>»k.DLS  ressrteeK. 
1)  Ho'i/T  big  is  your  coinz>anyf 


_5D-1DD 
IDQ- 


_2:-50 

.5:-:  00 


2)  Hoif  concerned  are  'ifou  the:;  the 
Y2K problem  -irUi  h-vriifouT  b'tu-messf 

 50^(£*^!at  CD-ceTiec! 

 i-e-v  DonceiT.ec 

3)  Hov:  many  of  iitie  ooinpanit  i  you  do 
bm-iness  iciih  ko'oe  allied  aboi  '  your 
oompJianceF 


none 


_sore   -=-iy 


Aj  »'» louL'e  you  done  in  resporise  io 
ihese  inquiries?  ( check  all  thai  applyj 

 ignored  them 

 answe'^ed  a  questiori-iSTe 

 sert  ort".  standard  rsponse 

 ansrt'e'ed  verbally 

 2  t£'e:  stftivare  or  hardware 

5)  How  many  of  the  companies  you  do 
business  inifc  have  you  asked  about 
YiK  comipliance? 

 none   some   many 

6)  With  which  of  the  followiivg  have 
you  found  Y2K problems? 

 PCs 

 oT^er  computerized  eqL'ipment 

 customers  (i.e.,  credit  cards,  billing) 

 .e--OTS  (i.e.,  tank,  utiJity  payments) 

 none 

7)  Which  of  your  own  systems  have 


jouji^ea:  r/.-t.;*;  u*  ii;any  as  apply) 

 PCs 

pff-tbe-sitelf  software 

 CLSiomiized  software 

 other  computerized  equipment 

 none 

8)  CouM  your  staff  ha  ndle  H,  or  did 
you  need  outside  help? 

 in  house 

 consLi  ttants 

 a  mix  of  the  two 

 haven't  done  anything  yet 

9)  How  mruch  did  you  spend? 

 nothing 

 under  $1,000 

 S:.D0D-S5.000 

 S5.00D-$1 0.000 

 more  than  $10,000 

10)  How  many  w>ee.ks  did  i:  :.aK£  / 
 ^fewer  than  one   1-4   ^4-1. 

12-2^        more  than  24 


The  Financial  markets  move 
at  a  dizzying  pace.  Now  you 
can  l<eep  up,  with  the  new 


Si 

U.S.  Robotics 

U.S.  Robotics""  V.90  56K* 
i      standard  modem.  It  con- 

nects  up  to  80%  faster 
than  other  28.8  modems, 
giving  you  quicker  access 
to  quotes,  charts  and  reports 
than  ever  before.  And  it's 
compatible  with  nine  of  the 
top  ten  Internet  providers 
and  over  1,400  more  around 
the  globe.  No  wonder  U.S. 
Robotics  is  the  world's  best 
selling  modem.  To  learn 
how  you  can  capitalize  on 
more  of  the  action,  contact  a 
U.S.  Robotics  reseller  or  visit 
www.3com.com/56kcentral. 
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A  NICE  BUSINESS 
BUILT  ON  BEING  NICE 

Generosity  is  the  hallmark  of  thriving  Boston  Duck  Tours 


A lot  of  experts  tell  Andrew  Wilson 
he  doesn't  understand  business: 
His  prices  are  too  low.  his  pay 
scale  too  high.  But  the  41-yeai-old 
founder  of  Boston  Duck  Tom-s.  wliich  of- 
fers land/water  sightseeing 
trips  in  ^^■orld  War  Il-era 
amphibious  veliicles  known  as  DUKWs,  or 
"Ducks,"  has  built  a  flomishing  company 
in  just  foiu'  yeai's  by  swimming  against 
the  cuirent.  "Other  businesspeople  don't 
get  it,"  he  says.  "Why  argue  with 
success?" 

Wliy  indeed?  Buoyed 
by  Boston's  recent 
tourism  boom,  Wilson 
has  made  his  entertain- 
ing tours  stand  out — 
even  in  a  mai'ket  so  cut- 
throat that  tour-ticket 
vendors  have  been 
knowTi  to  fight  over  cus- 
tomers on  Boston  Com- 
mon. His  coloiiial  flock 
of  16  Ducks,  bearing 
proud  local  names  such 
as  Kenmore  Carla  and 
Fenway  Fanny,  take 
\asitors  on  a  fun  yet 
fact-packed  trip  that 


cniises  along  the  Chaiies  River  as  well 
as  ai'oimd  the  city's  fabled  sights. 

The  80-minute  excm'sion  costs  adults 
$20.  Boston  Duck  ToiU'S  earned  300.000 
passengers  fi'om  April  to  October,  1997. 

MANAGEMENT  Y'^"  ^^"^  ^"^'^x'^'f 
  Admimstration  named  Wil- 
son Massachusetts  Entreprenem-  of  the 
Yeai'.  That  traffic  produced  revenues  of 
$4.4  million— and  profits  of  $900,000— 
even  though  school  gi'oups  get  discounts 
and  Wilson  gives  away  thousands  of  free 


ENLIGHTENED  BOSS 

"Ultimately,  this 
business  is  about 
people,"  says 
Wilson.  "If  they're 
enthusiastic, 
it  works" 


tickets.  Revt 
are  expectei 
pass  $5  millii 
1998. 

But  what  II 
this  former  in  i 
ment  bank 
president  a 
bird  is  the  wa 
operates.  Wj 
,  even  thougi 


Human  Capit 

Andy  Wilson 's  focus  on  people  fu 
Boston  Duck  Tours'  si 

WHO                 :  WHAT  HE  GIVES  THEM 

;alist 

is  been  critical  to 
iccess. 

THE  PAYOFF 

EMPLOYEES  i  Good  w3ges  and  year-round 

:  benefits  in  a  seasonal  business 

Happy  guides  mean  happy 
tourists;  less  turnover 

TOURISTS     A  lighthearted  historical  tour 
;  for  less  than  he  could  charge 

Customer  word-of-mouth 
IS  his  chief  form  of  marketing 

CITY          ;  Support  for  education,  river 
LEADERS     ;  cleanup,  and  chanties 

Creates  goodwill  with  officials 
who  control  permits  and  routes 

COMMUNITY  \  Free  tickets  to  kids  and  veterans; 
:  sponsorship  of  local  events 

It  generates  press  coverage 
and  more  word-of-mouth 

won  t  raise  prices 
turned  away  250,000  customer  last  i 
because  of  limited  capacity.  (The  I 
gave  liim  peiTnits  for  4  more  Ducksj 
year,  up  from  12.  He  has  asked 
more.)  "It'd  be  gi-eedy,"  says  WiJ 
who  relies  on  word-of-mouth  and 
tomer  satisfaction  to  generate  busid 
"People  remember  when  you've  goi] 
them."  The  situation  has  made  Be 
Duck  Tours  a  B-school  case  studj 
Harvard  University,  the  profesl 
thought  he  should  expand  outi 
Boston.  But  Wilson  thinks  the  c| 
calm  river  and  compact  liistorical 
ai'e  uniquely  suited  to  the  businessl 
PRACTICAL.  Then  there's  his  attitude 
wai'd  profits.  Last  yeai\  he  donated 
of  pretax  profits,  or  about  $90,00C 
community  projects  such  as  cleanind 
the  Chaiies.  He  also  paid  out  about] 
million  in  bonuses — to  evei'^i'one  but 
seh'.  His  own  salaiy  is  "signifieantlj 
der  six  figui'es,"  he  says.  Managers| 
1.5%-to-3%  equity  in  the  business 
five  years,  and  after  thi-ee  months, 
or  so  employees  enjoy  benefits  air 
unknown  in  seasonal  work:  yeai'-n 
medical,  dental,  and  life  insui-ance,  pi 
401(k).  Such  lai'gesse  is  practical,  Wi 
ai'gues,  citing  the  success  of  emplo; 
oriented  Southwest  Aiiiines  Co.: 
mately.  this  business  is  about  peopk 
they're  enthusiastic,  it  works." 

Enthusiasm  is  definitely  on  disj 
aboard  the  Ducks.  Each  driver/gi 
"conducktor"  develops  a  theatrical  i( 
tity,  costume, 
spiel — Brad  Rigby, 
example,  calls  him 
"Ace  Bandage" 
ch-esses  like  a  New 
land  Patriots  foot 
player.  But  besides 
couraging  wackines 
the  crew  carry  kaz 
to  quack  at  passer 


who 
kind- 
sists 
what 


often  reply 
-the  company 
employees  kr 

thev're  talk 


about.    Guides  sti 
\rith  the  local  histoi 
society,  for  example. 
And    they're  w 
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^9,  from  their  home,  two  guys,  three  dogs,  and  a  59C  biscuit  cutter  set  out  to  make  the  world's  best  dog 
^its.  The  result?  Five  stores,  a  cooking  show  and  Great  Dane-size  demar,d.  American  Express^  Small  Business 

ices  was  there,  extending  credit  when  no  one  else  would.  And  this  year,  when  they  open  50  new  stores, 

equipment  financing  program  will  reduce  their  cash  outlay, 
fdelivered  with  our  usual  person-to-person  (-to-canine)  service.    ^   ^^MgUnj^^   ^        ^  siness 

IM-800-SUCCESSorvisitwww.americanexpress.com.  ^^^^B'  Services 


Check  Out 
the  New 
Enterprise 
Online 

enterprise.businessweek.com 

Business  Week  Online  has 

expanded  its  site  for 
small-business  owners  and 
executives.  Now  you  can  get 
news  every  day  on  topics 
important  to  you,  plus  an 
array  of  databases,  story 
archives,  and  business  tools. 

Ask  our  experts  for  business  tips,  read 
the  diary  of  a  budding  entrepreneur,  and 
learn  to  strike  a  balance  between  work 
and  family  life. 

Raise  money,  get  in  on  lucrative  govern- 
ment programs,  cut  your  taxes,  and  find  the 
best  deals  on  bank  rates  and  credit  cards. 

mm 

Find  the  best  computers,  office 
products,  and  services,  and  learn  how 
to  manage  them. 


lEIEFITS 


Is  your  pay  package  up  to  par?  Check  out 
our  extensive  surveys. 


YOIR  MONEY 


Plan  your  investments,  taxes— 
and  your  retirement. 
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Also  look  for  us  on  America  Online 
(keyword:  8W).  For  a  free  trial  diskette 
including  50  free  hours  on  AOL. 
call  1-800-641-4848  and  mention 
Business  Week. 


paid.  The  highest-earning  conducktor 
made  more  than  $50,000  last  year — for 
eight  months'  work.  Even  the  pait-time, 
mostly  student,  ticket-takei*s  earn  a  $1- 
an-hour  bonus  on  top  of  their  $9-ah- 
hoiu'  wages  if  they  stay  thi'ough  their 
contracts. 

Wilson  says  the  generosity  reduces 
labor  costs  by  cutting  down  on  turnover. 
(All  foui'  of  the  original  conducktors  ai'e 
still  aboard.)  Recmiting  is  also  easier. 
Brad  Rigby  came  from  a  rival  tour  com- 
pany that  iTins  trolleys  year-round  but 
offers  no  benefits.  "I'm  not  gonna  leave 


here  iiin.      they  make  me,"  he  says. 

Wilson  hatched  the  idea  for  the  com- 
pany in  1992  when  he  saw  tourist-bear- 
ing Ducks  lumbering  around  Memphis. 
He  had  recently  bailed  out  of  "lOO-houi" 
workweeks"  as  a  vice-president  for  op- 
erations at  investment-banking  firm 
Boston  Co.,  feeling,  among  other  things, 
undei-paid  for  his  contributions.  "I  just 
hit  a  wall  one  day,"  recalls  the  Chicago 
native,  who  put  himself  through  college 
working  nights  as  a  deputy  sheriff.  He 
thought  Ducks  would  do  well  in  Boston, 
where  \isiting  fiiends  loved  to  be  taken 
out  on  the  Charles  in  his  sailboat. 
PERMIT  HELL  At  the  time,  there  were 
only  two  other  Duck  tours  in  the  coun- 
try: in  Branson,  Mo. — a  waterfront 
tomist  de.stination,  like  Boston — and  in 
the  scenic  Wisconsin  Dells,  where  a  re- 
turning seniceman  laimched  the  original 
Duck  tour  right  after  World  War  II. 
Wilson  stalled  tracking  down  collectors 
of  the  vintage  mihtaiy  vehicles  and  met 
Cambridge  (Mass.)  funeral-home  owTier 
Manuel  Rogers  .Jr.,  who  loved  the  idea 
and  took  a  .$90,000  stake  in  the  busi- 
ness. That  kept  Wilson  afloat  until  he 
could  raise  $1.2  million  more  fi'om  35 
limited  partners  rounded  up  by  a  small 
Boston  investment  bank.  (As  general 
paitner,  WJson  ovrns  about  25%.)  Wilson 
bought  four  Ducks,  available  for  as  little 


as  $500,  and  then  came  the  hai'd  p; 
a  two-yeai-  odyssey  through  "100  ha 
government"  to  get  the  30  peiTnit 
needed  to  launch  in  late  summer  '£ 
Then  Boston  Duck  Tours  hit  n 
water.  Wilson,  $270,000  in  debt, 
$80,000  the  first  year.  But  his  w 
crew  pitched  in  to  keep  the  startuf 
ing — painting,  wiring,  and  laying 
carpets  in  the  office  themselves 
spent  nothing  on  advertising,  figu 
coiTectly,  that  he  didn't  need  it; 
media  gave  lots  of  play  to  the  divei 
newcomers.  Revenues  rose  to  $1.9 

ONTHECHARLE 

Last  year,  Wils( 
gave  10%  of  pre 
profits  to  help 
clean  the  river, 
also  paid  out  $ 
million  in  bonu 

lion  in  '95,  and 
business  has  b 
making  money 
since.  "The  inves 
are  very  pleasi 
says  -Jeffrey  S 
Cormick  of  Sat 
Asset  Managem^ 
though  he  adds  that  WOson's  "i^assioi 
commitment"  to  his  city,  employees, 
investoi"s  creates  a  "healthy  tension 
where  to  dedicate  resources 
frankly,  profits." 

Tliese  days,  the  Ducks  are  local  ici 
featiu'ed  in  ads  for  the  Bank  of  Bos' 
Yet  Wilson  is  tliinking  about  mo%Tng 
to  other  things.  With  nearly  600 
touinsts  a  year  coming  to  his  door 
can  see  expanding  his  "entertainm 
business" — the  business  he  says  he 
mately  is  in — into  profitable  new  dii 
tions  invoKing  tom's  and  merchanc 
for  touiists.  On  the  other  hand,  succ 
has  meant  more  seven-day  weeks, 
he  hasn't  taken  a  vacation  in  18  mom 
"I'm  at  a  crossroads  in  my  life,"  he  s: 
"You  need  balance.  You've  got  to  h; 
time  to  watch  the  clouds  roll  by." 

Although  a  number  of  buyers 
made  offers,  he  says,  they  tend  to 
away  when  he  insists  they  continue 
profit  distribution  and  benefits.  N 
he's  considering  a  sale  to  his  s 
through  an  employee  stock-owner 
progi'am.  "I  believe  in  employee  own 
ship,"  he  says.  "I'm  not  anticapitali 
but  the  human  element  isn't  taken 
accotmt  enough."  By  making  the  mo; 
his  human  assets,  this  engagingly 
duck  has  made  Ms  business  swim. 
By  Edith  Hill  Updike  in  Bo 
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THESE  ZIPPO  POCKET 
ACCESSORIES  HAVE 
NEVER  BEEN  MORE 
AFFORDABLE. 


(for  a  limiteH  time  get  20%  more  product  free) 


ZipLight™  Pocket  Flashlight 


Zippo  Pocket  Knife/Scissors 


Zippo  Stylus  Writing  Instrument 


Offer  expires  12-31 -98 


Zjppo 

/(  works  or  we  fix  it  free!  ' 


ENTERPRISE 


Marketing 


FIND  A  NICHE 

-AND  START  SCRATCHING 

Diversity  marketing  isn't  just  for  the  big  guys-and  may  not  even  cost  much 

I 


f  you  thought  diver- 
sity was  simply  an 
employment  issue 
for  your  business, 
consider  this:  According 
to  mai'ket  research,  His- 
panics  eat  more  fast 
food  than  other  groups, 
and  African  Americans 
spend  more  time  on 
their  hair.  Older  folks 
consume  a  lot  of  luxu- 
ry travel,  while  gays 
and  lesbians,  propor- 
tionately, drink  more 
imported  beer. 

Starting    in  the 
mid-'80s,  big  compa- 
nies   such    as  AT&T, 
Sears   Roebuck,  and 
Coca-Cola  learned  to 
use  market  research  to 
target  distinct  ethnic 
and  demographic  nich- 
es. They  realized  that 
an  inci'easingly  diverse 
community  of  Ameri- 
cans doesn't  necessar- 
ily respond  to  mass- 
market  pitches.  But 
small  companies  have 
been  slower  to  jump 
on  the  diversity  band- 
wagon, assuming  they 
lack  the  knowhow  and 
resoiu-ces  to  penetrate 
these  markets. 

The  good  news  is 
that  diversity  market- 
ing is  easier  than  it 
looks — and  not  always 
proposition.  It  can  be  a 
strategy — even  a  siu-vival  tactic  for  yom- 
business,  says  Andrew  Erlich,  a  Wood- 
land Hills  (Calif.)  multicultural  market- 


an  expensive 
viable  gi-owth 


ing  consultant. 

Most  small  businesses 
still  don't  target  diverse  niches,  but 
those  that  have  stumbled  into  an  un- 
met need  like  the  results.  Take  Tracey 
Campbell,  who  runs  InnSeekers 
(www.innseekers.com),  a  telephone  and 
online  listing  service  for  bed-and-break- 


fasts.  In  June,  1996,  Campbell  asked 
members  of  an  Internet  discussion 
group  for  disabled  people  what  they 
would  prefer  to  be  called  in  her  list- 
ings. A  contact  she  made  online  led  to 


STRATEGIES 


a  mention  of  her  service  in 
New  Mobility,  a  magazine 
for  disabled  people.  Calls  flooded  in. 
Within  ten  days  of  the  article's  ap- 
pearance, inns  that  pay  to  be  included 
on  her  service  received  bookings  for 
over  400  room  nights  from  wheelchair- 
bound  travelers.  Turning  what  she  calls 


her  "fluke"  disco 
into  a  strategy,  Ca 
bell    now  write 
quarterly  colum: 
EmergiiLQ  Horizoi 
newsletter  for 
abled  travelers, 
caters  to  the  disa 
over  her  Web  site 
A  small  business 
be  well  suited  to  c 
ing  out  an  ethnic 
demographic  ni 
David  J.  Reibstein, 
fessor  of  marketin 
the  Wharton  Scho( 
the  University  of 
sylvania,  says  there' 
ten  less  direct  comj 
lion  and  the  custo 
base  may  be  more 
graphically  concent 
ed.  Still  not  convin( 
Consider  some 
])elling  statistics:  Arr 
I'thnic  groups  in 
II.  S.,  Asians  and  Pa 
Islanders  have  the 
est  average  housel 
income  ($56,547)  as 
as  the  fastest  popula 
growth  (3.81%)  (ta, 
page  16).  Only  7%  of 
adults   have  child 
meaning  they  tend 
have  more  disposable 
come.  And  if  you've 
counted  Americans 
50,  note  their  $130 
lion  in  spending  pow( 
Diversity  marketing  can  be  a  n 
tively  simple  matter:  Take  your  ex 
ing  product  or  service  and  let  a  par 
ular  group  know  you're  there  to  se 
them.  Five  years  ago,  for  examj 
when  the  Boreal  Ski  Area — a  res 
near  Lake  Tahoe  in  Ti'uckee,  Ca 
with  about  30  full-time,  year-round 
ployees — wanted  to  boost  business 
ad  agency  suggested  reaching  out 
San  Francisco's  large  Chinese  popii 
tion.  Market  research  showed  that 
nese  people  value  family  activities 
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Snap!  Server  and  Network  Storage  Made  Simple  are  trademarki,  and  the  Mendian  logo  is  a  registered  trademark  of  Mendian  Data,  Inc.  ©  1 998  Mi 


Starting  at  just  $995,  the  Snap!  Server"'  from  Meridian  Data  is  everytlning  you  want  in  a  storage  server 
It  comes  preconfigured  to  recognize  your  networ[<,  so  you  really  can  just  plug  it  in  and  turn  it  on  —  with  no 
Dwntime  for  your  existing  servers.  And  with  prices  ranging  from  $995  for  the  4  GB  server  to  12  GB  for  $  1 795, 
Snap!  Server  redefines  network  storage,  offering  the  perfect  combination  of  quick  and  easy  installation  at  prices 
never-before-seen  for  a  file  server  In  fact,  Snap!  Server  is  so  hassle-free,  it  comes  with  an  unconditional 
30-day  money-back  guarantee.  And  now,  you  could  win  a  Snap!  Server  just  by  visiting  our  web  site 
at  www.snapserver.com/busw  or  simply  call  I  -888-343-SNAP  ext.  600. 
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MERIDIAN 

|^^^   Network  Storage  Made  Simple 


COMPI 


THE  COMPUmt  SUPatSTOttE 

1-800-CompUSA 


ENTERPRISE 


Marketing 


ON  THE  CHEAP:  Can't  afford  $5,000  for  an  independent 
marketing  report?  Do  your  own  focus  group.  Or  just 
visit  an  ethnic  neighborhood  and  see  what's  selUng 


TARGH 
GROUP 


that  Chinese  immigrant  parents  per- 
ceive skiing  as  an  activity  to  help  their 
children  assimilate.  Since  then,  the 
resort  has  run  ads  in  four  local  Chi- 
nese-language newspapers,  advertised 
on  a  Chinese  TV  station,  and  sent  press 
releases  and  photos  to  the  Chinese 
press.  "Since  we've  started  the  cam- 
paign, our  Asian  customer  base  has  in- 
creased by  about  10%,"  says  Sheila 
Greeno,  director  of  marketing  at  Bore- 
al, now  owned  by  Powdr  CoiiJ.  in  Park 
City,  Utah. 

WEB  WONDERS.  Sometimes,  by  focusing 
on  niche  gTOups,  you  can  extend  your 
product  line.  For  almost  20 
years,  Nandini  Shah,  a  gen- 
eral printer  in  Irvington, 
N.J.,  never  reached  out  to 
fellow  Indian  immigrants. 
Then  someone  asked  her  to 
piint  a  traditional,  omate  In- 
dian wedding  invitation. 
Word  spread,  and  suddenly 
she  had  numerous  requests 
for  a  catalog.  Shah  obliged. 
Now  she  advertises  in  India 
Abroad,  an  international 
newspaper,  and  sells  her  in- 
tricate cards  from  her  own 
Web  site.  Shah  projects  the 
sales  of  invitations  will  double 
fi-om  10%  to  20%-  of  her  total 
revenues  this  year 

Another  approach:  spin  off 
a  whole  new  business  related  to  your 
expertise  but  aimed  at  one  group.  Set- 
ting up  a  Web  site  is  one  efficient  way 
to  do  that.  For  example,  Walter  Schu- 
bert, a  gay  member  of  the  New  York 
Stock  Exchange  and  owner  of  a  2.5-em- 
ployee  investment  company,  Schubert 
Group  International  in  Manhattan,  took 
stock  of  the  spending  power  and  com- 
puter savvy  of  the  gay  community,  as 
well  as  its  concerns  about  social  invest- 
ing and  specialized  estate  planning.  Last 
April,  he  launched  Gay  Financial  Net- 
work (gfn.com)  to  market  directly  to 
them.  GFN  has  signed  up  over  3,500 
members,  who  register  for  free  for  elec- 
tronic trading  and  other  services.  Schu- 
bert was  particularly  sti-uck  by  research 
showing  gays  and  lesbians  "are  more 
apt  to  own  a  personal  computer  and 
stay  online  longer." 


Of  course,  you  can  figure  out  what 
you  think  people  want — and  still  run 
into  marketing  trouble.  Cadaco,  a  Cliica- 
go-based  toy  and  game  manufacturer, 
still  sells  its  eight-year-old  "Senior  Se- 
ries" of  Tripoley  and  Poker-Keeno,  fea- 
tuiing  larger  chips,  cards,  and  typefaces 
to  appeal  to  players  aged  65  and  up. 
But  the  company  says  sales  gi'owth  has 
been  stymied  by  one  problem:  "Retailers 
don't  have  specific  shelf  space  for  se- 
nior games,"  says  Mark  Abramson,  di- 
rector of  operations  at  Cadaco,  "so  con- 
sumers don't  even  know  where  to  look 
for  our  product." 


A  RAINBOW  OF  POSSIBILITIES 

Often,  diverse  market  segments  lead  to  a  pot  of  gold 


CURRENT 

1398  P0PUUTI0N       EXPECTED  ANNUAL  PURCHASING  POWER 
MILLIONS        GROWTH  BY  2001  BILLIONS 


HISPANIC 

30.2 

2.09% 

$300.0 

ASIANS  AND  PACIFIC 
ISLANDERS 

10.3 

3.81 

150.0 

AFRICAN  AMERICAN 

34.3 

1.45 

450.0 

DISABLED/HANDICAPPED 

54.0 

NA 

175.0 

DATA:  U.S.  CENSUS  BUREAU,  CHISHOLM-MINGO  GROUP 

How  do  you  decide  if  diversity  mar- 
keting makes  sense  for  you?  If  your 
business  is  primarily  local,  think  about 
the  predominant  gi'oups  in  yoiu'  ai'ea.  Is 
there  a  large  elderly  population  or  a 
big  Hispanic  community?  A  good  start- 
ing place  for  gathering  such  market  in- 
formation is  your  own  customer  data- 
base. See  who's  buying  what  and  where 
they  live. 

For  professional  help,  you  could  hire 
an  ad  agency  or  market  research  fii-m 
specializing  in  diversity  issues.  (A  mar- 
keting report  costs  about  .$5,000.)  But  if 
you  can't  afford  it,  you  might  do  your 
own  leg"work.  Assemble  your  own  fo- 
cus group  by  inviting  in  members  of 
the  target  community.  You  might  offer 
some  incentive,  such  as  refreshments, 
free  product  samples,  or  discount 
coupons.  Or,  do  a  little  of  your  own 


trend-spotting  by  walking  aroun 
ethnic  neighborhood.  Check  out 
people  are  dressed  and  what's  se 
in  their  local  stores. 

To  determine  whether  a  group 
be  a  good  target,  you  might  also 
the  waters  by  participating  in  a 
event,  such  as  a  Caribbean  Day  F 
val.  Set  up  a  booth  there  to  gaug 
interest  in  your  product  or  ser 
suggests  Ken  Smikle,  president  of 
get  Market  News,  a  Chicago-base 
search  txvm  specializing  in  the  Air 
American  market.  Or,  if  your  audi 
is  national,  you  could  exhibit  at  a 
cialized  trade  show,  sue 
New  York's  annual  Ga 
Lesbian  Business  & 
sumer  Expo. 
CULTURE  CLASH.  Adverti 
in  foreign-language  or 
publications  can  be  e 
five — and  economical.  A 
page  ad  in  the  Los  An 
Times  mns  about  .$31,000 
only  about  $1,500  in 
World  Journal,  L.  A.'s  1 
ing  Chinese-language  n 
paper.  Often,  ethnic  new 
pers  will  translate  you 
for  you. 

But  be  aware  of  cult 
nuances  when  transla 
yom*  ad  or  bi'ochui'e,  caut 
Wanla  Cheng,  a  princip 
Asia  Link  Consulting  Group,  a 
Yoi'k-based  marketing  research  and 
suiting  fij-m.  For  instance,  she  says, 
Vietnamese,  as  recent  immigrants, 
respond  better  to  an  ad  depicting 
talgia  for  one's  homeland  than 
longer-established  Cliinese.  Beware, 
of  offensive  color  choices.  White  s 
bolizes  death  to  the  Chinese,  while 
for  South  Koreans,  is  linked  to  C 
munism,  says  Saul  Gitlin,  directo 
strategic  marketing  services  at  Kan 
Lee  Advertising  in  New  York 
which  specializes  in  the  Asian-Am 
can  market. 

To  be  sure,  looking  at  the  wc 
through  rainbow-colored  glasses  ta 
practice.  But  give  it  a  try.  You  j 
might  be  suiprised  at  what  comes  i 
focus. 

By  Barbara  Hetzer  in  New  } 
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SPECIAL    ADVERTISING  SUPPLEMENT 


Where  technology  can 
take  your  business. 


Small  biuinesd  owners  w  to  work  harder 

for  their  money.  You'll  be  happy  to  know  Acer  tfolution^  are 
ba^ed  on  the  .fame  philosophy.  Acer.  Changing 

the  way  biu^inedd  work^. 


AceR  i4 

Ttte  world's  3rd  largest 
PC  manufacturer.  *  And  gaining. 


Today,  success  depends  on  working 


harder,  smarter,  and  faster  than  ever\'one 


else.  That's  why  we  created  solutions 


10  help  small  businesses  maximize 


their  potential.  Like  high  performance 


notebooks  with  interchangeable  compo- 


nents for  the  ultimate  in  productivity 


and  llexibility.  Alanageable  desktops 


that  a\oid  obsolescence.  Award-winnine 


servers  designed  (or  faster  throughput ; 


incredible  network  functionalit\'.  Solu- 


tions that  are  integrated,  compatible  and 


work  as  hard  as  you  do.  Acer.  Changing 


th 


e  way  small  busi- 


ness works.  Mayln 

pentium-U       ^ou  should  too 


Extensa  "  7/07 

•  Intel    Pentium    II  processor  233r^Hz 

•  32MB  SDRAM,  expandable  to  256MB 

•  3  2GB  hard  drive  •  12  1"  (diagonal)  TFT 
SVGA  display  ■  24X  (max)  CD-ROM  drive 

•  Integrated  56Kbps  data/fax  modem  •  Lilon 
battery  'Microsoft  Windows  98  •  I  year 
limited  warranty  •  I  year 
limited  International 
Traveler's  Warranty 


AcerNtoi  330s 
•  Intel  Pentium  II  processor  3C0MH2 
upgradeable  to  450MHz  •  4,3GB  Ultra  Wide 
SCSI  hard  drive  'Advanced  Server  Manager" 
Pro  •  PCI  10/100  Ethernet  Adapter  •  3  year 
on-site  limited  warranty  •  Microsoft 
BackOffice  Small  Business  Server  lO-user 

license  •  Travan  NS  8GB  

tape  drive  with  SnapBack "  «K»»l>m 
emergency  recovery  utility 


AcerPower'  2000-266A 

•  Intel  Pentium  processor  266MHz  *  32MB 
SDRAM  •  3  2GB  Ultra  DMAy33  hard  drive 

•  32X  CD-ROM  drive  •  Integrated  ATI 
AGP  video  with  4MB  •  Integrated  Intel 
10/100  Ethernet  *  Integrated  16-bit  audio 

•  Small  footprint  convertible  chassis 


Call  Acer  at  1- 800-7 33-ACER 
&  select  option  2 
www.acer.  com/aac/ 


■  "The  Top  iO  PC  Manufacturers  Worldwide  Rankings,"  by  IDC  Consulting,  March  1998  "These  AcerPower  systems  are  preloaded  wich  Windows  98,  but  can  be  reformatted  with  Windows  95  that  is  included  on  the  Acer  Resource  CD  '5- 1 998  Acer  America  Corporation  Acer,  the 
Acer  logo,  AcerPower.  AcerAltos,  and  Extensa  are  registered  trademarks  of  Acer  America  Corporation  and  Acer  Inc  Intel,  the  Intel  Inside  logo,  and  Pentium  are  registered  trademarks,  and  MMX  is  a  trademark  of  Intel  Corporation.  Microsoft,  Windows  98  and  Windows  are  regis- 
tered trademarks  of  Microsoft  Corporation.  All  other  company  and/or  product  names  are  property  of  their  respective  trademark  owners  [Estimated  street  price  for  the  Extensa  7I0T,  AcerAltos  330s  and  AcerPower  200O-266A  excluding  all  applicable  taxes  Dealer  price  may  v3i) 


n  the  pages  that  follow,  you'll  read  about  how  small 
businesses  like  yours  can  take  advantage  of  computing 
technology  to  become  more  efficient,  competitive 
and  profitable.  You'll  find  specific  resources  for  advice, 
products  and  solutions.  And  you'll  discover  that  you 
can  start  reaping  benefits  from  computing  technology  now,  regardless 
of  how  much  or  how  little  you  already  know  about  computers. 


Your  business  might  be  small,  but  your  business 
challenges  aren't.       Fewer  employees  doesn"t 
translate  into  fewer  hurdles.  But  it  does  mean  each 
person  has  to  wear  many  hats.  Small  businesses  need 
creative  ways  to  keep  pace  with  competitors  large 
and  small,  without  burning  their  people  out.  This 
is  why  computing  technology  is  so  compelling. 

What  IS  computing  technology  anyway?  In  its 
broadest  sense,  it  means  using  personal 
computers  (PCs),  servers,  networks 
and  the  Internet  to  help  you  make 
money,  save  money,  and  save  time. 
By  doing  business  electronically,  you 
can  lower  your  operating  costs,  do 


Robert  Levy,  CRS,  of 
Portland,  Ore.,  a  top-selling 
realtor  with  Prudential 
Northwest  Properties, 
represents  an  average  of 
$10  million  annually  in  property 
value.  He  recently  plugged 
into  the  time-sensitive  needs 
of  his  busy,  computer-sawy 
prospects  with  networked  Intel' 
Pentium'  11  processor-based 
PCs  and  an  innovative  Web  site 
(www.roblevy.com). 

Levy  can  directly  attribute 
$57,000  in  net  income  in  six 
months  from  Web  inquiries  and 


more  with  existing  people  and  resources,  expand  vour 
customer  base,  improve  customer  service,  and  develop 
smoother  working  relationships  with  your  suppliers. 
In  other  words,  technology  can  help  you  do  the  things 
you  do  today  better,  more  easily,  and  more  efficiently. 

Computing  technology  is  a  tool,  not  an  end  in  itself. 
It  augments  your  company's  unique  skills,  quality 
and  creativity,  helping  you  deliver  your  products  and 
services  more  widely,  more  cost- 
effectively  and  with  greater  impact. 
You  can  join  the  technology  band- 
wagon at  any  point  — and  joining 
in  is  easier  and  more  affordable 
than  ever  before. 


e-mail.  He  has  office  and  home 
desktop  PCs  for  himself  and  his 
one  assistant,  plus  a  notebook 
PC  for  making  presentations 
and  running  house  searches 
with  customers  on  the  spot. 
All  the  systems  are  networked 
for  easy  information  transfer 
from  one  to  another. 

"I  do  the  same  volume  of 
business  as  some  other  agents 


who  have  three  to  five 
assistants — and  I  have 
one,"  says  Levy.  He 
heavily  promotes  his 
Web  site  on  all  his  ads 
and  flyers  and  uses  the  speed 
of  technology  as  a  selling 
point.  "Computing  technology 
lets  me  be  on  top  of  the  mar- 
ket— instead  of  the  market 
being  on  top  of  me,"  Levy  says. 
"Some  realtors  may  sell  more 
houses  than  I  do,  but  doing 
it  this  way  affords  me  a 
life.  Computing  technology 
lets  me  keep  balanced." 
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Be  more  productive  with 
the  Pentium"  II  processor 

The  Pentium'  II  proeessor  is  a  neeessity 
lor  even  small  hLismess.  Thai  s  because  the 
Pentium  II  processor  is  the  most  powerful 
P®nVH'7Tn    Intel  processor  for  desktop  and  mobile  PCs. 
It  helps  you  multitask,  so  you  can  update  your  database 
while  checking  e-mail  and  responding  to  ctistomers  online. 
That  means  vou  can  work  faster  and  gel  more  done. 
Plus,  it  has  the  performance  you  need  to  run  today's 
key  business  applications  — and  gives  you  headroom  for 
tomorrows.  So  stock  up  on  the  power  of  the  Pentium  II 
processor.  For  more  details,  see  your  PC  reseller. 
Or  visit  us  on  the  Web 


www.intel.com/business/small 


The  Computer  Inside; 


Not      Not      Tk  ree 

once.     twice,  times. 


The  Quantex  H-1331.  PC  World's  #1 -Rated  Notebook,  3  Months  in  a  Row. 

Quantex  H-1331  $2599 


Taking  care  of  business  in  or  out  of  the  office 
has  never  been  easier. 


Business  Lease;  $91 /Mo. 

■  Pentium'  II  Processor  266MHz 

■  Intel  Mobile  Module  (I  M  M  |  Architecture 

■  13  3"  XGA  Active  Matrix  Display 

■  80MB  SDRAM  /  51 2KB  SeconiJary  Cactie 

■  4GB  Ultra-ATA  HD  /  3  5"  1  44MB  Modular  Floppy  Drive 

■  PCMCIA  K56flex  protocol  Fax/Modem 

■  24X  Modular  CD-RO"/ 

■  PCI  Bus  witti  128-bit  J  ^lator 

■  Integrated  16-bit  Stereo  Souml  and  Speakers 

■  Smart  Littiium  Ion  Battery 

■  2nd  Littiium  Ion  Battery 

■  Mini  Docking  Station 

■  USB  and  Fast  IR  Ports 

■  Integrated  Personal  Touchpad 

■  MS  Windows  98  or  Windows  NT  4  0  Workstation 

■  MS  Office  '97  Small  Business  Edition 

■  Carrying  Case 

■  3-year  limited  warranty  on  CPU  and  Mam  Memory 

■  1-year  parts  and  labor  limited  warranty  on  all  other  components 

■  Upgrade  to  DVD-ROM  Drive  tor  only  $299 

H-1331  w/Pentium  II  processor  233MH2  or  Pentium  processor 


Just  because  you're  not  at  work,  doesn't  mean  you're  not  working.  Ttiat's 
wtiere  our  award-winning  H-1 331  comes  in.  Its  got  all  the  desktop  power, 
speed  and  functionality  you  need,  wtiettier  in  ttie  office,  of  home,  or  on  the 
road.  High-end  features  like  Intel's  Pentium  II  processor  266MHz  and  modular 
drive  bays  make  this  notebook  a  reliable,  top  performer.  The  pre-installed 
MS  Office  '97  SBE  gives  you  the  tools  for  success,  while  Windows  NT 
Workstation  provides  unsurpassed  levels  of  security  and  manageability.  And 
with  our  included  mini-docking 


PC  World 


with  MMX  Technology  266MHz 


$2449 


station  you'll  easily  replace  your 
desktop  PC,  connecting  to  office 
resources  like  printers,  keyboards, 
large  monitors  and  more.  With  so 
much  going  for  it,  it's  no  wonder 
the  H-1 331  is  a  3-time  winner! 


VCIIU«JI0                    Ranking      Ranking  Ranking 

Quantex  H1331 * 

1  * 

1  * 

1* 

Dell  3200  D266XT 

2 

2 

2 

Dell  CPi  D266XT 

3 

3 

n/a 

Micron  GoBook  266 

4 

n/a 

n/a 

Gateway  Solo  5100  LS 

5 

5 

n/a 

*Best  Buy 


tium  n 


Fot  mote  information  on  Quantex  and  our  entire  produci  line,  visit  www  quantex. com 
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Get  plugged  in.       Your  vehicle  lor  getting  started 
with  computing  technology  is  a  high-performance 
PC  that  can  handle  the  rigors  of  your  business  today 
as  well  as  whatever  vou'll  lhrov\  al  il  ni  the  future. 
C  oupled  with  PC  software,  it  can  boost  your  produc- 
tivity by  automalmg  nearly  all  your  business  tasks: 
managing  finances,  tracking  customers,  process- 
ing orders,  controlling  inventory,  and  scheduling 
work.  You  should  view  a  high-performance  PC 
as  the  foundation  of  your  technology  investment. 

For  employees  who  telecommiUe,  work  al 
a  customer  or  job  site,  or  travel  on  business, 
mobile  or  laptop  PCs  are  a  good  choice.  With  a 
high-performance 
laptop  PC.  you 


anywhere,  ensiu  ing  that  you  never  miss  an  important 
deadline  or  ilecision.  And  today's  laptop  PCs  arc 
smaller,  lighter,  faster  and  more  affordable  than  ever 
before,  makmg  them  an  important  consideration  lor 
any  small  business. 

Get  connected — within  your  company  and  to 
the  outside  world.       An  estimated  75'%.  of  small 
businesses  currently  have  no  network  in  place,  yet 
studies  show  that  nearly  all  plan  to  get  netuorked. 
Networking,  or  sharing  computing  resources  among 
multiple  PC  users,  is  critical.  It  is  the  ke\  technology 
(CoiHiiiucil) 


can  access  your 
business-critical 
documents 
and  databases 
anytime  from 


Q  Quantex  High-performance 
mobile  PCs  let  you  take  your  business 
with  you  on  the  road:  give  colorful 
presentations,  access  e-mail  and  the 
Internet  remotely,  and  work  on  powerful 
business  applications  in  the  office,  at 
home  or  while  traveling.  The  Quantex* 
H-1331  "desktop  alternative"  notebook 
combines  the  performance  of  a  desktop 
PC  with  the  advantages  of  mobility.  It's 
like  getting  both  a  desktop  and  mobile 
PC  for  a  single  investment. 


At  each  stage  of  technology  adoption, 
Intel  has  products  for  your  small  business, 
no  matter  what  business  you  are  in. 

►    High-performance  PCs  based  on  the  Inter  Penliuni'  II  processor  are  the  ideal 
basis  for  any  kind  of  technology  solution  you  decide  to  pursue.  The  Pentium  1! 
processor  delivers  high  performance  on  everything  from  office  productivity  appli- 
cations to  sophisticated  design  and  publishing  pack- 
^^■■■■^  ages.  Wearing  multiple  hats  means  processing  iiiultiple 

tasks  at  the  same  time,  and  Pentium  II  processor- 
based  systems  make  a  multitasking  computing 
environment  more 
efficient  than  ever 
The  headroom 
provided  by  Pentium  il 

processors  means  that  your  PC  will  continue  to  be  a 
productive  investment  longer  And  now  laptop  PCs 
with  the  power  and  capabilities  of  the  Pentium  II 
processor  are  also  available.  Intel  also  offers  the 
Celeron"  processor  capable  of  running  today's 
most  common  PC  applications.  The  Intel"  Celeron 
processor  provides  the  dependability  you  expect 
from  Intel  at  an  exceptional  value. 


Pentium'']! 

Intel 

■ 

Willi  the  Pentium  II  processor,  real  servers  and  powei  ful  networks  are  now  witliin  reach 
for  vour  sniall  busuiess.  Pentium  II  piocessor-based  seixeis  proxide  scalable  perfor- 
mance, built-m  manageability  and  aflordabihtv  to  support  your  busmess-cniical  hmctious  -e-mail, 
customer/inventory  databases,  your  Web  site  — and  help  your  emplosees  share  data  and  better  serve 
your  customers  with  real-time  information. 

The  InteP  liiBusiness"  networking  products  are  simple  and  affordable  network  solutions  designed 
for  2  to  50  users.  The  Intel  InBusiness  Internet  Station.  LAN  adapters,  and  fast  hubs  get 
you  connected  mteinalK  and  to  the  Internet,  so  \ou  can  do  business  direcil}  v.itli  \oui 
bank,  office  products  company,  parts  suppliers  — essentially  everyone  on  the  internet. 

To  further  reduce  hassles  and  save  time,  you  can  subscribe  to  the  new  Intel' 
AiiswerHxpress  "  Sup|iort  Suite  for  the  PC  s  in  your  office.  I  he  Intel  AnswerExpress 
Support  Suite  offers  four  essential  services  for  the  PCs  in  your  office  — live  answers 

to  your  PC  c|ucstions.  full-time  computer 


for  slaMiig  111  touch  with  all  the  people  that  luattei  to 
\c)Lir  hLisiiiess    ciiiplo\ees.  custt)iiiers.  sii|-)pliers 
and  business  partiieis.  I  he  c|uesti()ii  is  not  uliclliei  to 
network,  but  what  kind  ol  network  best  su|")poits 
your  business  iiK)del 

lni/>rovc  (omnmiin  (ilKiH  w  illiin  vaiir  Ivimiicw 
Iiiiagiiie  the  pr(jducti\ H\  gams  from  keeping  \i)iii 
fiiumcKil  records,  customer  lists,  parts  catalogs  and 
price  lists  updated  and  casilv  accessible  to  evervoiie 
at  \()Ui  conipam     to  improve  coiiimuiiicatioii 
among  \our  emplovees  and 
respond  iiioi e  eflicicntlx  to  i 
customer  requests 

You  can  start  bv  connecting 
your  PC's  internally  with  "pcer- 
lo-peer "  network.  I  his  basic 
network  links  youi  coiiipaii\  's 
PC's  with  each  other  and  with 
various  computer  dev  ices. 
When  your  employees  share 


virus  protection,  online  backup  and  offsite 
storage  of  valuable  files,  and  a  one-stop 


^         online  librarv  of  PC 


tips  and  tutorials- 
Ill  one  place,  at  a  low 
moiitlih  price. 


I  lies,  punters,  modems  and  othei  equipment,  produc- 
ti\it\  climbs,  costs  diminish,  and  \oii  ma\iiiii/c  your 
uivesiiiiciil  111  cMstuiii  software  and  hardware. 


Q  Acer  With  fewer  people  and  resources  than  large  busi- 
nesses, small  businesses  have  to  work  harder  for  their  money. 
Acer  offers  a  line  of  desktop  and  notebook  PCs  and  servers 
designed  specifically  for  the  challenges  that  small  businesses 
face.  Acer  products  feature  high-performance  Intel®  Pentium®  II. 
processors,  integrated  networking  and  audio/video  capabilities. 
Plus  their  built-in  software  solutions  and.  licenses  can  help  you 
leverage  computing  technology  to  work  better,  smarter  and  faster 


If  mulliplc  people  in  vour  company  need  access 
lo  real-lime  inl'ormalion  or  vour  business  depeni.ls 
on  kev  sol'luare  running  24  hours  a  liax.  \ou  miglil 
consider  a  "client/server""  nelv\orl\.  vvliere  one  or 
more  servers  distribute  or  "serve""  inlormalion  lo  the 
""clienl""  PCs  on  a  nelwork.  B\  centralizing  shared 
resources  on  a  dedicated  server,  data  can  be  better 
maintained  and  ctMitrolled. 

Expand  coniiiiuiiianion  wilh  ihc  oulsitlc  world. 
Networking  technolog\  also  helps  vou  build  \oin- 
business  through  closer  collaboration  with  your 
external  suppliers  and  partners,  and  makes  it  easier 
for  them  to  do  business  with  you.  Begin  connecting 
to  the  external  world  by 
opening  an  e-mail  account 
and  obtauiing  access  to 
the  Web  with  an  Internet 
Service  Provider  (ISP). 
E-mail  lets  you  quickly  and 
cost-effectively  respond  to 


Personify  Inc. 
(www.personify.com), 
a  small  business  of  fewer 
than  20  people,  sells  interac- 
tive marketing  software  and 
services  that  enable  businesses 
of  all  sizes  to  "personify"  their 
Web  site  audiences:  to  analyze 
and  anticipate  customer  pref- 
erences and  convert  site 
visitors  into  loyal  customers. 
Personify  merges  the  proven 
essentials  of  traditional  mar- 
keting with  the  immediacy  of 
the  Web  environment. 

"Our  browser-based, 
point-and-click  Web  marketing 


inquiries,  send  documents  electronically,  and  save 
Imie  and  mone\  on  photoeopymg.  shippmg.  faxing 
and  telephone  calls. 

To  go  one  step  further,  you  can  let  the  world  know 
about  \  our  compam  through  \our  own  Web  site. 
Web  sites  are  easv  to  set  up  with  toda\'s  advanced 
software  tools  and  can  reside  on  \our  own  serxer  or 
on  a  server  located  at  vour  ISP.  Because  the  Internet 
is  available  24  hours  a  dav.  seven  davs  a  week,  cus- 
tomers and  suppliers  can  learn  about  your  products 
and  serv  ices  at  their  convenience. 

You  might  also  set  up  a  private  web  site,  or  intranet, 
for  yoLir  emplovees.  intranets  prov  ide  exclusive 
access  to  companv  information  m  one  central  location, 
allowing  your  emplovees  to  easilv  communicate. 

distribute  information,  and 
collaborate  on  projects 
across  your  companv.  ["xpand 
your  intranet  to  include 
suppliers  and  customers  and 
voii  have  extranets. 


software  statistically  models 
visitors'  behavior,  identifies  key 
market  segments,  and  enables 
real-time  predictive  targeting 
of  promotions,  content  and 
e-commerce  transactions,"  says 
Eileen  Gittins,  Personify's  CEO. 
"We  help  companies  answer 
strategic,  not  simply  logistical, 
questions  about  e-commerce. 
For  small  businesses,  we  help 
level  the  playing  field  with 
tools  that  make  them  look  big- 
ger than  they  are."  Personify 
deploys  Intel"  Pentium*  II 


processor-based 
technology  on  all  its 
desktop,  mobile,  and  server 
systems,  and  it  has  designed 
its  software  for  the  Intel 
architecture.  "We  intentionally 
focused  on  Intel'  processor- 
based  systems  for  the  combi- 
nation of  low  cost  and  high 
performance,"  says  Gittins. 
"With  the  affordable  horse- 
power of  the  Pentium  II 
processor,  we  can  offer  the 
rich  application  features 
and  real-time  responsive- 
ness that  fast-moving  busi- 
nesses require." 


1 
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Your  mom  forgot  to  tell 
5,891,242,002 
potential  customers  about 
your  business. 

Word  of  mouth  is  a  good  way  to  introduce  your  small  business 
to  a  few  people.  But  what  if  a  few  isn't  enough? 

Please  meet  Microsoft  Publisher.  It  gives  you  all  of  the  tools 
you  need,  including  design  templates,  to  create  materials  such 
as  brochures,  newsletters  and  business  cards,  so  you  look  like 
the  professional  you  are. 

What  if  you're  ready  to  reach  out  and  talk  to  the  whole  world? 
Microsoft  FrontPage  can  help  you  create  and  manage  your  very 
own  professional-looking  Web  site.  Its  easy-to-use  templates  and 
non-techy  talk  will  have  you  up  and  running  in  no  time,  letting  your 
customers  instantly  access  the  information  they  want  and  need. 

Tying  your  PCs  together  makes  managing  your  success  even 
easier.  With  Microsoft  BackOffice  Small  Business  Server 
you  can  automatically  keep  your  Web  site  fresh  and  up-to-date, 
and  send  brochures  or  newsletters  to  any  or  all  of  your 
customers  via  e-mail.  Managing  your  communications  from  one 
secure,  central  location  saves  you  time  and  energy  so  you  can 
-you  guessed  it-get  more  customers. 

We'll  send  you  our  free  16-page  small  business  guide  with 
CD-ROM  when  you  call  1-800-60SOURCE. 

We  make  software  to  meet  your  small  business  needs  so  you're 
ready,  willing  and  able  to  deal  with  what's  around  the  corner. 

New  customers.  More  new  customers. 


Where  do  you  want  to  go  today? 

www.microsoft.com/smallbiz/ 


I  Alraiicls  are  Liscd  to  ci'cale  electronic  communilies 
111  which  hiners  and  sellers  collaborate  online,  thereby 
streamlining  business  processes  (such  as  in\entt)r_\ 
nianagenient ).  sa\  ing  e\er\one  time  and  money 

In  sLimmar\.  the  benefits  of  getting  connected 
within  and  outside  \our  company  are  enormous. 
Making  e\er\ one  in  \oLir  sLippl\  chain  more  produc- 
li\e  helps  \oti  deliver  products  and  services  faster  and 
lowers  \our  operating  costs.  You  can  take  the  time 
\ou  would  have  spent  pushing  paper  or  pla\  ing  tele- 
pltone  tag  and  use  il  to  expand  your  business. 


Business  .software  helps  you  with 
all  the  key  tasks  reciuiied  to  run 
your  business  every  day:  create  docu- 
ments, manage  your  finances,  schedule 
appointments,  analyze  customer  data, 
and  market  your  business.  Many 
of  the  most  popular  small  busi- 
ness software  applications  run 
faster  on  systems  powered  by 
the  Pentium*  II  processor. 

The  Inter  Showcase  on  the 
Intel  Web  site  (www.intel.com) 
highlights  software  and  Web  site 
content  that  benefit  from  the 
performance  of  the  Pentuim  II 
processor  You  can  find  applica- 
tions in  a  number  of  business 
categories,  such  as  office  pro- 
ductivity, accounting  and  finance, 
sales  and  marketing,  communications 
and  Web  page  development. 


Do  business  on  the  Web.       Your  small  business 
can  use  Internet  technology  to  reach  even  further  into 
the  online  world  and  improve  all  aspects  of  your 
business,  from  customer  service  to  sales,  niectronic 
commerce  (or  e-commerce).  means  selling  and/or 
buying  goods  and  services  over  the  Internet.  Your 
Web  site,  m  addition  to  providing  critical  information 
and  support,  can  help  you  grow  sales  by  giving  new 
and  existing  customers  the  option  to  buv  vour  products 
and  services  directly  online,  around  the  clock. 

Stipporting  the  intense  processing  demands  of 
e-commerce  with  real-time  transactions  conducted 
online  requires  a  server  running  specialized  soft- 
ware. If  you  decide  to  host  vour  ow  n  Web  site 
and  process  transactions  yourself,  it  is  a  good  idea 
to  invest  in  a  dedicated  Web/transaction  server 
Alternatively,  you  can  establish  an  account  with 
an  ISP  capable  of  processing  your  e-commerce 
transactions  on  its  servers. 


Q  HotOffice  Wienyour  work  happens  beyond  9  to  5, 
and  away  from  the  office,  it's  crucial  that  everyone  be  able  to 
access  company  information  and  communicate  effectively, 
anytime  and  anywhere.  Using  the  latest  Internet  technologies, 
the  HotOffice*  Web-based  networking  solution  acts  as  a  cen- 
tral commimications  point,  helping  your  employees  share  and 
revise  documents,  find  crucial  infonnation  and  records  quickly, 
communicate  electronically  across  time  and  space,  respond 
instantly  to  customer  requests,  and  turn  ideas  into  action. 


showcase 

Try  it  on  a  Pentium  n 

processor 


By  expanding  your 
abilities  to  do  busi- 
ness electronically,  you  will 
be  in  a  position  to  strengthen 
relationships  with  your  suppliers.  Many  suppli- 
ers have  invested  in  computing  technology  and 
are  making  it  available  to  you,  further  supple- 
menting your  own  capabilities  without  enor- 
mous investments  at  your  end. 

For  example,  maybe  you  like  the  idea  of 
creating  brochures,  product  data  sheets 
or  dazzling  presentation  slides  in-house,  but 
you  won't  do  these 
activities  often  enough 
to  justify  buying  the 
necessary  specialized 
equipment.  Kinko's  offers  a  full  range  of 
high-technology  services  especially  designed 
for  small  businesses — everything  from  high- 
speed digital  color  copying  and  custom  printing 
to  video  conferencing  and  sending  documents 
electronically  to  Kinko's  via  e-mail.**  Take  advan- 
tage of  Kinko's  investments  in  leading-edge 


Q  Microsoft  Small  businesses  today  are  loo 
ways  to  better  manage  and  communicate  with  customers, 
get  the  information  needed  to  make  better  business  deci- 
sions, and  be  as  efficient  as  possible.  Microsoft  BackOffice* 
Small  Business  Server  provides  e-mail,  Internet  access,  and 
fax  and  modem  sharing— so  it's  easy  to  communicate  with 
customers  and  suppliers.  And  your  business  is  able  to  be 
more  efficient  with  your  resources  because  you  can  easily 
share  printers,  files  and  applications  within  your  company. 


digital  technology  and  expertise  until  you  can 
justify  your  own  purchases,  or  as  a  permanent 
solution  to  your  periodic  high-end  requirements. 

Similarly,  you  could  probably  appreciate  less 
time  wasted  standing  in  bank  lines,  waiting  on 
hold  on  the  phone,  or  converting  bank  state- 
ments into  a  format  compatible  with  your 
accounting  system.  Citibank  offers  Business 
Access,  an  online  computer  banking  service  for 
managing  finances  and  banking  transactions 
conveniently  from 
any  PC.  Citibank's 
Business  Access 
delivers  timely  and 

secure  information  on  all  your  bank  accounts, 
24x7;  handles  routine  banking  transactions; 
and  downloads  account  information  to  your 
spreadsheet  software,  organized  the  way  you 
run  your  business. 


CITIBANKS 


Tk'  (til  (inl-ii  ill  II  ill})  sim  'ice. . 


□  □  DEMO 
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Need  A  Better  Way  to  Wark? 

Get  it  all  together  on  the  Web  with  HotOffice.  Reminders,  con-ections,  revisions,  phone  messages,  e-nuiil.  .  . 
don't  get  biiiied  liy  work!  Let  the  llotOffice"  Weh-hitsed  networking  solution  keep  you  iuid  your  colleagues,  clients  and  vendors 
connected  ;uid  orgiuiized  from  anywhere.  Share  files,  communicate  and  collaborate  from  your  private,  central  location  on  the  Web. 
linjoy  all  the  power  of  a  coq^orate  intranet  without  ;ill  the  expense  or  technical  hassles.  Get  HotOffice  -  a  better  way  to  work. 

Sign  Up  far  yoir  FREE  trial  to(h^!  IjijM  l^^^^^^^f  f  j 

www.hotOjlcexom/jree      "iE  ilwi      I  1 1 

Or  call  toll  free  1.888.4Ho.  T/ce  ext.  10  BiG  BUSINESS  TECHNOLOGY  @  SmALL  BUSINESS  PRICES. 


O  I99H  HotOffice  Technologies,  Inc. .    rinhis  ivscrrecl.  HotOffice  ami  the  HotOfpce  logo  are  Inuleiiiiirks  ofHotOffiice  Technologies.  Inc. 


Where  do  I  go  to  get  what  I  need? 


Now  that  yoirre  armed  with  infor 
mation  on  what  computing 
technology  can  do  for  your  small  business, 
what's  next'^  The  first  step  is  to  examine 
which  of  your  current 
and  future  business 
goals  you  can  meet  with 
technology.  Be  realistic 
about  how  much  com- 
puting technology  you 
want  to  acquire  and 
install  on  your  own. 
especially  if  you  don"t 
have  a  computer  specialist 
on  staff.  Once  you've 

defined  your  goals,  consider  finding  a  tech- 
nology consultant  who  can  help  you  refine 
your  requirements  and  implement  a  technol 
ogy  solution  tailored  to  your  business  needs 


KEY  ATTRIBUTES  TO 
CONSIDER  WHEN 
SELECTING  A  COMPUTER 
CONSULTANT  INCLUDE: 

Hardware  expertise 
Software  expertise 
Commitment  to  service 
Technology  planning 
Small  business  focus 
Experience/time 
in  business 
Cost  consciousness 
References 


A  good  technology  consultant  should 
help  you  answer  specific  questions,  such  as: 

►  What  type  of  solution  will  meet  my 
current  business  needs  as  well  as  grow 

easily  and  cost-effectively 
to  meet  future  needs? 

►  Do  you  provide 
everything  (software, 
networking  products, 
servers,  customization, 
etc.)  I'll  need'.' 

►  What  aspects  of  the 
system  can  I  or  must  I  put 
together  and  manage  myself? 

►  What  types  of  service 
and  support  do  you  offer  (call-in.  24x7. 
etc.),  and  how  do  you  charge  for  support? 

►  Do  you  have  references  from  other  small 
businesses  with  needs  similar  to  mine? 


or  further  advice  on  how  to  choose  and  implement  technology  solutions.  Intel 
will  launch  its  new  Intel  Authorized  Solution  Provider  (I ASP)  program  in  the 


latter  half  of  1998.  This  program  supports  premier  Intel  resellers  committed  to  providing 
technical  expertise  and  solutions  to  their  customers.  As  an  I  ASP.  a  reseller  must  complete 
intensive  training  and  testing  designed  to  give  them  the  knowledge,  tools  and  skills  needed 
to  help  your  small  business.  To  find  the  lASP  nearest  you.  call  1-800-538-3373. 
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►  WWW. Intel, com/business/small 
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Intel 

Tlie  Computer  Inside." 


Its  that  simple. 


When  laced  wilh  llic  vvieic  selection  of  PC's  out  there,  how  do  you  know  it'  you're 
choosing  the  right  one  '  It's  simple.  Start  with  the  t^raln  of  your  coniputer-the 
microprocessor  Intel   microprocessors  are  designed  lor  exceptional  performance. 
qualit\  and  compatibilil\.  So  it's  no  wonder  the\  'ie  found  in  most  of  the  world's 
PCs.  To  make  sure  there  s  one  inside  your  PC.  just  look  for 
the  Intel  Insjde'  louo  on  the  outside.  I  ►  www.mtel  com 


intel 

rhcC\)nipulci  IiiskIc.' 


ink-l  (  orpor.iiinii  liiicl  Inside  llic  ink-!  IriMjc 
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rHE  COOKIE  LADY 
)F  SILICON  VALLEY 

British  baby  nanny  catches  the  startup  spirit 


ean  M.  McGraw  is  a  60-year-old 
gi-andmother  of  foiu\  looks  like  a 
thin  Mrs.  Doubtfire,  and  has  made 
her  living  for  the  past  13  years  as 
baby  nurse  to  some  of  the  richest, 
)st  famous  families  in  San  Francisco 
d  Silicon  Valley.  Time,  one  would 
ink,  to  settle 
surely  into  her 
Iden  years.  But 
;Graw,  a  Nik?- 
od  Englishwoman, 
running  as  fast  as 
y  entrepreneur  in 
3  Valley.  The  dif- 
'ence:  Her  sleep 
privation  stems 
im  making  cookies, 
t  wiiting  softwai'e. 
id  the  800-pound 
rilla  she  faces  isn't 
crosoft  Corp.;  it's 
Daker  in  Scotland. 
Her  two-year-old 
siness,  McGraw's 
ortbread,  launched 
th  $10,000  in  per- 
nal  savings,  has 
en  nibbling  its  way 
-0  such  fancy  shops 
Dean  &  DeLuca, 
•aegers  Markets, 
d  Neiman  Marcus, 
uch  charge  $18  to 
;4  for  a  one-pound 

I.  "We  clicked  be-   

use  she's  not  pushy — she's  bubbly  and 
iglish,  and  she  has  a  good  product," 
ys  Richard  W.  Rachfal,  a  buyer  for 
'aegers. 

UNKING  BIG.  McGraw  recently  signed  a 


cuit  with  a  light,  cinmbly  texture.  (She 
has  also  added  such  flavors  as  choco- 
late chip,  lemon,  and  English  toffee.) 

How  did  McGraw  move  from  baby 
nurse  to  successful  entrepreneur?  "I'm 
self-motivated  and  self-taught,"  she  says. 
After  completing  high  school  at  15,  in 


GRANDMA'S  RECIPE:  McGraw  and  her  son  and  ijurtiter,  Barry  Nash,  not  only 
bake  hut  design  packaging,  make  sales  calls,  and  market  their  shortbread 

England,  she  worked  for  Philips  Elec- 
tronics as  a  data  processor,  took  care 
of  her  sick  mother,  married,  and  raised 
three  children  in  Britain.  In  1980,  she 
visited  the  U.  S.,  fell  in  love  with  the 


!al  with  British 
med  W.  H.  Smith 
c.  to  sell  cookies  in  10  of  their  Cali- 
mia  hotel  shops;  she's  also  selling  on 
Web  and  in  catalogs.  McGraw  is 
•ejecting  sales  of  $150,000  this  year, 
»  from  last  year's  $30,500.  But  for  a 
umb-size  business,  she's  thinking  big. 
rentually,  she  hopes  to  take  a  bite  out 
giant  Walkers  Shoilbread  Ltd. 
Her  secret  weapon:  her  gi-andmoth- 
's  recipe,  which  yields  a  butteiy  bis- 


ENTREPRENEURS 


San  Francisco  Bay 
area,  and  moved  there 
permanently  in  1983.  McGraw  first 
worked  as  a  nanny  and  later  developed 
a  specialty  in  newborn  care.  One  refer- 
ral led  to  another 

Besides  tending  babies,  she  baked 
cookies  for  her  clients — many  of  whom 
are  now  her  biggest  boosters.  "I'm  a 
sucker  for  entrepreneui'ial  activity,  and 
her  cookies  are  awesome,"  says  Halsey 
M.  Minor,  ceo  of  cnet,  the  Web  tech- 


nology publisher  and  broadcaster. 
"Somewhere  else,  she  might  not  have 
received  encouragement,  but  there  is 
no  more  entrepreneurial  culture  than 
the  Bay  Area." 

Indeed,  for  years,  says  McGr-aw's  son 
and  pailner,  Bany  R.  Nash,  36,  "people 
would  tell  me  and  Mum  that  we  should 
start  a  business."  But  they  pooh-poohed 
the  suggestions  until  October,  1996,  when 
McGraw's  friend,  Greg  G.  Eisenman,  a 
regional  manager  for  The  Honeybaked 
Ham  Co.,  gave  her  a  400-tin  Clnistmas 
order.  McGi'aw  took  the  plunge,  renting 
a  kitchen  by  the  hour.  Her  relatives, 
still  hving  in  an  English  village,  thought 
she  was  crackers  starting  a  business  at 
her  age — until  she  sent  them  her  short- 
bread in  a  stylish  gold  tin. 

PICK  BRAINS.  Soon, 
McGraw  was  attend- 
ing seminars  offered 
by  the  Service 
Corps  of  Retired 
Executives  (score) 
and  picking  the 
brains  of  former 
clients,  such  as  Nan- 
cy J.  Pedot,  former 
CEO  of  Gymboree 
Corp.  "She'll  call  me 
and  bounce  ideas 
around,  but  she 
knows  where  she 
wants  the  business 
to  go." 

Besides  baking, 
McGraw  and  her  son 
design  the  packag- 
ing and  make  the 
sales  calls.  And  they 
still  rent  a  kitchen 
by  the  hour.  But 
now,  McGraw  is 
seeking  a  $50,000 
Small  Business  Ad- 
ministration loan  to 
expand  and  lease  a 
bakery-and-warehouse  space. 

As  if  that  weren't  enough,  half  the 
week,  McGraw  goes  from  patting  dough 
by  day  to  patting  babies'  bottoms  by 
night.  "It  is  difficult  to  find  the  time  to 
do  everything,"  she  concedes. 

Like  the  tech  startups  of  Silicon  Val- 
ley, McGraw  and  Nash  have  plowed  all 
their  dough  back  into  the  business;  in 
four  or  five  years,  they  hope  to  sell  out 
to  a  larger  company.  "But  what  would  I 
do  then?  Probably  start  another  busi- 
ness. It's  exciting.  Silicon  Valley  has 
iTibbed  off  on  me,"  laughs  McGraw.  Her 
chips  may  be  chocolate,  but  the  Valley 
spirit  has  clearly  baked  in. 

By  Gary  Andrew  Poole  in  San  Mateo 
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THE  MANY  VIRTUES 
OF  VIRTUAL  SERVICES' 

Just  log  on  to  the  Web,  and  check  out  the  panoply  of  providers 


The  young  founders  of  Manhattan's 
StockObjects  don't  need  a  pep  talk 
on  the  power  of  the  Internet. 
That's  where  they  make  their  hv- 
ing,  marketing  a  Web-based  hbrary  of 
animated  pictiu'es,  3-D  models,  and  oth- 
er multimedia  elements  for  companies' 
Web  sites.  And  when  they  need  to  cus- 
tom-produce projects  for  then-  libraiy, 
they  liire  progi'ammers  from  ai'ound  the 
world — again,  over  the  Internet.  So 
when  StockObjects  wanted  some  Net- 
sawy  financial  help,  Chaimian  and  Pres- 
ident Mark  Ti'ibe  turned  to  a  Net-fo- 
cused accounting  fu'm  for  help:  Vulual 
Growth  Inc. 

The  firm,  also  in  Manhattan,  offers 
clients  such  as  StockObjects  the  seivices 
of  a  chief  financial  officer,  controller,  and 
accountant  over  the  Net.  For  example,  as 
part  of  the  "Virtual  CFO"  service,  Stock- 
Objects  Chief  Operating  Officer  Jeff 
Phillips  plugs  quarterly  financial  data 
into  an  Excel  software  template  set  up 
OUTSOURCING  ^in^vA]  Growth, 
  and  the  progTam  gen- 
erates a  balance  sheet  and  cash-flow  pro- 
jections. Pliillips  E-mails  those  spread- 
sheets to  the  fii'm,  where  an  assigned 
c:pA  interjjrets  the  data  and  advises  the 
company  on  strategy.  Besides  acting  as 
CFO,  Virtual  Growth  does  traditional  ac- 
counting work,  files  tax  fonns,  takes  cai'e 
of  payi'oll,  and  pays  the  bills.  The  total 
cost:  .$1,700  a  month.  Granted,  it's  not 
quite  the  same  as  having  a  fiill-time  fi- 
nancial staff.  Business  communications 
are  handled  mostly  by  E-mail  and  tele- 
phone, along  with  periodic  face-to-faci  ■ 
meetings.  But  hiiing  a  fiiU-time  ( "F( )  coul'  i 
cost  $100,(X)0  or  more.  StockObjects  Pi-es- 
ident  Tiibe  says  the  aiTangement  work> 
well  for  now.  "They're  not  a  substitute 
for  a  CFO — they're  allowing  us  to  go 
longer  without  one." 
"GOT  TO  BE  CHEAPER."  It's  the  latest 
twist  on  outsourcing:  Small  businesses 
are  starting  to  get  help  fi"om  viitual  ser- 
vices camped  out  on  the  cybei-fi'ontier. 
Do  a  little  sm-fing  and  you'll  find  "viitual 
assistants"  who  word-process,  plan 
events,  and  handle  other  office  chores 
over  the  Net;  online  consultants  who  dis- 


pense advice  by  E-mail;  a  computeitzed 
ti-anscription  seivice;  and  human-resoiu'ce 
management  companies  that  let  you  tap 
into  expensive  software  for  managing 
employee  benefits.  These  virtual  service 
providers  will  probably  never  shake  yoiu* 
hand.  The  bulk  of  their  work  will  be 


HANDS  ONLINE:  Word 
processing,  consulting, 
event  planning-it's  all 
available  on  the  Net 


done  by  E-mail,  electronic  file  transfi 
password-protected  Web  sites,  and  W 
based  software. 

While  the  move  to  "viitual  services' 
in  its  infancy,  small-business  consulta 
say  these  semces  ai'e  worth  consideri 
Outsourcing,  in  general,  can  cost  5 
less  than  hiring  a  fi 
time  employee,  acco 
ing  to  Hackett  Grouj 
Hudson  (Ohio)  consult 
cy.  And  Bill  Ebeling 
partner    at  Bosto 
Braxton  Strategy  pr 
tice  of  Deloitte  &  Tou( 
Consulting  Group,  p 
diets  that  more  servii 
will  be  migrating  to 
Web  soon — paiticula 
those  that  rely  on  databases — becai 
of  its  greater  speed,  convenience, 
lower  cost.  "If  you  can  progi-am  son 
tiling,  and  it  fits  75%  of  business 
nations,  it's  got  to  be  cheaper  thai 
human  being,"  says  Ebeling. 

Such  thinking  p 
pelled  Steph 
King   to  st, 
Vutual  Grow 
in  Decemb 
1995,  figuring 
could  focus  on 
nancial  strateg 
for  his  clients  wl 
letting  softw 
handle  the  donk 
work.    "Clients  do 
want  to  pay  for  bank  r 
nciliations  and  sales-tax 
culations,  they  want  to 
for  consulting  advice,"  sa 
King,  whose  17-person  fi] 
serves  about  50  small  bu 
nesses,  most  of  them  new  n 
dia  startups  in  New  Yoi 
Boston,  and  Phoenix. 

Another  new  service  tl 
hopes  to  capitalize  on  savin 
from    technology    is  Fa 
Church  (Va.)-based  V.cc 
c,  which  was  launched 
mid-August.  The  firm  h 
created  a  database  of  fe 
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While  its  design  is  right  in  step  with  the  computer  age, 
its  price  takes  you  back  twenty  years. 


m  ~ 

J|he  new  Pacifica  Computer  Desk  by  Sauder  is  the  ideal  station  from  which  to  usher  in  the  millennium, 
sleek,  contemporary  design  that  is  a  model  of  space  efficiency.  Ports  for 

ardware  and  software  at  your  fingertips.  An  extra-deep  file  drawer.    . . 

Thoughtful  touches  like  a  wrist  rest  and  the  perfect  perch  for  a  printer. 
Plus  ample  legroom,  seeing  how  its  price  would  suggest  we're  all  still  wearing 
bell-bottoms.  Sauder  furniture  is  made  in  Archbold,  Ohio  (pop.  3,500), 
piece  by  exacting  piece  and  ready  for  you  to  assemble.  Available  at  retailers 


he  Pacifica  $0/1000 
oiuputer  Desk    ^^^o,  u,i 


i;u  om  our  Pacifica  Collection.  Alder  finish 
j  ]  le  drawer  for  legal  and  letter-sized  files. 

iv.ige  cabinet  to  house  vertical  CPU. 
k  holds  40  CDs.  Slide-out  keyboard 

v'll  with  wrist  rest.  Model  #.364b-2'^»n. 


I'.COI  -I 


fed 


v'eryvx'here.  For  a  brochure  and  store  locations  call  1-800-4  SAUDER.  Or  visit  our  Web  site  at  www.sauder.com/bw. 


Good  Furniture  Made  Possible, 


§5998  S  a  u  d  e  r  W  o  o  d  vv  o  r  k  i  n  e;  Co. 
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eral  Occupational  Safety  &  Health  Ad- 
ministration regulations  that  will  let 
clients  design  their  own  compliance 
program  rather  than  pay  a  consultant. 
At  \".coms  \\eb  site,  you  fill  out  a  ques- 
tionnau'e.  and  the  database  spits  back 
both  a  compliance  checkhst,  tailored  to 
your  business  profile,  and  a  schedule 
to  follow  to  stay  within  the  law.  Fees 
are  expected  to  range  from  S550  to 
$1,000  a  yeai;  depending  on  the  number 
of  users  at  a  company. 

While  the  system  won't  alert  you 
automatically  when  regulatoiy  changes 
take  place,  V.com's  attorneys  will  up- 
date the  database  frequently,  and 
clients  can  check  in  to  get  updates  on 
changes.  "We  could  do  this  thing 
by  hand,  but  we'd  have  to  chai'ge  about 


Meanwhile,  Branch  Office,  owned  by 
Amy  Sai-ai  in  Bridgewater.  X.  J.,  and  her 
sister  .Julie  Hewett  in  Huntington,  W.  Va, 
works  with  about  30  cUents,  some  as  fai- 
away  as  Japan.  Client  Robert  Horowitz,' 
a  Stamford  (Conn.)  investment  ad\iser, 
uses  Sarai  to  supplement  Ms  pait-time 
office  help.  "Amy  is  doing  things  for  me 
that  someone  who's  not  in  the  \iitual 
world  can't  do,  hke  seai-cliing  the  Web 
and  managing  E-mail."  he  says. 

Another  new  service  hardly  de- 
pends on  human  contact  at  all,  thanks 
to  voice-recognition  technology-.  Cyber- 
Ti'ansciiber  lets  chents  such  as  Tom 
Thees,  owner  of  the  Pinnacle,  a  120- 
employee  company  that  owns  three 
meeting  and  banquet  facilities  in  Tole- 
do, dictate  letters  and  memos  fi'om  his 


tion,  and  a  company  can  analj^ze  datix 
see  how  it  is  utilizing  benefits.  At  S] 
S4  per  employee  per  month,  plus  st- 
fees,  it's  cheaper  than  buying  yom-  ' 
softw-are  system,  wiiich  can  run 
wards  of  8100,000.  And  you  don't  ii; 
to  install,  maintain,  or  upgi-ade  it. 
HOMEWORK.  In  some  cases,  traditii 
outsom'cers  ai'e  starting  to  offer  a  i 
Internet  option  as  a  convenience.  R- 
land  (N.J.)-based  Automatic  Data  I 
cessing  Inc.,  a  big-payToll  processor,  ]• 
to  biing  its  senice  online  in  the  co! i 
months.  Clients  wiU  be  able  to  log  ir 
ADP's  Web  site  and  enter  all  the  ; 
vant  information  on  employees' 
right  into  ADP's  payroll  database.  N 
the  majority  of  .adp's  40.000  custoi; 
call  in  theii'  payroll  infoiTnation. 


Virtual  Outsourcing 

Cyberspace  sendees  are  just  coming  online. 
Here's  a  sampling  of  Net-based  resources  that  might  help  manage  your  business. 


NAME 

PHONE/URL  (WWW.) 

SERVICE 

FEES 

CYBERTRANSCRIBER  by 

Speech  Machines 

(650)568-1500 
:  cybertranscriber.com 

Phone-in  dictation/transcription 

$29.95  registration  fee  plus 
$9,75  per  month;  $3.50  per  page 

EMPLOYEASE 

(888)  EASE  NET 
employease.com 

Internet-based  system  for  human- 
resources  management 

Setup  fees  of  $250,  plus  $5  per  em- 
ployee; $l-$4  per  employee  monthly 

GLOBAL  ASSOCIATION  OF 
VIRTUAL  ASSISTANTS  (GAVA) 

(908)  231-0994 
gava.org 

Trade  group  maintains  directory  of 
Net-based  administrative  assistants 

None  for  referral.  Assistants  f 
charge  $20  an  hour  and  up  | 

VIRTUAL  GROV^TH  INC. 

:  (212)532-8060 
:  virtualgrowth.com 

Functions  as  accountant,  controller, 
and  CFO 

'   J 

Depends  on  volume.  Current  clients 

pay  SI, 000  to  S4.000  a  month 

V.COM 

(703)  533-5550 
v-osha.com 

Creates  customized  compliance  plans 
to  meet  federal  OSHA  regulations 

$1,000  or  less  per  year,  depending  oi 
number  of  users  in  a  company 

DriTA  BV; 

10  to  20  times  what  we're  charging." 
says  Managing  Partner  David  C. 
Frankil. 

"TO  DO"  LISTS.  Need  some  secretaiial 
or  administrative  help?  Thanks  to  the 
Internet,  virtual  assistants,  who  often 
work  fi"om  theu*  homes  for  customers 
they  never  meet,  might  make  yom*  busi- 
ness nan  more  smoothly.  For  fees  rang- 
ing fi'om  S15  an  hom*  and  up  for  wonl 
processing  to  $50  an  houi*  for  more  so- 
phisticated senices,  such  as  event  plan- 
ning or  publicity,  \iitual  assistants  handle 
business  by  E-mail,  file  transfers,  and 
Web  sites.  For  example,  at  the  Web  site 
of  \iitual  assistant  Chiis  Diu-st,  owTier  of 
My  Staff  in  Woodstock,  Conn.,  clients 
can  check  \iitual  calendai-s,  where  Durst 
has  scheduled  theu*  appointments,  or  get 
reminders  on  theu"  "to  do"  Hst,  which 
she  keeps  cmrent. 


cellular  telephone  anJ'^vhere,  anj1:ime. 
Operated  by  Speech  Machines  of  Men- 
lo  Park,  Calif.,  the  service's  computers 
translate  speech  into  text  at  120  w-ords 
per  minute.  After  proofi'eaders  check 
for  misspellings,  the  text  is  E-mailed 
back  to  the  client.  In  addition  to  a 
monthly  subscription  fee  (table),  Thees 
pays  about  $3.50  a  page — the  same  as  a 
local  transcription  service — but  gets  it 
back  much  faster. 

Smaller  companies  are  just  staiting 
to  go  onhne  for  access  to  the  type  of  so- 
phisticated human-resources  software 
big  companies  use.  Employease  Inc.  in 
Atlanta  is  marketing  a  new  service  for 
small  and  medium-size  companies  that 
manages  benefits  information  on  its 
computei-s.  Company  employees  can  log 
on  to  a  password-protected  Web  site 
to  change  or  update  benefits  infoi-ma- 


If  you're  interested  in  finding  vir 
al  services,  be  prepared  for  a  lit 
homework.  Ti-y  using  an  Interr 
seai'ch  engine  to  browse  imder  spec 
topics,  such  as  accounting,  or  inqu; 
about  virtual  services  with  the  r 
vant  trade  gi'oups.  Checking  referen( 
becomes  particularly  important  wh 
you  can't  meet  your  virtual  pro\id< 
in  the  flesh  and  have  only  their  W 
site  to  go  by.  And,  as  with  any  o 
sourcing,  there's  no  free  ride.  "I 
member."  warns  Heather  Ashton, 
analyst  with  Hurwitz  Group,  a  Fra 
ingham  (Mass.)  consulting  firm,  "t 
function  still  requires  managemen 
Or.  should  we  say.  \iitual  manageme 
By  Anne  Zieger  in  Reston. 


See  how  the  writer  uses  a  virtual  assistan 
Go  to  enterprise.businessweek.com. 
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love  the  sound  of  my  own  voice.  And  now 
when  I  say  things  like  "start  dictationV'delete  paragraph,"  "launch 
e-mail,"  my.  computer  does  it.  Does  as  it's  told.  Philips  FreeSpeech'98™ 
software  makes  it  possible.  Put  your  mouth  to  work.  Call,  toll  free, 
1-877-856-4154  or  visit  www.freespeech98.com 

©  1998  Philips  Consumer  Electronics  Corporation. 

AlUother  names  are  either  registered  trademarks  or  trademarks  of  their  respective  owners. 
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APT  PUPIL;  Crmnian  buili  her  hv. 

".'-ff  helj)  from  local  scl 


BACK  TO  SCHOOL, 
WITH  A  DIFFERENCE 

A  communin"  college  can  be  a  small  business  best  friend 


Dallas  chemisi  Norman  I.  Bi-uckner 
j-ertainly  knevr  his  business,  hav- 
iiig  spent  30  years  in  product  de- 
velc^pment  at  Jolinson  &  -Jolmson 
and  Pfizer  Inc.  But  when  he  set  out  to 
become  a  ecir^ultant  last  year  ai^er  tak- 
ing early  retirement,  he  realized  there 
was  a  lot  he  didn't  know — ^how  to  write 
a  business  plan,  fcir  insLance.  or  how  to 
patent  the  prcducts  he  hoped  to  develop 
and  market  for  clients.  He  stu'e  didn't 
need  to  tack  an  y,iBA  onto  his  PbJD  in 
biochemistry",  though.  "^\Tiat  he  needed 
was  nuts-and-bolts  information.  So  he 
turned  to  an  institution  long  on  practi- 
cality- if  short  on  snob  appeal:  his  local 
community  coLege. 

At  the  Bill  J.  Priest  Institute  for  Eco- 
nomic Development,  part  of  the  Dallas 
County  Community  College  District. 
Bi-uckner  took  nve  seminars  over  sis 


months  that  ranged  fi-om  basic  busi- 
ness-plan writing  to  patent  law — spend-  - 
ing  a  gi-and  total  of  about  SIOO.  But 
tliat's  not  all.  At  the  college's  North 
Texas  Small  Business  Development  Cen- 
ter. Bruckner  learned  that  local  patent 
attorneys  had  developed  new  software 
th-at  could  walk  hin:i  through  the  patent 
apphcation  process.  The  COPVIPVI 
lawyers  charged  Bruckner  COLL 

.S2S0  for  the  softwai-e.  then   

gave  fi*ee  follow-up  counsel  that  helped 
him  file  liis  first  patent  application  for  a 
medical  de\ice.  Next  time,  he  wiD  be 
able  to  go  solo.  His  total  outlay,  includ- 
ing the  S500  application  fee:  about 
-S8S0 — compared  with  the  -S7.000  he  fig- 
ures he  would  have  spent  on  legal  fees. 

As  Bruckner's  experience  shows,  the 
help  your  business  needs  may  be  closer 
than  you  imagine — and  found  where  you 


least  expect  it.  Often  overlooked  ; 
under\-alued.  community  colleges  ear. 
fer  a  tre^ure  trove  of  free  or  low-c 
resources.  The  reason'?  These  colle: 
play  key  roles  in  many  regional  e 
nomic  development  effons.  and 
public  mission  usuaDy  is  supported 
some  combination  of  local,  state.  ; 
federal  funding. 

Need  help  retraining  employees 
handling  succession  issues?  Want 
bone  up  on  accounting  or  learn  ab 
impon-export  regulations"?  Depend  l 
on  where  you  live,  you're  likely  to  fin 
range  of  services — classes  and  seminj 
support  groups,  and  professional  co 
seling — ^tailored  to  loc^  needs.  For 
ample.  Lehigh  Carbon  Commimity  C 
UNITY     ■'^^^  ™  Schnecks^iIle,  Pa.. 
E  G  E  S      lip  a  family  business  een 

  to  help  the  many  famJ 

owned  companies  in  the  region.  Am( 
its  services  are  support  groups  for 
ily  business  owners  and  classes  on  bi 
ness  valuation,  conflict  resolution,  fa 
ly  dynamics,  and  succession  planni 
■*Onh"  12^  of  [femily]  companies  maki 
to  the  third  generation  because  of  s 
cession  issues,"  notes  Aim  D.  Biet 
director  of  continuing  education. 
'^Tiile  community  college  progra 
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Talk  with  Toshiba 


Eveiy  day,  thousands  of  U.S.  companies  talk 
.th  Toshiba  —  Toshiba  telephone  and  voice 
ill  systems. 

Why  so  popular?  Toshiba  quality  and 
se  of  operation. 


otecting  your  investment. 

Toshiba  communication  systems  are 
signed  specifically  for  small  to  medium - 
;e  companies  and  smaller  corporate  sites. 
It  even  with  a  small  system,  you  get  big 
mpany  features  and  service. 


And  any  system  can  grow  to  as  many  as  400 
ines  without  obsoleting  the  telephones  you 
already  own.  Over  time,  a  smart  buy  becomes 
a  great  investment. 

Look  us  up.  Look  us  over. 

Visit  us  at  http://telecom.toshiba.com. 

Or  call  us  at  (800)  222-5805  for  one  of  over  500 
authorized  Toshiba  sales  and  service  locations 
nationwide. 

After  you  talk  with  Toshiba,  you  may  be  one  of 
the  millions  that  talk  with  Toshiba  every  day. 


In  Touch  with  Tomorrow 

TOSHIBA 


Toshiba  America  Information  Systems,  Inc.,  Telecommunication  Systems  Division 
9740  Irvine  Blvd.,  Irvine,  CA  92618  •  http://telecom.toshiba.com 
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vaiy  fi-om  state  to  state,  more  than  90% 
of  the  nation's  1,123  community  colleges 
have  formed  partnerships  of  some  sort 
with  industry  or  business  gi'oups,  ac- 
cording to  the  American  Association  of 
Community  Colleges.  And  many,  in- 
cluding Dallas  Community  College, 
serve  as  local  offices  of  the  federally 
funded  Small  Business  Development 
Centers,  created  to  foment  entrepre- 
neurship  and  reduce  the  rate  of  small- 
business  failui'es.  Last  yeai;  for  example, 
the  North  Texas  Small  Business  Devel- 
opment Center,  of  which  the  Dallas  col- 
leges are  part,  provided  neai'ly  27,000 
hours  of  fi'ee  consulting  to  about  6,500 
clients. 

The  consultants  who  work  at  com- 
munity college  pro- 
gi-ams  are  often  part- 
timers  or  volunteers 
with  small-business  ex- 
perience who  can  relate 
to  your  problems. 
What's  the  quality  of 
their  advice,  teaching, 
and  training?  "Mostly, 
it's  not  rocket  science 
that's  involved,"  says 
David  B.  Thornburgh, 
who  worked  closely 
with  community  col- 
leges while  heading  up 
the  small-business  de- 
velopment center  at 
Wharton  School  of 
Business.  "If  you're 
Michael  Dell  at  19, 
maybe  you'i-e  better  off 
at  Wharton.  For  98% 
of  small  businesses, 
what  the  community 
colleges  offer  is  efficient 
and  practical." 
LIFELINE.  Some  commu- 
nity college  programs 
help  you  apjjly  for  state 
grants  to  build  your  business  with  the 
broader  aim  of  boosting  local  employ- 
ment. Kathy  Bennett,  vice-president  of 
Bennett  Packaging  in  Kansas  City,  Mo., 
a  cardboard  box  manufacturer,  initially 
contacted  nearby  Metropolitan  Commu- 
nity Colleges'  Business  &  Technology 
Center  for  help  finding  workers.  The 
college  did  give  her  a  list  of  names — and 
then  directed  her  to  one  of  its  staff 
counselors,  Eugene  P.  P^isher.  He  helped 
her  win  a  $78,834  state  gTant  from  a 
fund  specifically  earmarked  to  bolster 
manufacturing  businesses — and  thereby 
increase  job  opportunities — in  the  state. 
Bennett  matched  that  gi'ant,  which  the 
college  administered.  In  part,  it  paid 
for  full-time  consulting  help  to  stream- 
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Hne  production  systems.  The  company 
just  received  its  second,  yearlong  gi^ant 
and  is  about  to  add  another  full-time 
counselor. 

Bennett  says  that  without  Fisher's 
involvement,  she  never  would  have 
heard  about  the  state  gi'ant  progi-am. 
Thanks  to  the  streamlining  efforts,  she 
says,  productivity  has  improved  20%, 
and  imscheduled  macliine  downtime  has 
decreased  35%  in  the  past  year. 

Community  colleges  can  be  a  lifeline 
for  small  companies  at  various  stages 
of  their  development.  Susan  M.  Crin- 
nian,  a  46-year-old  computer  consultant 
in  Phoenix ,  learned  how  to  write  a  busi- 
ness plan  at  Pima  Commimity  College  in 
Tucson,  AiTz.,  before  launcliing  her  com- 


Hi( 

Wh£re  to  dig  up  inj 

NAME 

PHONE/WEB  ADDRESS 

Iden  Treasures 

formation  on  community  college  programs 

COMMENTS 

AMERICAN  ASSOCIATION 
OF  COMMUNITY  COLLEGES 

202  728-0200 
www.aacc.nche.edu 

Represents  all  1,123  of  the  institutions,  and  may  be 
able  to  help  you  find  the  right  contacts  at  a  nearby 
school. 

MANUFACTURING 
EXTENSION  PARTNERSHIP 

800  MEP-4IVIFG 
www.mep.nist.gov 

Has  more  than  400  centers  and  field  offices,  two- 
thirds  of  them  connected  with  community  colleges. 
MEP  provides  technology  assistance,  training, 
and  consulting  for  existing  small  businesses. 

NATIONAL  COALITION       '\  Has  programs  on  70  college  campuses,  including 
OF  ADVANCED             ;  community  colleges.  In  addition  to  providing  training, 
TECHNOLOGY  CENTERS     \  NCATC  helps  small  companies  benchmark  against 
800  231-3015             :  peer  companies. 
www.cord.org/ncatc.htm 

ASSOCIATION  OF           ^  The  membership  group  for  federally  funded  SBDCs, 
SMALL  BUSINESS          ;  has  almost  1,000  service  locations,  many  at 
DEVELOPMENT  CENTERS   ;  community  colleges.  They  provide  subsidized 
703  271-8700              ;  counseling  and  other  services. 
www.sbaonline.sba.gov/SBDC  : 

pany,  cci  Networks,  Inc.,  which  helped 
clients  set  up  internal  E-mail  systems. 

After  she  moved  her  business  ft"om 
Tucson  to  Phoenix,  she  once  again  need- 
ed advice:  Her  clients  had  started 
switching  to  Internet-based  E-mail. 
"Suddenly,  my  business  plan  didn't  fit," 
says  Crinnian.  This  time,  she  turned  to 
Maricopa  Community  Colleges'  Small 
Business  Development  Center  in 
Phoenix  for  help  refocusing  her  five- 
person  company.  At  no  charge,  Ciinnian 
met  weekly  for  six  months  with  her 
counselor,  who  helped  her  revamp  her 
business  plan  and  taught  her  how  to 
bargain  with  distributors  and  software 
manufactiu'ers.  Now,  Crinnian  sells  and 
installs  intranet  software  for  manufac- 


turing and  health-care  companies  ad 
helps  them  set  up  E-mail  security  ,-■ 
tems.  Thanks  to  the  fi"ee  advice,  si 
bringing  in  about  three  new  client 
month,  up  from  just  one  a  month, 
less,  two  years  ago.  She  predicts  • 
revenues  will  rise  from  $1  million 
1997  to  $1.5  million  this  year. 

Community  colleges  also  can  li 
v/ith  retraining,  a  key  concern  in 
day's  tight  labor  mai'ket.  Pi'ogi'ams  i  >\ 
address  specific  local  industiy  probli- 
Quinnebaug  Community-Technical  ( 
lege  in  Danielson,  Conn.,  for  exam 
worked  with  local  plastics  manufactui 
to  create  courses  any  single  comii; 
would  have  found  too  expensive.  In  ( 
ifornia,  San  Diego  City  College  (a  c( 
mimity  college)  reti'; 
laid-off  defense  ind 
try  workers  and  hi 
companies  convert  tl 
factories  and  technol- 
to  nondefense  uses. 
TEST  DRIVE.  Sine 
Community  College 
Dayton,  Ohio, 
teamed  up  with 
Univereity  of  Dajtor 
form  the  Advanced 
tegi-ated  Manufactur 
Center.  There,  empl 
ees  and  management 
participating  compar 
in  the  local  tool-and- 
industiy  have  taken 
week-long  train 
com-ses  tailored  to  e 
company's  needs. 
thing  I  really  liked  \ 
that  they  treated 
like  a  customer,"  s: 
David  W.  Dysin^ 
chairman  and  chief 
ecutive  of  Dysinj 
Inc.,  a  92-employee  p 
cision  toolmaker 
Dayton.  The  center  also  lets  area  bi 
nesses  test-drive  state-of-the-art  ma 
facturing  technology  before  making  i 
jor  investments. 

Unfortunately,  there's  no  cen 
clearinghouse  for  colleges  and  progr 
that  can  help  small  business.  You'll  n 
to  scout  around  a  little  to  find  wh 
most  convenient  and  suitable.  Cha 
are  your  local  community  college  h 
Web  site.  You  can  also  check  with 
of  the  college  trade  associations  (tab 
or  call  your  local  Chamber  of  Cc 
merce.  You  won't  find  an  Ivoiy  To^ 
at  your  local  community  college,  th; 
for  sure.  But  you  just  might  find 
help  you  need. 

By  Susan  Jackson  in  New  Ha'i 
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READY   FOR   A   HOTEL  THAT'S   ALL  BUSINESS? 


Meeting  Facilities         Room  Service        VoicEiMAiL         Business  Class  Is  Standard- 


Call  l-SOO-HOLIDAY 

FOR  RESERVATIONS. 


«NSAS 

Rock 
FORNIA 

■rsfield 
fly  Hills 
lond  Bar' 


Fairfield 
Irvfne 
San  Diego 

(2  lotations) 
San  Francisco 
CONNECTICUT 
Siaiiiford 
DISTRICT  OF 
COLUMBIA 
Alexandra .  VA 


FLORIDA 

Cleamatei 
Fort  Myers 
Miami 

Orlando  (2  locations) 
Panama  City 
Tampa 
GEORGIA 

Atlanta  (3  locations^ 
ILLINOIS 

Ciiicago-Naperville 


Decat'.n 

INDIANA 

Indianapolis 

(2  locations) 
LOUISIANA 
New  Orleans 

(2  locations) 
MARYLAND 
Baltimore 
Solomons 
MASSACHUSETTS 
Boston 
MICHIGAN 
Auburn  Hills 


MINNESOTA 

Minneapolis 
(2  locations) 

MISSOURI 

Columtiia 

St  Louis 

St.  Peters/ 
St.  Charles 

NEW  JERSEY 

Clar^ 

Clinton 

NORTH  CAROLINA 

Hichoiy 

Winsion-Salern 
OHIO 

Cleveland 


OKLAHOMA 

fulsa 

PENNSYLVANIA 

Philadelpnia  Area 

[3  lorations) 
Pittsburgh 
SOUTH  CAROLINA 
Greenville 
TENNESSEE 
Knoxville  1,2  locations) 
MerniJhis 

Nysttville  |2  locations) 
TEXAS 
Dallas' 
(7  locations) 


tel  Coming  Soon 

16,  Bass  Hotels  &  Resorts,  Inc  All  nghls  reserved.  Most  hoiels  are  independently  owned  and'or  ope 


t-louston 

ONTARIO 

(2  locations) 

Brampton 

San  Antonici 

Toronto 

VIRGINIA 

Windsor 

Lvnchburg 

QUEBEC 

Richinund 

Mniitrea! 

WASHINGTON 

MEXICO 

Seattle-Renton 

Gu.jrt.jljiaia 

WISCONSIN 

Mexico  Cilv' 

Applclon 

SOyXH-AMERJCA 

CANADA 

ARGENTINA 

NOVA  SCOTIA 

Buenos  Aires' 

Halifax 

COLOMBIA 

Santa  Fe  de  Bogota 

WWW. 

HO  LI  DAY- INN.  CO 
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Buyer's  Guide 


PICKING  A  PHONE 
PLAN  FOR  SAVINGS 

New  fees  make  it  a  good  time  to  shop  around  again 


Compare  a  recent  long-distance 
phone  bill  with  one  of  last  year's, 
and  you  may  discover  the  cost 
has  gone  up  as  much  as  15%. 
But  don't  blame  your  staff  for  making 
longer  calls.  The  cul-        C  O IVI M  U  N I 

prits    are  actually   

two  separate  fees  that  took  effect  at 
the  beginning  of  this  year — and  the 
uneven  way  they're  being  applied  by 
phone  companies.  It's  just  one  more 
reason  to  take  a  fresh  look  at  your 
long-distance  plan  to  see  if  it's  the  best 
deal  you  can  get. 

The  fee  that  has  made  the  most  dif- 
ference is  the  Universal  Service  Fund 
fee,  essentially  a  tax  to  subsidize  tele- 
com services  for  schools,  libraries,  and 
lou'al  communities.  Long-distance  earn- 
ers have  to  kick  into  the  fund  3.9%  of 
their  billings  on  interstate  calls.  But 


that's  on  the  company's  total  interstate 
biUings.  And  some  carriers  have  cho- 
sen not  to  impose  the  fee  equally  on  all 
customers.  Qwest  Communications,  for 
instance,  isn't  billing  residential  cus- 
IQ^YIQI^g        tomers.  It  makes  up 

  the     difference  by 

charging  business  customers  4.9%.  Is 
that  fair?  "It  doesn't  help  small-busi- 
ness customers,"  concedes  spokesman 
Tyler  Gronbach,  "but  we  are  cmrently 
looking  at  alternatives  to  work  this  out." 
The  second  fee — the  "carrier  line 


charge"  on  the  phone  bill — was 
posed  to  reduce  the  per-minute  cos 
long-distance  calls  by  rejiggering 
way  long-distance  carriers  pay  k 
phone  companies  to  use  their  Hi 
While  the  new  charge  has  been  pas 
along  in  your  bill,  the  savings  probi 
haven't.  There's  really  no  way  to 
on  an  individual  account.  But  filings  \ 
the  Federal  Communications  Comr 
sion  show  that  long-distance  caniers 
average  are  paying  a  penny  less 
each  minute — yet  no  major  carrier 
announced  wholesale  rate  reductions 
existing  customers. 

Since  these  fees  ai-e  new,  bilUng  i 
takes  can  crop  up.  Just  ask  Diane  "\ 
lavik,  vice-president  for  mai'ketinj 
St.  Louis  Data  Destinction,  a  Me 
land  Heights  (Mo.)  slu'edding  s 
vice.  She  discovered  she  was  be 
overbilled  $13.75  a  month  in  carr 
line  charges  on  five  lines  after 
quiring  about  the  unfamiliar  fees 
were  appearing  on  her  bill.  "I  s 
more  than  $13.75  of  my  time  to  g 
done,"  Vaclavik  says  of  her  quest  f 
refund.  "But  I  had  to — or  else  get  bi 
this  much  eveiT  month." 
CHECKLIST.  To  erjsui'e  you  aren't  be 
overcharged,  there  are  a  few  parts  c 
bill  you  should  check.  Fu'st,  take  a  li: 
at  your  USF  fee  and  divide  the  sum 
the  total  interstate  calling  charges 
fore  taxes.  If  it  comes  to  more  than  i 
5%,  ask  the  earner  exactly  how  it's  ( 
culated.  Second,  take  the  number 
phone  lines  and  multiply  it  by  y( 
phone  company's  camer-line  fee  (tj 
cally  $2.75)  to  get  your  carrier-1 
char-ge.  Finally,  divide  the  long-distai 
charges  by  the  number  of  calling  nr 
utes  to  double-check  yom-  per  mini 
rate  vs.  the  rate  you  obtained  wl 
signing  up.  If  you  find  eiTors,  insist  o 
refimd  for  the  overcharges. 

Even  if  you  don't  find  any  errors, 
changes  in  rates  and  fees  make  i) 
good  time  to  take  a  hard  look  at  yc 
bill  and  shop  for  a  competitive  plan, 
you  find  a  better  one,  be  prepared 
jump  ship.  Can-iers  are  quick  to  of 
lower  per-minute  rates  for  new  accou 
and  reluctant  to  do  so  for  existing  c 
tomers,  though  if  you're  armed  with 
alternative,  you  might  cut  a  better  d( 
Remember,  usF  and  canier-line  charj 


BILL  SHOCK:  Carrier-line  charges 
can  add  as  much  as  15%  to  your 
monthly  total 
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Sneak  Preview 

^^Roadway  helps  stage  Hollywood  opening  hit!'' 

Dave  and  Buster's  had  a  problem.  In  the  process  of  opening 
their  newest  store,  a  mishap  with  a  vendor  resulted 

being  placed  on  the 


two  shipments 


same  truck.  But  one  of  those  shipments  was 
WiRGft^^n^^MH^inmin  Hollywood, 
Florida  for  a  Sneak  Preview  Party  at  their  newest  store. 
Roadway  Customer  Service  Representative  Diane  Martin 
came  through  with 


a  star  performance. 


As 


D&B  Corporate  Warehouse  Manager  Kevin  Molden 
puts  it,  "Diane  was  able  to  locate  the  shipment, 
intercept  the  order  and  get  it  to  the  store 
WKm^^^^^^^^ni  of  their  Sneak  Preview 
Party.  Without  her  knowledge,  concern  and 
follow-through,  our  new  store  would  have  gotten 
off  to  a  less  than  favorable  start." 

i^^l£IZI£fiSQH  Roadway 
Express  blends  the  most  efficient 
network  with  the  best  work  force  in  the 
industry  to  deliver  exceptional  customer 
service. 


ROADWAY 


•ill  your  local  service  center  today  or  Roadway  toll-free  a 


,1-800-257-2837 


http;//www.roadwQy.com   e-mail:  rexmail@roadway.com 


xceptional  Service.  .  .No  Exceptions' 
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won't  be  quoted  in  the  overall  rate. 

To  make  it  easier  for  you,  we've  ana- 
lyzed the  long-distance  service  pro- 
grams— including  new  fees — at  the  sev- 
en biggest  providers  in  1997:  AT&T,  MCi. 
Sprint,  WorldCom,  Excel,  Frontier,  and 
Qwest  LCI.  We  included  only  small-busi- 
ness plans  that  don't  requii'e  you  to  sign 
up  for  a  minimum  period.  Although 
plans  with  set  time  periods  do  feature 
better  prices,  the  FCC  is  expected  to 
adjust  the  fee  sti-ucture  in  1999,  and 
we  prefer  the  flexibility  of  being  able  to 
switch  providers  as  needed. 

We  then  evaluated  the  plans  based 
on  three  caUing  scenarios  reflecting  light 
to  moderate  usage;  high-volume  usage 
wasn't  analyzed  because  often  compa- 
nies with  big  bills  can  negotiate  better 
rates  than  those  listed  by  the  earners. 
To  make  the  comparisons  fair,  we  in- 
cluded the  USF  and  canier-line  charges 
in  addition  to  the  basic  long-distance 
rate.  And  in  all  cases,  we  assumed  all 
long-distance  calling  was  interstate  and 
confined  to  the  continental  U.  S. 

It  wasn't  easy  because  long-distance 
rate  plans  have  a  lot  of  moving  parts 
even  without  the  two  new  fees.  For 
staiters,  you  have  to  consider  the  initial 
call  length.  For  instance,  at&t,  mci.  and 
Qwest  will  bill  you  for  a  minimum  half- 
minute  call  even  if  you  hang  up  after 
the  first  five  seconds — while  other  com- 
panies will  bill  you  for  only  18  seconds. 
After  that,  most  caniers  bill  in  incre- 
ments of  six  seconds,  rounding  upward 
even  if  you  hang  up  after  one  second. 
SMALL  CHANGE.  So  which  phone  plan 
is  best  for  you?  Say  you  don't  make 
many  long-distance  calls  since  youi*  cus- 
tomers are  local,  but  you  do  have  mul- 
tiple phone  lines.  In  this  case,  Qwest 
LCi's  Q.biz  plan  stands  out.  Assuming 
you  have  five  phone  lines  and  make 
about  500  minutes  of  calls,  you'll  pay 
about  S77  a  month.  (MCi  is  a  close  sec- 
ond, with  the  same  final  bUl  but  sUghtly 
less-generous  billing  increments  of  six 
seconds  vs.  Qwest's  one-second  round- 
ing.) Frontier  Coip.'s  EZ  Plan  actually 
worked  out  to  be  S2  less,  but  it  comes 


Buyer's  Guide 


A  GET-BUSY  SIGNAL 


New  long-distance  fees  can  mean  a  big  jump  in  monthly  bills, 
but  an  astute  shopper  will  find  some  services  offer  better  deals.  Here's 
what  the  major  carriers  are  really  charging  with  the  new  fees 

TOTAL  MONTHLY  COS 


COMPANY 


PROGRAM 


UNIVERSAL 
SERVICE 
FUND  FEE 


-500 
MINUTES, 
5  LINES" 


•'2,500 
MINUTES. 
8  LINES" 


"5,000 
MINUTE: 
10  LINE: 


AT&T 

ONE  RATE  FOR  BUSINESS 

4.1% 

$82 

$366 

$717 

EXCEL  COMMUNICATIONS 

PRIME  BUSINESS  SELECT  3 

3.9% 

$118 

$334 

$625 

FRONTIER  CORP. 

EZ  PLAN 

4.9% 

$7.5 

$330 

$644 

MCI 

ONE  FOR  SMALL  BUSINESS 

5.0%* 

$77 

$337 

$557 

QWEST  LCI 

Q.BiZ 

4.9% 

$77 

$337 

$657 

SPRINT 

BUSINESS  SENSE  ** 

4.9% 

$81 

$347 

$678 

WORLDCOM 

INTELENET 

4.4% 

$92 

$410 

$795 

'Drops  to  4.9%  for  businesses  that  spend  more  than  S500/month. 
''Analysis  Includes  a  20%  discount  for  Fridays  Free  promotional  program. 


DATA:  BEACON  RESEARCH  GROUP 


with  a  SIO  monthly  minimum  require- 
ment, which  we  would  avoid  at  such 
low  levels  of  use. 

It's  worth  noting  that  the  new  carri- 
er-line charges  represent  a  substantial 
portion  of  the  final  bill — about  15% — 
when  call  volume  is  this  low.  But  the 
differences  among  carriers  are  small. 
AT&T  charges  82.50  a  line  vs.  82.75  for 
the  rest  of  the  companies. 

In  our  middle  scenaiio,  we  looked  for 
the  most  competitive  plan  for  about 
2,500  minutes  of  interstate  calls  each 
month  and  used  eight  phone  Hnes.  Fron- 
tier's EZ  Plan  came  in  lowest  here,  with 
a  billing  rate  of  8330  a  month.  The  SIO 
monthly  minimum  is  sure  to  be  met  un- 
der this  scenaiio,  so  that's  not  a  concern, 
and  a  five-second  misdialed  call  will  bill 
at  18  seconds  instead  of  the  half-minute 
that  other  plans  featui'ed. 

Our  final  example  is  for  a  company 
that  bills  about  5.000  minutes  a  month, 
using  10  lines.  Excel  Communications 
Inc.'s  Prime  Business  Select  3  stands 
out  at  here,  with  a  monthly  billing  rate 
of  8625  a  month.  With  its  tiered  rate 
stiTJCture,  Excel's  plan  allows  compa- 
nies to  benefit  fi'om  lower  rates  if  they 
rack  up  more  calls,  but  they  are  not 


SWITCHING  PROVIDERS:  Those 
pennies  and  seconds  add  up.  For 
even  mid-volume  customers,  the 
right  plan  can  save  over  $1,000  in 
the  course  of  a  year 


required  to  meet  any  minimixm  bil 
level.  And  lest  you  think  our  pen 
pinching  doesn't  matter,  consider  t 
Excel's  Prime  Business  Select  3 
save  you  more  than  81,100  in  the  coi; 
of  a  year  over  .AT&T's  plan. 

Keep  in  mind  that  these  rates 
based  on  a  snapshot  of  this  fast-mov 
industrv  and  on  prevailing  prices  as 
midsummer  Subsequent  discounts 
rate  cuts  may  make  some  of  these  d< 
more  attractive.  But  these  special 
counts  need  to  be  tracked  to  ens 
that  they  ai'e  actually  applied.  Kevii 
Bartlett,  sales  and  marketing  mana 
for  Manchester  (N.  H.)  database  m 
ager  Tolles  Communications  Co 
wTangled  an  attractive  rate  fi'om 
Communications  but  found  that,  o 
the  past  year,  he  has  had  to  ju 
thi'ough  hoops  to  get  86,000  in  crec 
for  discounts  he  didn't  receive. 

"I  literally  can  say  that  on  one  biD 
problem,  I  talked  to  38  people,  and 
issue  is  still  not  resolved,"  Baitlett  s: 
now.  "It's  not  an  easy  process."  His 
\ice:  Get  the  discount  promises  in  w- 
ing,  a  tactic  that  has  helped  him  in 
efforts.  Says  mci  spokesman  Brad 
Burns:  "Obviously,  we  apologize  if  t 
customer  has  had  a  bad  experience 
will  take  any  action  to  ensure  that 
bill  is  connected. "  Who  knows,  maj 
you  can  find  savings  like  that  if 
scmtinize  your  phone  biQ.  Consider  t 
your  wake-up  call. 

By  Mie-Yun  Lee,  editorial  director 
BuyersZone  (www.buyerszone.com) 
Boston 


For  more  information  about  long  distanc 
rates,  go  to  enterprise.businessweek.com 
America  Online  at  keyword:  BWEnterprise 
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SYMANTEC  SMALL  BUSINESS  SOFTWARE.  WE  HELP  YOU  BUILD  A  CUSTOMER-CENTERED  BUSINESS. 


Call  me.  Fax  me.  Help  me.  Please.  It's  called  customer 
service.  And  if  you're  like  most  small  businesses,  your 
customers  are  begging  for  it.  In  fact,  they  don't  expect 
less  from  you  because  you're  small,  they  expect  more. 
Which  is  why  you  need  Symantec  Small  Business 
Software  to  increase  your  productivity,  so  you  can 
build  a  more  customer-centered  business.  With  ACT!  ' 
you  can  turn  contacts  ™,  ^.  -1™ 
into  relationships  and  |  ^CTftl^ 
relationships  into  results. 
WinFax  PRO  '  is  the  _ 
world's  first  choice  for     ,^  I 


easy  and  reliable  faxing.  TalkWorks  PRO ,'  the  newest 
creation  from  the  makers  of  WinFax  PRO,  gives  your 
small  business  a  professional  voice.  And 
pcANYWHERE"  helps  you  build  a  better  relationship 
with  your  customers  by  providing  the  fastest,  easiest 
remote  access  to  the  customer  and  company 
information  on  your  PC.  Together,  they're  a  perfect 
-maa  ...^  emm  „„  ,3,  solution  for  your  Small 
^    ■:fB  ^    IpcMIHr    business  because  they'll 

if  customers  into  happy 

^  /f^^r'^  customers. 


FREE  30-DAY  TRIAL  CD!  TO  ORDER  CALL  1-800-835-6222  EXT.  9NA24*  SYMANTEC* 


p  Supplies  limited.  CD  available  in  PC  format  only  Symantec  and  the  Symantec  logo,  ACTI.  WinFax,  TalkV^orks  PRO.  and  pcANYWHERE  are  regislered  trademarks  of  Symantec  Corporation.  WinFax  PRO  is  a  trademark  of  Symantec  Corporation. 
©  1998  Symantec  Corporation.  All  other  brand  names  and  trademarks  are  the  property  of  their  respective  owners.  All  Rights  Reserved, 
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Adeo  Ressi,  the  ceo 
of  methodfive.  a 
Web  development 
fiiTn  in  lower  Manhattan, 
still  remembers  the 
gi-eat  battle  of  the 
stereos.  His  30  employ- 
ees were  menily  work- 
ing in  their  loft  space 
one  day  last  spring 
while  British  pop  music- 
boomed  fi'om  theii'  im- 
posing sound  system 
with  its  4-ft-high  speak- 
ers and  100-disc  CD 
changer.  Across  the 
room,  employees  of  my- 
CD,  a  tenant  that  creates 
customized  cos,  thought 
they  would  express 
themselves,  too.  They 
cranked  up  the  volume 
on  theii'  covmtiy  western 
fai"e.  "It  got  pretty 
rough."  concedes  Ressi. 
Eventually,  the  conflict 
was  toned  down  with 
headphones  at  my-cd  and 
more  respect  all  around. 

These  days,  CD  players 
are  standard  in  most  PCs, 
audio  streams  in  fi'om  the 
Web,  and  offices  are  becom- 
ing more  casual.  "Music 
keeps  people  creative,"  says 
^larsha  X.  Cook,  a  principal 
at  Hendrick  Associates,  a 
30-person  architectm-al  fuTn 
in  Atlanta.  "I  don't  want 
people  getting  too  edg>\" 

But  how  do  you  keep  the 
workplace  haiTnonious  when 
music  is  wafting  fi-eely 
thi'ough  the  conidors  and 
employees  are  arguing  over 
Handel  vs.  Hendrix?  Greet 
Street,  a  San  Francisco  elec- 
tronic gi-eeting  card  compa- 
ny, prides  itself  on  its  free- 
wheeling atmosphere  where 
tattooed  progi'ammers  and 
straight -laced  business 
strategists  work  side  by 
side.  But  the  office  sound 
system  soon  became  a 
souix-e  of  constant  discord, 
says  co-founder  Tony  Levi- 
tan.  "We  bi  'tied  over  the 
tj^pe  of  musi  anj'Avhere 


DOWNTIME 


Office  Music:  How 
To  Keep  the  Peace 

iY  ABOUT  THE  REPERTOIRE 


fi'om  giimge  to  \avaldi,"  he 
says.  Over  time.  Greet 
Street  moved  its  employees 
to  headphones.  That  satis- 
fied most  people,  but  left 
the  business  staff  with  the 
occasional  ginamble.  "A  lot  of 
my  work  entails  talking  on 
the  phone."  explains  Saman- 
tha  Cho,  Greet  Street's  di- 
rector of  coi-porate  sponsor- 
ships. "It's  difficult  to 


HARMOiYWeb  musical 
offerings  are  plentiful,  but 
silence  should  be,  too 


immerse  myself  in  music." 

Of  course,  where  piivate 
offices  abound,  musical  taste 
is  a  nonissue.  But  in  open- 
plan  offices  and  Dilbeit- 
style  cubicle  faiTns.  most 
employees  either  have  to 
adopt  the  "mission-control" 
headphone  look  or  rely  on 
small  speakers  plugged  into 
theu"  computers  with  the 
volume  turned  down  low. 

The  most  cutting-edge 
hsteners  are  puUing  their 
sounds  off  Web  sites  that 
offer  a  huge  menu  of  op- 
tions. (It  works  best  \rith  a 
continuous,  high-speed  Net 
connection.)  For  example, 
VTuner.com  gives  users  ac- 


cess to  radio  statit 
workhride.  Just  cli 
on  a  station  selecte 
fi-om  the  index.  If 
you've  already  dow 
loaded  the  RealAuc 
plug-in,  you're  in  b 
ness  within  minute; 
listening  gi-atis  to  j 
sonata  on  Radioem 
soras  Beethoven  in 
Santiago,  Chile,  or 
gi'ooving  to  funk  oi 
Radio  Free  Orlean 
New  Orleans.  Thei 
there's  Spinner.con 
which  hosts  125,00' 
visitors  a  week,  mo 
of  whom  click  in  fi'o: 
work  to  choose  amo 
100  preprogi'ammed 
sound  tracks  such  a 
movie  scores  and 
gospel.  At  SongHits.c 
there's  even  a  "tensil 
relief  section  that  fJ 
tures  Barbra  Streisal 
singing  "The  Lord's 
Prayer"  and  various  wol 
by  the  master  relaxer, 
Yanni. 

But  is  it  healthy  to  let| 
yom-  employees  work  to 
nonstop  music?  Don  G. 
Campbell,  a  coi-porate  co^ 
sultant,  lectm-er,  and  aut 
of  The  Mozart  Effect,  wh 
details  the  emotional  and 
physical  benefits  of  music 
doesn't  think  so.  He  recoi 
mends  musical  interludes 
especially  after  lunch  and 
diuing  the  late  afternoon 
an  energizing  break.  But, 
says,  they  should  last  no 
more  than  20  to  30  minut 
"^Tiat's  not  healthy  is  ke 
ing  on  talk  radio  or  musii 
day  in  and  day  out,"  Can 
bell  says.  "Our  ears  have 
work  to  cut  out  sound." 

That  wisdom  notwith- 
standing, methodfive  cont 
ues  to  subsist  on  a  contin 
ous  diet  of  mostly  rock,  j; 
and  techno.  "The  music 
makes  it  seem  a  lot  more 
plajiiil,"  says  Dave  Prior, 
project  manager  Also,  th 
company's  huge  stereo  sy 
tern  offers  a  hidden  incen 
tive  for  employees  to  ani 
early:  Fu-st  one  in  gets  tl 
pick  of  CDS.  Now  that's 
sound  management. 

By   Demiis  Berman 
New  York 
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four  more  desks:  $625 


second  laser  printer:  $999 

larger  conference  table:  $755 

becoming  a  bigger  fish  in  the  pond: 


there  are  some  things  money  can't  buy. 

for  everything  else  there's  MasterCard.' 


MaxieiCard  Iniern^iinnal  Incurpuraicd 


www.mastercard.com 


What's  it  going  to  take  for  your  small  business  to  run  a  powerful  customer 
service  department  (even  if  that  department  is  just  the  two  of  you)P 

Every  customer  wants  to  be  able  to  reach  you  when  they  need  you.  That's  why  you  need  a  Lucent 
Technologies  snnall  business  phone  system.  We  specifically  design  our  phone  systems  to  help  make 
you  more  efficient  and  accessible.  Our  wireless  solutions  allow  you  to  move  around  your  office, 
warehouse  or  garage,  and  still  be  reachable  by  your 
customers.  All  the  benefits  of  a  traditional  office  desk 

phone,  without  the  desk.  So  even  with  a  couple  of  employees,       i-ucent  Technologies 

.,,  ,       ,  ,,    ,  _  Bell  Labs  Innovations 

youii  be  big-time  all  the  time.  To  set  up  an  appointment,  ]ust 

^il  Mt  Am- Road 

call  1-800-221-1223,  ext.  415  or  contact  your  local  Lucent  Authorized  tasking R.jge.w 07920 

l-SOO-221.122}  nl.415 

Dealer  We  make  the  things  that  make  communications  work." 
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cience  &  Technology 


OLOGY 


S  YOUR  REPRODUCTIVE 
lYSTEM  IN  DANGER? 

tie  U.S.  plans  a  controversial  test  of  some  87,000  compounds 


n  September,  the  Environmental  Pro- 
tection Agency  will  start  seeking  pub- 
lic reaction  to  one  of  the  largest  envi- 
nmental  testing  progi'ams  ever.  Under 
ngi'essional  mandate,  the  agency  pro- 
ses to  screen  some  87,000  compounds 
er  the  next  two  years,  at  a  cost  to 
e  chemical  industiy  of  more  than  $100 
iUion.  It's  all  aimed  at  settling  a  scien- 
ic  debate  stirred  up  two  years  ago 
hen  some  researchers  argued  that 
^dely  used  chemicals  might  be 
iving  disastrous  effects  on 
e  reproductive  systems 
both  humans  and 
limals. 


counts  are  declining  worldwide;  the  latest 
analysis  says  they  are. 

While  some  researchers  believe  these 
findings  are  the  result  of  exposm-e  to  at 
least  a  few  of  the  chemicals  the  EPA  is 
about  to  begin  testing,  others  take  a  far 
more  cautious  position,  arguing  that  the 
evidence  is  still  highly  uncertain.  And 
new  studies  reported  at  the  meeting  of 
the  American  Chemical  Society  in  Au- 
gust did  httle  to  resolve  the  debate. 
Researchers  reported  finding  a  shai-p 
decline  in  the  amphibian  population  in 
areas  of  the  Sierra  Nevadas  with 
heavy  concentrations  of 
0%'?  0  pesticides.  They 
found  an  increased 
incidence  of  non- 
''  Hodgkin's  lym- 
phoma in  women 
with  high  levels  of 
exposure  to  poly- 
chlorinated  biphe- 
nyls  (PCBs),  a  now- 
banned  chemical 
used  in  insulation. 
On  the  other  side, 
however,  research- 
ers said  that  no 
link  was  found  be- 
tween breast  can- 


cer and  PCB  exposure.  Nor  could  the 
Food  and  Di-ug  Administration  find  evi- 
dence to  support  the  theory  that  some 
chemicals  were  seeping  from  packaging 
into  food. 

The  epa's  daunting  task  is  to  settle 
the  issue — despite  the  fact  that  scien- 
tists have  yet  to  agr-ee  on  the  best  ways 
to  test  for  these  chemicals.  "This  is  a 
very  controversial  issue  at  the  cutting 
edge  of  science,  and  the  epa  is  right  in 
the  middle,"  acknowledges  Gary  E. 
Timm,  a  senior  technical  adviser  to  the 
agency's  chemical  division. 
HUGE  UNDERTAKING.  The  cause  of  all  this 
concern  is  a  class  of  synthetic  chemicals 
refeiTed  to  as  endociine  disruptoi"s.  They 
are  suspected  of  doing  damage  by  chem- 
ically mimicking  hoiTnones  and  interfer- 
ing with  the  endocrine  system,  which 
controls  reproduction  and  other  bodily 
processes.  The  compounds  range  ft'om 
such  widely  recognized  chemicals  as  ddt 
and  PCBS,  banned  in  the  U.  S.  and  Eu- 
rope, to  chemicals  used  in  viitually  eveiy 
plastic  container  and  detergent  (table). 
Similar  hormone-mimicking  chemicals 
also  occui"  naturally  in  whole  gi"ains,  soy- 
beans and  many  fi-uits  and  vegetables, 
part  of  the  reason  that  some  critics  say 
the  concern  is  overblown.  If  the  syn- 
thetic chemicals  ai'e  guilty  as  chai'ged,  it 
would  be  a  huge  undertaking  to  phase 
them  out;  most  have  become  pail  of  the 
very  fabric  of  modem  life. 

Scientists  have  been  studying  potential 
endocrine  dismptors  in  earnest  for  the 
past  decade.  But  the  issue  was  blown 
into  the  public  eye  by  the  1996  book 
02ir  Stolen  Future,  written  by  Theo  Col- 
boiTi,  a  biologist  with  the  World  Wildlife 
Fund,  and  two  co-authors.  The  authors 
gathered  a  wealth  of  data  on  buth  de- 


But  scientists  are 
ir  from  unanimous 
30ut  the  damage 
lese  chemicals  might 
luse.  Indeed,  the 
lost  recent  evi- 
3nce  suggests  that 
le  problem  has 
een  overstated, 
ranted,  wonisome  re- 
orts  have  continued 
)  appeal-  (table,  page 
38).  Eai'lier  this  yeai", 
^searchers  reported  that  the  ratio  of 
lale  buths  to  females  in  some  gi"oups  is 
ropping.  Girls  were  found  to  be  reach- 
ig  puberty  much  earher.  The  incidence 
f  male  genital  birth  defects  is  rising, 
ad  rates  of  breast  and  testicular  cancer 
re  soaring.  The  most  heated  debate  cen- 
3rs  on  a  controversial  set  of  data  that 
lay  or  not  indicate  that  male  sperm 


COMMONPLACE  SUSPECTS 

The  following  chemicals,  used  in  a  wide  variety  of  products  and 
industrial  processes,  are  possible  endocrine  disrupters: 


USES 

CONCERNS 

PHTHALATES 

Plastics,  vinyl  flooring, 
adhesives,  food  packaging 

Possible  link  to  low  sperm  counts, 
miscarriages,  and  breast  cancer 

ALKYLPHENOLS 

Industrial  and  domestic 
detergents,  some  shampoos 

Mimic  estrogen,  possibly  causing 
hormone-related  illnesses 

BISPHENOL  A 

Resins  that  coat  food  cans 

Mimics  estrogen;  linked  to 
reduced  testes  size  in  rats 

ORGANOCHLORINE 
PESTICIDES 

DDT,  still  used  in  developing 
countries 

May  increase  breast  cancer  rates 
and  block  male  hormones 

DIOXINS 

Produced  during  incineration 
and  some  industrial  processes 

May  mimic  estrogen 

DATA  EPA 
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*For  more  information  on  our  limited  warranties,  see  our  web  site  at  www  fujitsu-pc  com    **Ava liability  expected  in  late  1998 
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[  ''Risk 


LeT'S  just  say  you're  the  CEO  of  a  large  investment  firm. 
You've  got  one  eye  on  NASDAQ,  one  eye  on  Dow  Jones  and  four 
hundred  hands  trying  to  grab  the  best  stocks  in  both.  You  also  knov^'      ■  > 
you  have  to  face  two  hundred  employees  who  want  more  money,  better  t 
coffee,  a  parking  place  and  notebooks  that  can  handle  a  volatile  market.  / 

is    okay    in    my    line    of   work,    hut  I 

sure    don    t    nee  J    it   f  r  o  m    my    n  o  t  e  b  o  o 

is  your  motto.  And  who  can't  use  a  little  more  predictability?  That's  why  Fujitsu 
PC  Corporation  offers  qualified  customers  Lifeline,  our  Lifecycle  Management 
Program  for  select  LifeBook'"  notebooks.  This  unique  program  helps  you  control 
tomorrow's  technology  costs  today — with  options  like  technology  upgrades, 
aggressive  lease  rates  and  optional  warranties.*  So  no  matter  what  wild  ride 
your  investments  might  take,  you  can  be  certain  that  the  investment  you  made 
in  Fujitsu  notebooks  will  always  be  a  sound  one. 

o  w    we    all   get    something    we    can  use 

more    of  around    here:    s  e  c  u  r  i 


Lifeline  Lifecycle  Management  Opti 


ks,  "  ] 


ty,  "  1 


C\!%lom  Configuration  to  fit  £och  User  hi\uimtnC 
12-month  Technology  Refresh  ond  Asset  Momse<«m 
toable  Levels  ofSopportlncWi"?^^^-^-'- 


and  Screen  Protection 


Designed  for 


Microsoft 
Windows  95 


you  might  announce.  And  this  is  one  "buy"  order 
everyone  can  appreciate.  Leading-edge  technology, 
reliability  and  technical  support.  Plus  the  peace  of 
mind  helping  you  understand  your  cost  of  owner- 
ship. So  maybe  you'll  never  know  which  stocks  will  perform  well  in  the 
future.  But  now  you  definitely  know  which  notebook  computer  will.  " 
There  are  millioris  of  Fujitsu  notebooks  out  there — each  with  a  story  of  its  own 

FUjlTSU 

FUJITSU  PC  CORPORATION 
Built   for    H  u  m  a  n  s . 

For  more  info,  visit  www.  fujitsu-pc.com  I  is 
or  call  1-888-4-ON-THE-GO. 


Science  &  Technology 


lecii.  i-ex"^  abi"-cn::al:ue5.  and  reprc- 
duciive  laii^jres  ar.d  biap.:ed  the  prob- 
lenis  on  eheniicai  expcisures.  The  book 
■with  a  foreword  by  Mc-e-Presideni  A] 
GciTc.  of  a  public  and  congresaonal 
debate  thai  ".ed  to  ±e  la-R"  rec'iriring  the 
EPA  testing  progrant. 

But  sevei-a]  of  the  sr^dies  died  in  the 
bt-ok  turned  out  to  be  seriously  flawed. 
Tr.e  most  c-c-ntrovei-siaL  first  published 
by  Danish  rese!archei"s  in  1992.  oondaded 
that  male  speiTn  counts  had  fallen 
ihi"Gughout  the  industrialized  world  n-om 
193S  to  199CI.  Tne  study  vras  based  on  a 
re-oevr  of  61  scientific  papers  ±'om 
around  the  world,  covering  neariyr  l-5.i»T 
mer^  "^"hen  other  researchers  reanalyzed 
the  data,  using  difei-ent  statistical  ntea- 
s-ures.  they  found  no  decline.  Tne  Isteit 
reanahrsis.  published  late  last  year  in  the 
jountal  EmironiK-enia^  Hi^x^u.  Perspec- 
Vfoes.  used  several  maihentadcai  fomrolas 
aimed  at  detemuring  regie  nal  'direrences 
and  backed  up  the  original  conclusion — 
thiat  "strong  and  significant  sperm  den- 
sity declines  were  seen  C'verall  in  the 
Urdted  States  and  E^urotve  but  not  in 
non-Western  eo-untr'es,"  Tne  researchers, 
front  the  California  Health  Sei-vices 
Dept.,  'did  fiiid  large  intrai-egiorial  diSer- 
ences.  But  their  srady  did  not  look  for  a 
ca^use.  and  fjr±eT  studies  ai-e  needed  to 
detemine  whether  endc-ci'ine  'disraptoirs 
are  resporisible. 

Science  is  still  a  long  way  iront  ntak- 
ing  sijch  a  deteiTnination.  Chenusts  admit 
1.0  being  ntystiied  as  to  why  certain 
chenficals  appear  tO'  interact  with  the 


SEPTEMBER  1998  E=-  ::  reg  n 

-ra-  'gi  ;-  a  :  a-  ::  sc^ee- 
5/  .000  cnerr.  cB'S  5.^s3'eciec  cf 
:e  "g  "ZZ'Z'     c  s-uctcs. 

ALK3UST  1998  -  Centers  "o- 
D  sease  Coniro.  study  f  nas  3 
•^ive":  z  "cease  rcn-Hodgkin's 
iynp-c— a  a~cg  ■ivc~e''  exccsec 
to  hig-  5ve  s  of  PCBs.  dji  no 
strong  assDciatior  's  found 
rer.'.ee'  ceas:  ca'ce*"  a^d  PCBs. 

AlKSUST  1998  -^5'  a"  ear  er 

-e:;t  :"  s-'-'-e-  ~enis  s'zes  in 
a,,  gators  -  oa's  severe.:.' 
po'i^teo  LcKe  Aoco-^a.  sce't  sts 
disco. e--  aUigatO'S  in  tv.'o  cieaner 
Florida  iakss  also  "ave  hc—ore- 
■■elctec  abncmaiities.  raising 
Questiors  abo.>:  tre  C3_se. 


endc'cme  system,  and  there  is  no  sure- 
fire way  to  screen  for  them.  Also  to  be 
determined  is  whether  these  chemicals 
anect  hum-aris  and  animals  differently, 
the  anjount  of  exposure  requii-ed  before  a 
chemical  becomes  dangerous,  and  the  ef- 
fect on  xeroses.  "The  sdenc-e  is  moving 
vervt  ver\"  slowly."  says  Tintothy  P.  Mc-- 
Xeal.  a  senior  researcher  with  the  fda, 
"We  still  dont  have  good,  defiritive  data, 
so  interpretation  is  difficult." 
FALSE  POSmVES?  Even  sc..  the  Z?A  has 
nc  ;h;:;-r  fcr^e  ahead.  The  Food 

Quahr.-  Prtcecdon  Act  of  1996  requires  it 
to  screen  all  chemicals  found  in  food  and 
drinking  water  for  endc-crine  disruprors. 
The  z?A  plans  to  stan  this  year  by  sort- 
ing through  some  ST.OOO  chemdcals  in 
common  use.  r:arrciwing  them  down  to 
l-D.OiW  that  are  the  most  likeh"  to  disropi 
the  endc^crine  system.  By  the  end  of 
1999.  the  agency  plants  to  test  all 
15.000 — at  a  cost  to  the  manufecturers  of 
about  -S2Ch1CkXI  per  chemical — ^to  see 
which  are  miost  likely  to  interfere  with 
hormones.  Tnen  comes  a  tlnird  round  of 
tests  on  the  strctngest  suspects,  looking 
at  theii"  impact  on  lab  animals,  at  a  cost 
of  about  S2  miCion  eack 

Chemical  industr."  advocates  ai-e  al- 
ready' on  the  offensive.  Chjistopher  -J. 
Borgen.  president  of  the  Florida-based 
consulting  firm  .Applied  Pham:aeclC'g;r  &: 
Toxicology",  sayrs  the  zpas  SQ'eeriing  tesxs 
are  likeh"  to  be  tmreliable — and  will  cre- 
ate a  lot  of  felse  poatrves,  "This  is  dear- 
h-  a  sdroation  where  the  jwlicy  and  poli- 
ties got  way  ahead  of  the  science." 


APRIL  1998  Jaoan  reocns  "igh 
s.r  5  2'  I' i.~  ca;S  mat  osn  atrect 
tne  reproauciive  s>'sterr  "-ave 
'eac"50  ''z~  ZcZKcg^g  ^'.z  ''coc. 

MARCH  1998  "  e  V.c^  c 
Resources  institute  reporrs  t^ai 
t"e  ratio  of  na!e  birfs  to  fenaie 
'3S  0€en  declining  siigntiy  since 
tne  1970s  in  ti^e  U.S..  Canads. 
and  Europe.  Scientists  are  divided 
eve'  w^et'^e''  cnernical  po^  _ta-:s 
a'e  ca-se. 

JANUARY  1998  -  'ea'a  v5  5  a 

ccnircve's^a.  1S52  stua>'  of 
declining  human  sperm  counts 
finds  significant  declines  in  the 
U.S.  and  Europe  eve'-  t'e  oast  60 
years,  but  critics  say      £.  ze-ze 
is  *a'  from  conclusive. 


complains  envii-c^nntental  lawyer  Ter: 
F.  Qmll  of  the  Washington  law"  firm  Br^ 
eridge  i  Diamond. 

But  plenr."  of  scientists  argue  th?."  v 
pc'tential  dang-ers  are  too  words 
wait.  "Look  how  long  it  took  to  a^.  t- 
global  warming."  says  Dr  Ana  M.  Soto 
Tufts  Unrversrty  School  of  Medidne.  w 
started  studying  endocrne  disrupters 
19S9  afiier  chemicals  contained  in  plas 
test  rubes  spoiled  her  esn^ogen  expe 
ments.  ""On  this  we  cannot  wait  until  * 
data  is  here."  sa;.-s  Soto.  "Tm  speaking 
a  dtizen.  not  a  scientist." 

Sdentists..  though,  tend  to  be  cautio-oi 
John  Brock,  a  biologist  with  ilie  Center 
for  Disease  Control  saj?  he  knows  firsl 
hand  the  dangers  of  a  rush  to  judgmen' 
To  his  surprise,  he  recenth"  found  a  fi^"^ 
fold  increase  in  non-Hodgkin"s  h-mphcm 
among  women  exptised  to  high  levels  a 
?C3s.  but  no  strong  asso'dation  betwee 
?C3s  and  breast  cancer.  "Although  Ir 
very  c<jncemed  about  these  chemicals 
we  have  to  be  veiy  cautious  in  how  w^ 
proceed."  Brock  says.  But  even  he  feel 
the  E?A  mjost  m>ove  ahead  with  its  tes±i| 
plan.  "W"e'i"e  doing  this  for  our  chU'drei 
and  our  chfldrens  children."  Which  :-;ulc 
be  worth  a  lot  more  than  -S10<il  ntilliin, 

Bl/  Catherine  Anm 


NOVEMBER  1997   "£  C£':f  ;  : 
Z  sease  l:'".-;  a'c  Preve'. 
DuC  iSnes  caia  snovi'ing  a  ::  '"5 
of  the  incidence  of  ge^'ia  :  ■'r 
oe-^ects  in  U.S.  males. 


AlKSUST  1997  "£  --'ocea- 

':-~e-:  -ie-c.,  ss-es  a  300-. 
identff\''ing  r,s:^g  reprocjctive  abnor- 
maffi^  in  DOtin  anmals  and  people, 
incluaing  fsh  that  ha^e  both  nnale 
and  fem.aie  sex  o^-s.  an-  dram^at'c 
inc-^ses  In  D'Bast.  test  c_  ar.  a'c 
Dros3te  cancels  .n  humans. 

FEBRUARY  1997  T-e  EPA  rev  e>vs 

'ii':  111        es  anc  concludes 
ma:  normione-c^srupting  chemica  s 
can  lead  to  disrurbing  health 
e'^ects  in  animals  out  says  the 
e;  de'ce     "^-""ans  s  ..nce'tain. 


CONFLICTING  EVIDENCE 

Recent  events  highlight  the  uncertainty  over  the  role  of  chemicals 
suspected  of  disrupting  hormonal  signals  in  animals  and  humans 


This  Is  Either  A  Portrait  Of 
A  Faninie  Mae  Homeowner 
Or  a  Fannie  Mae  Investor. 


hen  bmilies  have  neeJed 
help  in  Ibecoming  ho'meowners,  vveVe 
left  them  smiling.  And  when  investors 
have  come  to  us  for  outstanding  returns, 
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At  Fannie  A\ae.  vve'w  helped  over 
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of  return  to  investors  stands  at  an 
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traded  on  the  New  York  Stock  Exchange 
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Developments  to  Watch 
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A  ROMP  AROUND 
THE  RED  PLANET- 
IN  AN  AIRPLANE 

AFTER  ORVILLE  AND  WILBUR 

Wright  made  aviation  histo- 
ry at  Kitty  Hawk,  N.  C,  in 
1903,  then-  feat  initially  met 
with  widespread  disbeUef. 
Today,  a  plan  to  commemo- 
rate that  flight  in  2003  is 
also  raising  eyebrows. 

Engineers  at  NASA's 
Ames  Research  Center  in 
Mountain  View,  Calif.,  want 
to  emulate  the  Wrights's 
achievement — by  launching 
the  first  plane  on  Mars.  The 
estimated  tab:  $48  million. 

The  Ames  team,  led  by 
Lawrence  G.  Lemke,  chief 
of  advanced  projects,  has  al- 
ready designed  a  robot 
plane  and  dubbed  it  Kitty 


Hawk.  It  would  be  cairied 
to  the  Red  Planet  like  the 
Mars  Rover  but  launched  in 
the  air,  as  its  spacecraft 
parachutes  through  the  at- 
mosphere. Kitty  Hawk 
would  caiTy  cameras  and 
sensors  like  those  used  on 
Eaith  for  aerial  surveys 
and  mapping  mineral  de- 
posits— and  relay  images 
far  more  detailed  than  those 
from  satellites.  The  main 
tai'get  is  Valles  Marineris,  a 
canyon  more  than  100  times 


bigger  than  the  Grand 
Canyon  whose  formation 
has  so  far  defied  geological 
explanation.  Images  from 
the  flight's  final  minutes 
would  be  even  more  de- 
tailed, because  Kitty  Hawk 
would  glide  to  a  crash  after 
three  hours  and  1,000  miles. 

Kitty  Hawk  is  among 
some  two  dozen  ideas  now 
competing  for  $300  million 
so-called  Discoveiy  mission 
funding.  NASA  expects  to  pick 
the  winners  next  May.  □ 


■  In  a  serendipitous  discov- 
ery, scientists  at  Lawrence 
Berkeley  Laboratoiy  and  the 
University  of  California  at 
Berkeley  may  have  found  an 
inexpensive  material  for  mak- 
ing windows  more  energy-ef- 
ficient. While  working  on  a 
way  to  boost  the  peifoiTnance 
of  a  rechargeable  battery, 
they  put  a  transpai'ent  film 
of  nickel  hydroxide  and  tita- 
nium dioxide  on  glass.  Sur- 
prise: It  works  like  pho- 
tochromatic  eyeglasses, 
adjusting  its  opacity  accord- 
ing to  the  brightness  of  light 
hitting  it. 

■  Automated  translation  of 
phone  calls  has  long  been  a 
dream  of  telephone  compa- 
nies. Now,  AT&T  and  Japan's 
Advanced  Telecommunica- 
tions Research  Institute  have 
joined  up  to  make  it  come 
true.  By  the  end  of  next  yeai; 
they  expect  to  have  a  proto- 
type system  that  will  auto- 
matically translate  spoken 
Japanese  into  English,  and 
\ice  versa. 


RESEARCHERS  DRAW  A  BEAD  ON  TOXIC  WASTE 

HUNGRY  MOLECULES  INHABITING  PORES  IN  MINUSCULE  CERAMIC 

beads  could  soon  be  cleaning  up  vast  amounts  of  contaminat- 
ed soil  and  water.  Researchers  avbt  the  Energy  Dept.'s 
Pacific  Northwest  National  Laboratory  (pnl) 
in  Richland,  Wash.,  beheve  the  beads 
be  the  best  pollution  fighter  yet. 

Ounce  for  oimce,  the  cei-ainic  beads 
Ciin  gobble  up  more  merciuy  or  learl 
than  anytliing  else,  says  pnl  scien- 
tist .Jim  Liu.  It's  hai'd  to  imagine,  ht 
explains,  but  a  tablespoon  sprin- 
kled on  a  hazardous-waste  site 
would  act  like  a  "sponge"  with  a 
suiface  area  as  big  as  a  football  field. 
And  the  molecules  can  be  tailored  for 
industiial  chores,  such  as  extracting  ]3re- 
cious  metals  fi-om  \vastewater  at  mines 
and  metal-finishing  plants. 

The  technologA,-  is  called  SAMMS — for 
self-assembled  monolayers  on  meso 
porous  supports.  The  drawing  shows  j 
hexagonal  section  of  porous  surface.  In  the 
closeup  on  top,  a  molecule  with  oxygen,  cai'bon,  .am  nynrogen 
atoms  (red,  gray,  and  white,  respectively)  ends  in  a  thiol 
gi'oup  (yellow)  that  has  latched  onto  a  mercuiy  ion  (blue). 

pnl  is  working  with  Mobil  Coip.,  w^hich  developed  the 
process  that  stuff's  the  ceramic  pores  with  molecules.  And  3M 
is  working  on  ways  to  embed  beads  in  conventional  membrane 
filters.  Next  yeai",  pnl  expects  to  launch  samms  demonstration 
projects  for  metal  finishing  and  mining.  □ 


TRAINING' CELLS  T 
FIGHT  CANCER  AND 
OTHER  DISEASES 

DENDRITIC  CELLS  ARE  T 

pacesetters  of  the  hum 
immune  system — they  re 
late  the  activity  of  immu 
cells  in  lymph  nodes.  N 
these  white  blood  cells  m 
be  harnessed  as  the  buildi 
blocks  for  potent  therapeu 
cancer  vaccines. 

Researchers  at  the  U 
versity  of  Pittsburgh  Medi 
Center  (upmc)  are  "trainin 
dendritic  cells  to  target  s 
cific  tumors  afflicting  indi 
ual  patients.  The  research 
are  able  to  do  that  by 
turing  the  cells  with  synth 
ic  peptides  that  mimic  a  p 
tein  from  a  patient's  tum 
When  the  altered  dendri 
cells  are  then  injected  in 
the  patient,  they  activate 
T-cells  and  other  disea 
fighters  to  attack  tumor  ce 
throughout  the  body.  "0 
goal  is  to  create  a  less  to 
and  more  effective  therap 
says     surgical  oncologi 
Michael  T.  Lotze. 

Limited  human  tri 
at  Pittsburgh's  Cane 
Institute  clearly  sh 
promise.  In  the  mo 
dramatic  cases,  melano 
tumors  disappeared  in 
patients.  In  studies  invol 
ing  mice,  dendritic  ce 
trained  with  melanoma 
lung  cai'cinoma  cells  result 
in  vaccines  that  prevent 
tumors   from  growing 
healthy  mice — and  shru 
the  tumors  in  80%  of  mi 
with  cancer. 

UPMC  recently  received 
million  from  the  Nation 
Cancer  Institute  to  expa 
its  dendritic-cell  researc 
Other  Medical  Center  r 
seai'chers  hope  dendritic  ce 
can  boost  the  immune  sy 
tem's  response  to  Hiv,  ti 
virus  that  causes  aids,  ar 
human  trials  aimed  at  h 
are  scheduled  to  begin  th 
fall.    Johanna  Knapschaef 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 


"When  I  realized  that  Williams  has  experts  at  tailoring 
energy  AND  communications  for  business,  I  was 
overcome  with  optimism. " 


Witb  huge  reserves,  coal  renuinu  a  vital  energy  resource. 


^Energy — from  crisis  to  opportunity 


T. 


wenty-five  years  ago,  high  fuel  prices  and  fears  of  resource 
depletion  led  to  a  world  energy  crisis.  Today,  energy  prices  have 
ieclined  in  real  terms  and  technological  progress  and  new  resource 
iiscoveries  are  expected  to  keep  energy  prices  low  in  the  near  term, 
(lit  is  even  possible,  according  to  the  World  Energy  Council  (WEC), 
iiat  long-term  real  energy  prices  could  remain  constant  worldwide. 


[■Energy  companies  today  compete  in  a 
^ivorld  marked  by  market  liberalization, 
rncreased  globalization,  and  swift 
t'echnological  change. 

Water,  gas,  and  electricity  companies 
jare  becoming  increasingly  active  in  each 
■others'  markets,  and  in  some  cases,  elec- 
itricity  companies  have  used  their  electrici- 
;,ty  distribution  networks  to  create  their 
20v/n  telecommunications  infrastructure. 

'vMeanwhile,  the  need  for  electricity,  modern 
transportation  systems,  and  other  services 
|:provided  by  energy  in  both  developed 
and  less  developed  nations  leads  to  a 
ifiumber  of  concerns  that  extend  beyond 
'the  scope  of  energy  companies:  with  a 
world  population  set  to  double  in  the 
rnext  century  and  energy  demand  set  to 
cquadruple,  how  can  the  huge  new  need 
['for  energy  development  be  financed? 
^  What  environmental  costs  will  be  associ- 
cated  with  the  growth  in  energy  demand? 


How  will  less  developed  nations  be  able 
to  mobilize  resources  to  meet  the  energy 
needs  of  their  growing  populations? 

By  2020,  annual  investment  requirements 
into  the  energy  sector  could  run  from 
$1.2  trillion  to  $2.1  trillion,  with  electric 
power  generally  accounting  for  two-thirds 
of  the  investment  requirement  according 
to  research  conducted  on  behalf  of 
London's  World  Energy  Council  (WEC). 

Until  the  late  1980's,  the  power  sector 
was  owned  and  financed  by  governments 
in  most  countries  outside  the  United 
States.  The  idea  of  competition  in  power 
was  regarded  as  unworkable  and  inap- 
propriate. Nevertheless,  with  govern- 
ments, especially  in  developing  countries, 
less  willing  and  able  to  underwrite  the 
activities  of  the  electricity  industry,  newly 
privatized  utilities  and  energy  companies 
have  had  to  turn  more  aggressively  to 
structured  finance  markets  to  raise  money. 


The  25  largest  international  power  devel- 
opers ore  expected  to  commit  more  than 
$40  billion  of  equity  to  international 
power  developments  in  the  next  five 
years,  according  to  estimates  made  by 
N.M.  Rothschild  &  Sons.  This  will  be 
increased  three  or  four-fold  through  the 
use  of  acquisition  and  project  hnance 
debts  and  bonds.  "It  turns  out  to  be 
perfectly  feasible  to  privatize  electric 
power  within  a  set  of  policy  rules  that 
protect  the  national  interest  and  the 
consuming  public  while  transferring 
ownership  and  responsibility  for  financ- 
ing to  the  private  sector,"  according  to 
Sir  Evelyn  de  Rothschild,  chairman  of 
N.M.  Rothschild  &  Sons. 

Global  capital  resources  in  principle  are 
more  than  adequote  to  meet  any  poten- 
tial demands  coming  from  the  energy 
sector,  according  to  a  WEC  report  on 
financing  the  global  energy  sector.  The 
WEC  suggests  that,  as  has  been  the 
case  for  a  number  of  decades,  these 
demands  are  unlikely  to  exceed  3%-to- 
4%  of  global  output. 

Where  energy  is  produced  for  domestic 
consumption,  most  of  the  financial 
requirements  will  have  to  be  met  by 
domestic  resources,  according  to 
Anthony  Churchill  of  the  Washington 
International  Energy  Group  and  chairman 
of  the  WEC  study  committee  on  finance. 
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•THE  SECTOR  IS  TOO 
LARGE  RELATIVE 
TO  THOSE  ECONOMIES 
TO  RELY  HEAVILY 
ON  INTERNATIONAL 
CAPITAL  WITHOUT 
ENCOUNTERING 
BALANCE  OF 
PAYMENT  PROBLEMS." 


Douglas  Hyde, 
president, 
Green  Mountain 


"YOU'VE  GOT  TO 
FIGURE  OUT  WHAT 
CUSTOMERS  WANT 
ANDTHEN  GIVE  IT 
TO  THEM." 


The  energy  sector  of  developing  countries 
is  too  large  relative  to  those  economies  to 
rely  heavily  on  international  capital  v/ith- 
out  encountering  balance  of  payment 
problems,  he  said.  On  the  other  hand, 
he  added,  international  private  capital 
could  play  an  important  role  in  the  devel- 
opment of  domestic  capital  markets  as 
well  as  in  assisting  in  improving  manage- 
ment and  transferring  technology. 

The  major  issue  is  how  to  mobilize  capi- 
tal. The  capital  mobilization  problems 
faced  by  many  countries  ore  not  affected 
by  assuming  lower  or  higher  levels  of 
growth.  What  is  affected  is  the  ability  to 
harness  local  capital  and  the  sense  of 
urgency  with  which  the  existing  constraints 
need  fo  be  addressed.  Contrary  to  popu- 
lar belief,  savings  rates  in  many  develop- 
ing countries  are  double  those  of  the  Unit- 
ed States  and  generally  one-third  greater 
than  those  of  Europe  and  Japan.  WEC 
research  suggests  that  national  savings  in 
many  developing  nations  is  sufficient  to 
finance  national  energy  development. 

Most  of  the  difficulties  of  energy  financ- 
ing have  special  force  in  relation  to  the 
least  developed  countries.  Two  billion 
people  in  the  developing  world  have  yet 
to  be  reached  by  commercial  energy  and 
have  little  prospect  of  this  occurring  unless 
fundamental  measures  are  implemented. 

For  example,  although  Africa  is  impres- 
sively endowed  with  energy  resources, 
the  development  of  commercial  energy 
is  constrained  by  the  generally  poor  state 
of  economic  development,  inadequate 
infrastructure,  external  indebtedness,  and 
political  and  civil  unrest.  Africa  with  13% 
of  the  world's  population  currently 
consumes  3%  of  its  commercial  energy. 

Liberalization 

Markets  are  opening  throughout  the 
world.  In  Europe,  electricity  generation, 
transmission,  and  distribution  monopolies 
will  be  broken  down  and  the  market 
opened  to  competition  with  the  European 
Directive  on  liberalization.  Directive 
96/92,  which  comes  into  effect  February 
19,  1999.  Through  the  directive, 
customers  in  most  European  countries  will 
be  able  to  choose  their  energy  supplier 
and  will  be  allowed  third-party  access  to 
electricity  and  gas  networks. 

The  liberalization  of  the  market  in  Europe 
has  been  embraced  for  two  reasons. 
First,  current  technologies  allow  for  the 
building  of  small,  efficient  power  plants. 


so  huge  initial  investment  is  avoided.  In 
addition,  a  plentiful  supply  of  cheap  gasl 
allows  these  electricity  generating  plants 
to  operate  economically.  The  combina- 
tion of  new  technologies  with  low  fuel 
prices  have  lead  to  projections  for 
aggressive  growth  in  the  energy  sector. 

Liberalized  markets  tend  to  favor  two 
kinds  of  companies,  according  to 
Graham  Ward,  deputy  chairman.  World 
Energy  Group,  Price  Waterhouse,  Lon- 
don, large  multinational  energy  compa 
nies  well  positioned  to  win  in  the  global 
power  market  liberalization,  and  small 
local  niche  players  in  the  same  position. 

Multinationals  have  the  size  and  financi 
resources  needed  to  break  down  the  hig 
cost  barriers  to  entry  into  new  markets, 
Ward  said,  and  to  establish  portfolios  of 
operations  able  to  mitigate  and  balance 
the  higher  economic  and  political  risks 
that  liberalization  usually  produces.  Small 
niche  players,  generally  unsaddled  with 
sunk  costs,  are  able  to  respond  swiftly  to 
local  markets  as  they  open. 

The  WEC  report,  "The  Benefits  and 
Deficiencies  of  Energy  Sector  Liberaliza 
tion"  demonstrates  that  liberalization,  by 
introducing  competition,  leads  to  reducei 
costs,  increased  efficiency  and  better 
service  to  customers.  Liberalization  focili' 
tates  investment,  especially  in  developin 
countries  where  funding  is  vital  for 
economic  growth.  Liberalization  also  put! 
energy  decisions  in  the  hands  of  objec 
tive  market  forces,  keeping  them  away 
from  the  often  subjective  influence  of 
government. 

The  customer  is  king 

In  the  new  liberal  environment  for  the 
energy  sector,  where  customer  choice 
becomes  more  important  than  it  was  for 
traditional  utilities,  companies  are  findincf 
that  a  customer  base  represents  a 
complex  and  diverse  set  of  social  and 
political  opinion.  They  also  are  finding 
that  offering  economic  incentives  is  not 
enough.  Some  energy  customers,  for 
example,  want  to  ensure  that  the  power 
they  receive  is  not  being  produced  in 
ways  that  endanger  the  environment.  In 
some  instances,  customers  have  signaled 
a  genuine  willingness  to  pay  a  premium 
for  power  from  a  supplier  using  only 
renewables  and  other  production  processes 
that  do  not  harm  the  environment. 

Serving  such  niche  markets  represents  a 
genuine  business  opportunity  for  small 
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OUR  CHILDREN    DESERVE  A  PLANET 
WHERE  THE  WATER   IS   CLEAN,   THE  AIR   IS  FRESH, 
AND   SUNSETS   STIR  THE  SDUL. 


The  500,000  men  and  women  of  America's  Electric  Utility  Companies  take  great 

pride  in  generating  electricity  more  cleanly  and  efficiently  than  ever  before. 
At  the  same  time,  we  are  investing  in  new  technologies  to  promote  environmental 
responsibility  and  reduce  greenhouse  gas  emissions.  To  learn  more  about  our 
environmental  programs,  and  new  ways  you  can  use  electricity  wisely,  visit  our 
website  (www.eei.org/enviro/).  Together,  we  can  all  have  a  better  tomorrow. 

America's  Eluc  i  UK  UnnTY  Companies 
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Until  very  recently,  if  you  wanted  the 
convenience  of  traveling  great  distances 
without  changing  your  coolant,  your 
vehicle  would  have  to  be  the  camel— a 
choice  which  would  be  quite  impractical, 
say  for  a  commute  on  the  freeway 

But  thanks  to  the  inspired  thinking  of 
scientists  at  Texaco,  there's  now  a  150,000- 
mile  coolant  for  cars.  It's  miles  ahead 
of  most  conventional  coolants  because  it 
lasts  five  times  longer.  In  fact,  it  could 
very  well  last  for  the  life  of  your  car. 

Our  thirst  for  innovation  doesn't  stop 
there.  We've  also  developed  a  system  of 
coolants  for  trucks  that's  good  for 
(100,000  miles,  and  we're  working  on 
fuels  for  the  future  that  will  help  save 
energy  and  the  environment  by  letting 
drivers  travel  unprecedented  distances 
on  a  single  tank  of  gasoline. 

Although  the  noble  camel  has  been 
around  for  centuries,  we  think  it's  got  a  lot 
ot  catching  up  to  do.  To  find  out  more, 
stop  by  www.texaco.com.  And  see  how 
I  Kir  relentless  pursuit  of  energy  will  keep 
ihe  world  running,  in  this  century  and 
f  enturies  yet  to  come. 
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players  in  the  energy  business.  In 
Vermont,  for  example,  Green  Mountain 
Energy  Resources,  of  Burlington,  is 
making  a  drive  to  sell  power  from  small 
hydroelectric,  wind,  geothermal,  and  bio- 
mass  projects  to  environmentally  con- 
scious home  and  apartment  dwellers. 
"You've  got  to  figure  out  what  customers 
want  and  then  give  it  to  them,"  accord- 
ing to  Douglas  Hyde,  Green  Mountain 
president.  "The  mental  trick  with  electrici- 
ty is  to  stop  thinking  of  it  as  a  commodity 
and  to  start  thinking  of  it  as  a  consumer 
product,"  he  said. 

Globalization 

In  the  newly  liberalized  and  expanded 
global  industry,  energy  companies  will 
need  to  develop  strategies  for  dealing 
with  governments. 

A  government's  willingness  to  sell  off  its 
power  plants  should  not  be  equated  with 
its  willingness  to  create  a  liberalized 
electricity  market.  It  will  require  the 
active  support  of  a  country's  president 
and  finance,  labor  and  energy  officials 
to  provide  the  authority  to  regulate  and 
police  the  market.  Otherwise  it  may  be 
difficult  for  independent  power  projects 
(IPPs)  to  achieve  their  financial  goals. 

As  governments  liberalize  their  energy 
sectors,  they  should  try  to  apply  universal- 
ly accepted  rules  to  the  multiple  and  com- 
plex issues  involved  in  restructuring, 
advises  Enrico  Testa,  chairman  of  Enel 
SpA,  Italy's  national  electricity  generator. 
Testa,  addressing  energy  ministers  from 
the  G8  countries  at  an  economic  summit 
meeting  in  Moscow  earlier  this  year,  said 
government  energy  ministers  should  tailor 
restructuring  plans  to  take  into  account 
the  impact  of  globalization  on  national 
energy  sectors,^energy-supply  security, 
and  environmentalism. 

To  make  an  energy  market  more  efficient, 
a  government  must  dismantle  its  private 
and  public  monopolies,  and  become  the 
regulator  rather  than  the  owner  of  its  sup- 
ply network,  argues  Testa.  Transparent 
pricing,  nondiscriminatory  access  to  the 
supply  network,  elimination  of  market 
distortions  and  financing  research  and 
development  are  the  essential  components 
of  on  efficiently  restructured  energy  sector. 

Inherently,  Testa  said,  globalization 
improves  the  security  of  national  energy- 
supply  sectors  by  introducing  competition 
by  multiple  suppliers.  By  not  crafting  rules 
specifying  which  kinds  of  power  plants 
can  be  sited  where  and  how  electricity 
can  be  transmitted,  they  can  avoid 


TECHNOLOGY 
IS  ADVANCING 
EXPONENTIALLY 
AND  IT 
WILL  ONLY 
ACCELERATE." 


AM 

Don  D.Jordan, 
chairman  and  CEO, 
Houston  Industries 

creating  an  environment  in  which  market 
forces  cannot  do  their  job  and  in  which 
suppliers'  business  creativity  is  stifled. 

Technology 

The  production  and  utilization  of  energy 
will  require  massive  new  investments  in 
both  developing  and  developed  coun- 
tries, said  Don  D.  Jordan,  chairman  and 
chief  executive  of  Houston  Industries. 
"Whether  these  investments  ultimately 
promote  an  economically  robust  and  envi- 
ronmentally sustainable  global  economy 
depends  in  large  measure  on  the  energy, 
environment,  information,  communica- 
tions, and  related  technologies  that  are 
put  in  place,"  he  said. 

"Technology  is  advancing  exponentially 
and  it  will  only  accelerate.  For  example, 
we've  seen  prices  for  large-scale  com- 
bined-cycle plants  plunge  almost  45% 
from  where  they  were  in  the  early 
1990's.  Capital  costs  have  dropped  as 
manufacturers  have  improved  technology 
and  increased  the  power  density  of  their 
gas  and  steam  turbines.  The  results  hove 
been  a  win/win  situation  with  lower  prices, 
increased  efficiency,  and  more  environ- 
mentally friendly  choices,"  he  added. 

Twenty  years  ago,  the  wind  energy  indus- 
try was  developing  wind  turbines  of  sev- 
eral megawatts  in  size,  with  strong  gov- 
ernment support  that  resulted  from  the  cri- 
sis mentality  of  the  1  970's.  But  the 


market  never  responded.  Technology 
development  had  leaped  ahead  of  the 
market's  appetite  for  technological  risk. 

Today,  though,  wind  energy  companies 
have  progressively  designed,  built,  and 
operated  a  series  of  commercial  turbine/ 
generators  that  only  now  are  approach- 
ing even  one  megawatt  in  individual  unit 
sizes.  But  these  units  ore  installed  and 
operating  across  the  globe.  In  the  aggre- 
gate, they  amount  to  a  miniscule  amount 
of  electric  energy,  compared  to  fossil, 
nuclear,  or  hydroelectric  energy,  but  wine 
is  one  of  the  fastest  growing  sources 
of  energy. 

The  old  system  encouraged  large, 
centralized  power  generators  because 
of  economies  of  scale,  but  also  because 
they  fit  the  traditional  utility  business 
model.  Utilities  made  much  of  their 
money  by  investing  in  large  capital 
projects,  and  building  the  robust  infra- 
structure that  all  of  us  enjoy  today,  but 
not  necessarily  on  operating  the  system 
in  the  most  efficient  way  possible. 

Today's  model — based  on  private  owner- 
ship of  generating  plant,  equitable  acces 
to  the  transmission  grid,  and  regulated 
transmission  and  distribution  compa- 
nies— could  open  the  market  to  a  concep 
called  distributed  generation.  The  analo- 
gy here  is  mainframes  and  personal  com-' 
puters.  Small,  dispersed  power  systems 
could  play  a  large  role  in  providing 
incremental,  financeable  electric  capacity, 
and  in  stabilizing  the  transmission  and 
distribution  grid. 

This  is  not  to  soy  that  large,  central  plant; 
will  disappear.  Instead,  the  new  energy 
industry  models  allow  both  to  coexist 
and  compete. 

Technologies  such  as  gas  and  diesel 
engine/generators  are  being  upgraded 
with  advanced  controls  and  automation, 
new  combustion  schemes  that  bring  ultra- 
low  emissions,  and  more  durable,  reliable 
materials  to  withstand  the  rigors  of  more 
frequent  service.  Gas  turbines  have  also 
been  "miniaturized"  to  create  micro-tur- 
bine/generator power  systems  with  effi- 
ciencies unheard  of  in  this  size  range  twc 
decades  ago. 

Fuel  cells,  which  essentially  convert  the 
chemical  energy  of  a  fuel  such  as  natural 
gas  directly  into  electricih/,  also  could  find, 
an  important  niche  providing  electricity  I 
to  on-site  businesses.  Fuel  cells  are  a  very  ' 
clean  way  to  produce  electricity,  especially 
in  small  quantities  because  no  combustion 
occurs. 
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veryday  at  EDS,  we  unleask  tlie  power  of  information  and  teclinology  to  Kelp  som^*  of 
tke  world's  leading  energy  companies  compete  more  successfully.  By  miproving  decisions 
and  plans  witk  faster  access  to  more  and  Letter  information.  By  lielping  people  and  orga- 
nizations work  togetfi  er  more  efficiently.  We  offer  global  solutions  witn  fir  st-class  local 
delivery.  To  learn  more,  call  (972)  605~5100,  email  info@eds.com  or  visit  www.eds.com. 
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Nezu  technologies  will  assist  in  building  widei 

As  with  wind  turbines,  the  active  develop- 
ment of  fuel  cells  in  the  5  and  10 
megawatt  range  was  a  response  to  the 
energy  crises.  The  idea  was  that  the  big- 
ger they  got,  the  more  attractive  they'd 
become  to  traditional  utilities,  working 
with  the  centralized  plant,  centralized 
control  model.  Now  they  are  largely  com- 
mercial in  sizes  that  the  emerging  market 
can  bear — more  like  250  kilowatts  in  sin- 
gle unit  sizes. 

The  newer  versions  of  these  distributed 
power  systems  ore  smaller,  more  efficient 
and  more  versatile.  On  the  surface,  they 
are  being  made  to  look  more  like  an  air- 
conditioning  unit,  and  operated  more  like 
a  home  appliance.  With  the  minimum 
amount  of  attention  and  maintenance, 
ultra-low  environmental-impact  profiles, 
and  a  high  degree  of  automation.  Distrib- 
uted power  con  bring  the  concept  of 
on-site,  reliable  electric  energy  to  busi- 
nesses as  small  as  fast-food  franchises. 

Renewables 

Even  more  exotic  energy  sources,  like 
solar  photovoltaics,  are  being  reexamined. 
The  intensive  development  programs  of 
the  1980's  are  no  longer  occuring,  but 
electricity  suppliers  in  the  new  market 
may  find  that  rooftop  photovoltaic  sys- 
tems a  prohtable  niche  for  serving  rural, 
remote  customers  too  expensive  to  serve 
with  a  distribution  line.  Additionally, 
users  who  may  want  to  function  off 
the  grid,  or  have  an  alternative  to 
grid  power,  may  find  these  small 
systems  attractive. 


transmission  grids  to  carry  electricity. 

Many  of  the  large  energy  companies, 
who  built  their  businesses  on  petroleum 
and  natural  gas  were  heavily  invested 
in  solar  and  renewables  subsequent  to 
the  energy  crises  of  the  1970's,  then 
divested  as  the  crisis  subsided  and 
energy  prices  plummeted.  Today,  these 
same  companies  are  investing  in 
renewables  again  as  business  and 
techonology  have  moved  to  make 
renewables  a  prohtable  pursuit. 

Merge  and  compete 

Already,  major  natural  gas  companies 
and  electricit/  companies  hove  merged 
and  this  trend  is  expected  to  continue. 
Where  mergers  have  not  occurred,  each 
has  learned  the  other's  business  well 
enough  to  have  some  ability  to  cross  over 
if  the  right  opportunity  presents  itself. 
Generally,  there  are  technical  efficiencies 
to  be  gained  from  integrating  operations. 
As  one  example,  gas  companies  operate 
and  maintain  gas  turbines  on  transmis- 
sion lines.  Power  companies  operate  and 
maintain  gas  turbine/generators.  For  the 
most  port,  the  machines  are  the  same 
and  can  benefit  from  economies  of  scale. 

When  electric  companies  merge,  or  at 
least  cooperate  across  sovereign,  state, 
or  regional  borders,  efficiencies  are 
raised,  too,  although  the  need  for  work- 
ers may  contract.  Interconnection  of  elec- 
tricity grids  in  Europe,  South  America, 
and  North  America,  a  growing  trend 
with  its  own  technological  advances,  is 
being  pursued  with  vigor.  In  essence,  that 
means  that  energy  sources  in  one  region 


or  country  can  be  balanced  with  other 
sources.  Hydro-rich  areas,  for  example, 
can  supply  cheap  baseload  electricity  to 
other  regions — and  gain  peaking  and 
intermediate  load  power  through  a 
means  other  than  building  new  plants,  i 

Cool  proponents  have  perhaps  the  most 
to  gain  from  technical  integration.  I 
Because  of  its  heterogeneous  nature,  coci 
involves  not  only  air  emissions  but  solid 
waste  discharges  as  well.  Fortunately, 
much  of  this  material  can  be  recycled 
into  industrial  products,  such  as  cement, 
building  products,  and  others.  Cool  can 
also  be  fractionated,  though  at  high 
expense,  into  higher  value  carbon-basedl 
products  and  commodity  chemicals. 


Energy  Leaders  to 
Meet  in  Houston 

Every  three  years  the  activi- 
ties of  the  World  Energy  Coun- 
cil (WEC)—  a  London-based 
international  organization 
that  promotes  the  sustainable 
and  beneficial  supply  and  usie 
of  energy— culminate  in  a 
Congress  that  brings  together 
industry  and  government 
leaders  to  debate  and  discuss 
findings  of  the  WEC's  numerous 
study  groups  and  committees. 
This  year,  the  J 7th  Congress 
of  the  WEC  is  being  held  Sep- 
tember 13-18  in  Houston,  and 
is  being  organized  around  the 
theme  of  "Energy  and  Technol- 
ogy: Sustaining  World  Devel- 
opment into  the  Next  Millenni- 
um." Representatives  of  ener- 
gy companies  and  govern- 
ment officials  from  more  than 
100  nations  are  expected  to 
gather  in  Houston  to  explore 
the  vast  array  of  current  and 
emerging  energy-technology 
options  that  v/il\  shape  world 
societies,  economies,  and  envi- 
ronments for  the  foreseeable 
future.  WEC  Congress  dele- 
gates will  include  chief  execu- 
tives and  Energy  Ministers 
from  developed  and  develop- 
ing nations.  Traditionally,  the 
conclusions  and  recommenda- 
tions,  made  at  the  close  of 
each  Congress,  go  on  to 
inform  government  policies 
and  corporate  decisions  on 
energy^  matters  for  many 
years  to  come. 
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hey  will  do  business  at  a  pace  that's  hard  to  conceive  of. 


ith  industry  in  constant  motion  and  global  growth  at  lightning  spee 


y  will  compute  and  invent  faster  than  we  can  imagine. 

America's  largest  generator  of  electricity  already 


ere  in  the  world  will  they  get  the  energy  they  need? 

provides  energy  for  millions  of  people  worldwide 


tp://www.southernco.coj 


SOUTHERN 

COMPANY 

Energy  to  Serve  YourWorld^ 


/V  ..  ^  ,  !eanaly:  Alcm^  Elcrtnc  I'owcf  Daily  ^  MaUs  NatymWa^Alal      "  ' 

-claomRepor,    HalAChUtam^.  n^kar,,.l  '  Gamre 
■:i:uy  > ^^|,.,,,  < ^^^^^^^^^  .  ^^^^^^^^  ^^.^^ 

l'isrd,I.LR(  UiasMarkclRcpon    mt,  l:urop,an  Markcts^dr, 
\<'.l,'omcs  Week    Bleclnc  FmPer  Iniemalional  -^'^^ 
Vloin  Lalin  America,,  Wire    mily  B,virornr,mlRepmty  '   '    ■       '  ' 
n>,Kr  Markets  Week  ,  ' 


Where 
oil 
and 

water 


mix. 


We're  The  McGraw-Hill  Companies. 
You're  probably  familiar  with  many  of  our  products 
already.  Industry  leaders  such  as  Standard  &  Poor's 
Piatt's.  But  we  have  so  much  more  to  offer.  Energy 
'  magazines,  newsletters  and  services  that  provide  news, 
analysis,  pricing  and  commentary  to  clients  in  every 
sector  of  the  energy  market.  And  this  wide  array  of 
products  and  services  is  available  to  you  through  real- 
time, online,  CD-ROM  and  print. 

■  So  no  matter  what  field  of  energy  you're  in,  you'll  get  all 
the  expert  analysis  and  up-to-date  information  you  need. 
;  ■  \Vhen  you  need  it,  the  way  you  need  it,  wherever  _ 
■  you  are  on  the  globe.  And  besides,  where  else  i^^^ 
can  you  see  oil  and  water  mix? 

\]\c  Energy  &  Business  'i^^^- 
Neirsletters  group  provides  essential  I'^^^^WwSUl^ 

-news  and  intelligence  on  the  worldwide  -•  ■  jllf 

electric  power  industry,  nuclear  energy,  %  -"-^Sk 
natural  gas,  coal  and  federal  energy  **Xr*^^ 
poHcy.  Packaged  in  more  than  20  daily,  XS^^  ' 

weekly  and  bi-weekly  newsletters,  they  can  ^^^/^ 
be  delivered  in  print,  by  fax  or  online.  '^^Sa 
Complementing  the  up-to-the-minute  news  coverage  and 
analysis  are  conferences,  databases  and  special  reports. 
Among  our  market-leading  newsletters:  Global  Power 
Report  brings  you  the  latest  intelligence  on  private  power 
development  around  the  world.  Nucleonics  Week  delivers 
accurate,  objective  coverage  of  issues  vital  to  the  global 
-nuclear  power  industry.  Electric  Utility  Week  is  essential 


Utility  Data  Institute  (UDI)  publishes  directories 
and  databases  for  the  worldwide  electric  power  industry. 
For  two  decades  the  staff  has  collected 
primary  source  data  from  electric  power  companies, 
non-utility  generators  and  almost  90,000  power  plants. 
Recently,  UDI  has  expanded  its  efforts  to  include  gas 
and  water  utilities  and  chemical  plants. 
Telephone: +1-202-942-8788.  Fax: +1-202-942-8789. 
Web  site:  www.udidata.inter.net. 

Stan^Zarf?  &  Poor's  P/att's  pubhshes  global 
petroleum,  electricity  and  natural  gas  market  news, 

prices,  commentary,--analysis  and  data  that  are 
^3^^V     available  through  any  number  of  real-time 
^     J       data  feeds  or  via  online,  telex,  fax  or 

A  ^        newsletter.  Through  its  recent  merger  with 
W'  '  |k     h    Standard  &  Poor's  DRI  Energy,  Standard 
wL--  ^         &  Poor's  Piatt's  now  offers  short-  and 
"  long-term  global  macroeconomic  energy 

market  price  analysis,  forecasting  and 
*         consulting.  The  following  are  just  a 
l^'^Wftk      sample  of  the  breadth  of  products  and 
l^iigP        services  we  have  to  offer:  Piatt's  Global  Alert 

anchors  Standard  &  Poor's  Piatt's  real-time 
product  offerings  with  up-to-the-minute  coverage  of 
worldwide  petroleum  prices.  Piatt's  Analytics  Service  is  a 
new  alert  that  features  fundamental  and  technical  analy- 
sis of  petroleum  spot,  futures  and  derivatives  markets. 
Piatt's  Electricity  Alert  and  Piatt's  Natural  Gas  Alert 
keep  a  sharp  eye  on  North  American  power  markets 
with  features  such  as  intraday  cash  market  updates. 


As  well  as  electricity,  natural  gas,  and  nuclear  power. 
And  just  about  every  other  energy  source  under  the 
sun.  (We  have  that  covered  too.) 


reading  for  those  who  manage,  supply,  finance, 
advise  or  regulate  electric  utilities. 
Telephone:  1-800-223-6180  (or)  +1-212-904-6410. 
Fax:  +1-212-904-2723.  Web  site:  www.mhenergy.coin. 
E-mail:  info@mhenergy.com. 

Magazines.  EW  Business  (formerly  Electrical  World) 

is  the  leading  business  publication  for  energy  executives 
active  in  the  electric  power,  gas  and  oil  industries.  Sister 
publications  include  Power,  the  premier  technology  mag- 
azine for  the  North  American  power  generation  market; 
Electric  Power  International,  the  global  engineering 
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tion markets;  and  IT  for  Utilities,  the  information 
technology  magazine  for  the  electric,  gas  and  water 
professional.  Telephone:  +1-212-337-4062. 
Fax:+1-212-627-3811. 
Web  site:  www.electricalworld.com. 
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European  Natural  Gas  Report  complete  the  suite  of 
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Power  Markets  Report,  Piatt's  Monthly  Natural  Gas 
Report  and  Piatt's  World  Energy  Service  expand  the 
family  to  provide  global  analysis,  forecasting  and 
consulting  for  these  key  energy  markets.  Telephone: 
(U.S.)  1-800-437-3725.  (UK)  +44-181-543-1234. 
(Singapore)  +65-532-2800.  Web  sites:  www.platts.com 
(or)  www.dri. mcgraw-hill.com.  E-mail:  info(§,platts.cora. 
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Technologies  must  continue  to  be  devel- 
oped to  moke  the  cool-based  powerplont 
on  anchor  for  a  multitude  of  needed 
industries.  Large  coal  plants  can  support 
sulfuric  acid  production,  fertilizer  produc- 
tion, and  wollboord  manufacturing  by 
recycling  their  air  discharges  into  more 
beneficial  byproducts.  Some  say  that 
without  such  on  "industry  ecology" 
approach  to  the  business,  cool  will  hove 
difficulty  charting  its  energy  future.  As 
long  as  socolled  premium  fuels  like  natural 
gas  and  petroleum  ore  competitively  priced, 
coal  can't  maintain  the  long-term  economic 
edge  it  had  for  years,  decades  even. 

All  types  of  powerplants  con  gain  effi- 
ciencies and  reduce  environmental 
impact  from  technical  and  resource  inte- 
gration. One  example  is  that  many  of 
the  latest  power  stations  take  water 
discharged  from  a  municipal  or  industrial 
treatment  plant  instead  of  sourcing  from  a 
river  or  lake.  This  so-called  cascading  of 
natural  resources  stretches  their  value 
among  once-disparate  industries,  for  the 
benefit  of  our  environment. 

Technology  at  the  user  end  of  the  value 
chain  does  not  supercede  that  at  the 
exploration  and  production  ends,  though 
it  is  perhaps  of  more  interest  to  the  busi- 
ness community.  After  all,  most  energy 
consumers,  despite  green  energy  and 
other  ways  to  distinguish  a  commodity, 
ore  no  different  from  other  classes  of 
consumers:  They  wont  to  flip  a  switch 
or  turn  a  valve  and  forget  about  it. 

Turbines  power  change 

Gas-turbine  technology,  based  on  a 
machine,  around  for  half  a  century  at 
least,  almost  lost  its  market  entirely  twenty 
years  ago  because  generating  electricity 
with  oil  and  gas  was  banned  during  the 
1970's  energy  crisis.  Now  in  its  combined- 
cycle  configuration  gas  for  electricity  domi- 
nates new  capacity  additions  in  the  west- 
ern world  and  in  key  countries  in  Asia. 

Combined-cycle  technology  has  gone 
from  on  overall  efficiency  in  the  mid-40% 
range  in  the  early  1980's  to  the  high- 
50%  range  today.  And  new  machines  on 
the  verge  of  commercial  production  will 
allow  the  combined  cycle  to  top  60% 
after  2000. 

But  the  story  here  is  not  just  one  of  tech- 
nology but  of  the  interplay  between  tech- 
nology and  business.  Because  of  the  com- 
petitive forces  that  came  into  play,  struc- 
turing and  financing  projects  worldwide, 
developers  helped  drive  suppliers  to  ever 


Energy  Resources 

The  liberal  and  global  energ)'  market  is 
also  affecting  fuel  choices  being  made  in 
electricit\'  generation  and  transportation. 
In  many  ways,  the  use  of  natural  gas  to 
generate  electricity-  has  revolutionized  the 
industry",  making  it  possible,  through 
lower  up-tront  investment  costs,  for 
independent  power  producers  to 
participate  more  fiiUy  in  the  electricity 
generation  business. 

Gas 

The  current  position  and  outlook  for 
natural  gas  are  highlv  positive,  with 
reser\'es  increasing  and  regional  markets 
and  international  trade  growing.  The 
demand  for  gas  is  expected  to  grow 
dramatically  in  most  countries.  While 
world  supplies  are  more  than  adequate, 
distribution  requires  capital  intensive 
delivery  systems  either  in  pipelines  or 
hquid  natural  gas.  \^'T^C  estimates 
range  from  S900  billion  to  S2.6  trillion 
in  cumulative  investments  from  1990 
to  2020. 

Natural  gas  consumption  has  risen  by 
35%  since  1990  and  accounts  today  for 
20%  of  total  priman-  energ\-  require- 
ments in  Europe.  Last  year  consumption 
was  over  290  megatonnes  (mtoe)  and  is 
expected  to  grow  this  year  to  more  than 
315  mtoe.  Total  European  gas  demand 
win  grow  by  an  annual  average  ot  more 
than  13%  from  1997  to  2000,  and  more 
than  double  from  then  to  2020. 

Oil 

Liquid  petroleum  is  the  world's  most 
important  commodiry.  Since  the  previ- 
ous WEC  compilation  three  years  ago, 
proven  oil  reserves  have  increased  by 
4%,  supporting  a  5.6%  increase  in 
output.  While  generally  stable,  oil 
prices  have  recently  dechned  to  levels 
not  seen  since  the  energ)'  crisis  of  the 
1970's.  This  has  been  the  case  because 
of  higher  OPEC  quotas  and  uncertain- 
t)'  about  economic  conditions  in  the  Far 
East  and  Iraq's  fiiture  export  volumes. 

In  addition,  there  appears  to  be  a 
reasonabh'  large  oil  reserve  base  that  is 
expanding  over  time.  In  the  past  three 
\'ears,  proven  reserves  have  increased  bv 
45  billion  barrels,  despite  production  of 
some  75  billion  barrels  of  oil  and 
natural  gas  liquids.  The  reserve,  accord- 
ing to  some  estimates,  could  support 
increasing  world  oU  production  into  the 
next  century. 


Coal 

The  proven  world  coal  reserve  base  is 
1,011  billion  mt.  This  includes 
anthracite,  bituminous,  subbituminous, 
and  lignite  qualities.  Compared  with  oU 
and  natural  gas,  coal  has  maintained  its 
long-term  position  as  the  world  s  most 
widely  available  fossil  fuel.  Current 
annual  production  totals  4.7  billion  mt 
in  72  countries  around  the  world. 

Coal  is  generally  expected  to  continue 
supplying  a  large  portion  of  the  world's 
primary  energ}'  demand,  especially  in 
developing  nations  such  as  India  and 
China.  The  fliture  of  both  the  produc- 
tion and  use  of  coal  depends  to  a  large 
degree  on  technical  progress.  Mining 
techniques  and  upgrading  processes 
need  to  be  improved. 

The  fmancing  difficulties  for  future  coal 
production  are  largely  confined  to  for- 
mer Eastern  bloc  countries,  India  and 
China,  where  large  pubhc  monopolies 
in  production  and  transport  dominate. 
Output  is  sold  at  prices  that  do  not 
always  cover  costs,  efficienc\-  is  far  from 
international  norms,  and  environmental 
degradation  is  a  serious  issue. 

Nuclear 

Worldwide  uranium  production  contin- 
ued to  contract  until  1994,  despite  the 
continuous  growth  in  world  uranium 
requirements.  Production  from  mines 
could  co\'er  only  about  half  of  the 
material  needed  to  satisfy  demand. 

High  capital  costs  and  in  some  countries 
a  poor  record  of  cost  containment, 
together  with  a  growing  negative  public 
perception,  all  result  in  increasingh- 
unacceptable  risks  for  private  financing  of 
nuclear  power.  Added  to  this  are  licens- 
ing and  site  location  difficulties,  waste 
disposal  concerns  and  public  vs.  private 
liability  issues. 

Hydro 

Hydroelectric  power  generation  contin- 
ues to  be  the  most  important  and  eco- 
nomic renewable  source  of  commercial 
energ}'  worldwide.  It  plavs  an  essential 
role  in  most  regions  of  the  world.  More 
than  150  countries  generate  hydroelec- 
tric power.  There  is  about  700  GW  of 
hydro  capacitv  in  operation  worldwide, 
generating  2,600  TWh/y.  About  half  of 
this  capacity  and  generation  is  in 
Europe  and  North  America,  but  that  is 


changing  as  more  hydro  capacity 
comes  on  line  in  Asia  and 
South  America. 

The  main  problem  with  hydropower 
l  lies  in  the  nature  of  the  public  pro- 
|>curement  process.  In  the  construction 
f-  of  dams,  politics  and  employment 
•  have  played  a  greater  role  than  cost 

controls  and  fiscal  accountability. 

-BlOMASS 

iBioresources  are  potentially  the 
pvorld's  largest  sustainable  source  of 
ffiiel  and  chemicals,  comprising  a 
i  renewable  resource  of  220  billion 
I  oven-dried  metric  tons  of  annual 
I  primary  production.  Nevertheless, 
I  despite  the  large  energy  potential  of 
I  biomass,  in  practice  only  a  few  types 
t:  of  biomass  feedstock  can  be  regard- 
led  seriously  as  a  potential  source  of 
I  energy  because  of  economic  and 
I  environmental  constraints.  Biomass 
I  traditionally  has  been  associated 
I  with  poor  domestic  households,  but 
[?  its  use  is  growing  as  an  important 
|-  source  of  energy  for  industries  in 
E  many  parts  of  the  world.  Industrial 
I  countries  use  it  for  combined  heat 
I  and  power,  electricity  generation  and 
I  space  heating  and  other  decentral- 
ized energy  applications.  In  develop- 
ing countries,  biomass  is  the  main 
source  of  energy  for  many  cottage 
industries  such  as  baking,  textile 
manufacture  and  certain  types  of 
food  processing. 


more  demanding  efficiencies  so  that  the 
economics  of  converting  fuel  to  electricity 
would  improve  with  each  project.  Suppli- 
ers in  turn  competed  to  design  a  machine 
with  an  incrementally  better  efficiency. 
Amazingly  the  emissions  profile  of  these 
units  got  better  and  better. 

The  advances  in  technology  showed  up 
in  other  areas  as  well.  These  types  of 
plants  can  be  sited  and  built  quickly, 
which  means  they  are  on-line  faster 
producing  revenue  for  their  investors. 

In  fact,  the  whole  process  has  token  on  a 
life  of  its  own,  with  some  of  the  implica- 
tions of  global  competition  only  now  com- 
ing to  light.  The  upshot  is  that  owners, 
operators,  financiers,  and  suppliers  will 
have  to  manage  technological  risk  much 
OS  they  now  manage  political  and 
financial  risk. 


Developments  in  the  gas  turbine  arena 
apply  in  areas  outside  of  electricity  gen- 
eration, too.  More  efficient  gas  turbines 
mean  that  natural  gas  is  transported  more 
efficiently  from  where  it  is  token  out  of 
the  ground  to  where  it  is  used. 

One  testament  to  the  breadth  of  gas  tur- 
bine technology:  Most  advanced  power 
cycles  include  a  gas  turbine/generator  in 
the  equipment  configuration. 

IT  is  it 

Almost  like  a  huge  piece  of  elegant 
wrapping  paper,  the  exciting  field  of 
information  technology  (IT)  is  responsible 
for  its  own  share  of  energy  innovation. 
New  IT  and  analytical  tools  are  being 
applied  to  hedge  one  energy  commodity 
or  product  against  another.  Optimization 
software  is  applied  throughout  the  value 
chain  to  make  workers  and  management 
more  efficient.  Automation  advances 
relentlessly,  todoy  aided  by  sophisticated 
software  and  monitoring  devices,  to 
reduce  the  number  of  people  necessary 
to  run  equipment  at  optimum  efficiency. 

Where  did  all  the  cost  savings  come  from 
on  the  equipment  supply  side?  IT  played 
a  huge  role.  Computer-aided  design 
techniques,  global  sourcing  assisted  by 
the  vast  array  of  communications  tools 
available,  and  teams  of  designers  com- 
municating and  cooperating  around  the 
world  in  a  continuos  24-hour  workday, 
hove  slashed  costs.  In  one  sense,  IT  and 
global  partnerships  have  created  a  con- 
tinuous "production"  line  with  three  shifts. 


only  the  shifts  take  place  in  daylight  in 
different  parts  of  the  world! 

Now,  IT  will  increasingly  be  brought  to 
bear  on  the  customer  side.  Massive  elec- 
tricity trading  systems  are  being  designed 
and  applied  in  different  regions  of  the 
world.  Remote  monitoring  will  be  used  to 
ensure  that  customer-side  energy  consum- 
ing equipment  and  devices  are  operated 
to  minimize  the  energy  bill,  which  from 
the  point  of  view  of  the  world's  popula- 
tion, would  be  the  best  outcome  on 
increased  liberalization,  globalization, 
and  technological  change. 
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Low  oil  prices  have  helped  drive  energy  liberalization  and  globalization. 
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CEO  Rakesh  Gangwal's 
obsession  with  saving  cash 
has  helped  turn  the  ailing 
airline  into  a  moneymaker 

Rakesh  Gangwal  doesn't  talk  much, 
but  when  he  does,  his  words 
count.  Recently  holed  up  in  a  dim 
meeting  room  with  two  dozen  ex- 
ecs, the  president  and  chief  executive  of 
us  Airways  stood  behind  his  chair,  lean- 
ing chin  in  hand  while  pondering  a  del- 
icate problem.  A  growing  number  of 
passengers  had  been  complaining  about 
rude  service,  paiticulai'ly  at  the  air-line's 
international  terminal  in  Philadelphia, 
where  part-time  workers  make  up  42% 
of  the  staff.  After  listening  to  the  dis- 
cussion for  a  few  minutes,  Gangwal 
quickly  and  calmly  pronounced  his  solu- 
tion. "Take  the  number  of  full-time 
workers  up  to  70%,"  he  said  in  a  mat- 
ter-of-fact tone.  End  of  discussion. 

Gangwal,  a  slight  man  who  speaks 
with  a  trace  of  an  accent  from  his  native 


India,  has  been  making  dozens  of  swift 
yet  coolly  considered  decisions  since  tak- 
ing over  as  ceo  last  May.  And  over  the 
past  two  yeaj"s,  since  joining  us  Aii-ways 
with  Stephen  M.  Wolf,  his  longtime  men- 
tor and  now  chairanan  of  parent  us  Air- 
ways Group,  Gangwal  has  impressed  the 
aviation  industry  with  liis  resolute  cost 
cutting  and  the  role  he  has  played  in  the 
quick  tiuTiai'ound  of  an  airline  that  was 
once  neai'ly  bankrupt. 

Along  the  way,  his  tough  calls  have 
brought  no  shortage  of  controversy.  Last 
year,  Boeing  Co.  sued  us  Aii-ways  for 
$220  million,  claiming  breach  of  contract 
after  the  airline  canceled  an  order;  in- 
stead, the  aii'line  is  tuiTiing  to  Airbus  In- 
dustrie— which  recently  sold  it  options 
for  up  to  30  new  jets — to  build  its  fleet. 
(The  Boeing  suit  has  since  been  settled 
out  of  court.)  Meanwhile,  Gangwal's 
cost-cutting  campaign  has  pushed  frus- 
ti-ated  unions  to  the  brink.  A  quiet,  dis- 
ciplined man  with  an  obsession  for  effi- 
ciency, Gangwal  readily  admits  he  is 
"driven  to  succeed."  But,  he  is  quick  to 
add,  "to  me  it  is  very  important  that 
my  drive  does  not  become  an  issue  of 


personal  gr*andiosity."  GANGWAL:  (  mi 

That  may  explain  he  take  US  Air- 
why  Gangwal,  45,  ivays  into  the 
one    of    aviation's  global  elite? 
most  influential  lead-  ' 


ers,  remains  so  little  known  outside  in- 
dustry circles.  The  longtime  No.  2  to 
Wolf,  Gangwal  deserves  much  of  the 
credit  for  retooling  US  Airways  into  a 
profitable  player  r-anked  No.  1  in  on- 
time  arrivals.  The  pair  have  shut  mon- 
ey-losing r'outes,  inked  a  pilots'  con- 
tract that  saves  $88  million  a  year,  and 
launched  a  low-cost  shuttle,  MetroJet. 
The  r-esult:  EarTiings  in  '97  soar-ed  neai'- 
ly fourfold,  to  $1  billion  on  r-evenues 
of  $8.5  billion. 

DESTINATION  EUROPE.  A  detail-driven 
man,  Gangival  spends  his  days  obsess- 
ing over  load  factors  and  yield  manage- 
ment while  Wolf  has  charted  the  carri- 
er's broad  str-ategy.  Indeed,  Wolf  has 
gradually  all  but  handed  over-  the  run- 
ning of  the  airline  to  his  pr-otege.  With 
the  pair  now  focused  on  European  ex- 
pansion, for  example.  Wolf  is  negotiating 
access  with  local  governments  while 
Gangwal  tackles  the  nettlesome  task 
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of  actually  entering  the  new  markets. 

If  the  turnaround  has  brought  us 
Aii-ways  far,  however,  it  remains  a  crit- 
ical time.  The  carrier  is  well  behind  the 
giants  as  the  industiy  consolidates.  If  it 
is  to  remain  a  strong,  independent  play- 
er, Gangwal  must  rebuild  it  into  a  car- 
rier with  global  reach.  That's  why  he's 
now  deep  into  the  numbingly  technical 
details  of  combining  us  Airways'  fre- 
quent-flier miles  with  those  of  American 
Airlines  Inc.  But  larger  rivals  such  as 
Delta  Air  Lines  and  United  Airlines 
have  long  operated  broader  route  sys- 
tems and  are  bulking  up  even  more 
through  an  ai'ray  of  partnershijjs. 

It's  all  a  long  way  from  home  for 
Gangwal,  a  native  of  Calcutta.  The 
Gangwal  family  was  decidedly  middle- 
class,  but  India's  poverty  was  never  far 
from  view.  As  a  teenager,  he  volun- 
teered vrith  Mother  Teresa,  preparing 
medication  for  leprosy 
patients  and  collecting 
recyclables    to  earn 
money  for  the  mission. 
The   volunteer  work 
provided  an  early  les- 
son in  fragality  that  has 
stayed  with  him  after 
more  than  20  years  in 
the   U.  S.   "Here  we 
have  these  huge  [trash] 
containers    that  are 
emptied  regularly.  I  still 
can't  quite  get  used  to 
that"  level  of  waste,  he 
says. 


HEADWINDS 


Gangwal  is  just  starting  to  upgrade 
US  Airways'  fleet  and  archaic  ticketing  system. 
And  even  as  he  launches  his  no-frills  MetroJet 
service,  he's  tussling  with  restless  unions 


Following  a  stint  as  an  analyst  at 
Booz-Allen  &  Hamilton  Inc.,  Gangwal 
got  into  the  industry  in  1984  while 
working  on  a  consulting  job  at  United 
Airlines  Inc.  "Wlien  I  joined  United,  I 
really  thought  I  would  work  only  a  yeai' 
or  two,  then  do  something  else,"  he 
says.  "I  guess  the  jet  fuel  gets  into  youi' 
blood."  By  1987,  when  Wolf  was  ap- 
pointed CEO  to  revitalize  the  straggling 
airline,  Gangwal  was  ah'eady  on  his  way 
up.  In  1992,  Wolf  put  him  in  charge  of 
planning,  giving  Gangwal  wide-ranging 
influence  over  the  air- 
line's strategy.  "I  no- 
ticed he  was  always 
prepared  and,  more  im- 
portant, he  was  right," 
says  Wolf.  He  was  also 
a  quick  study.  Says 
Jack  Ekey,  then  Unit- 
ed's  general  manager  of 
customer  service:  "I 
was  absolutely  astound- 
ed by  the  speed"  at 
which  Gangwal  learned. 

A  good  thing,  too. 
Feisty  Southwest  Air- 
lines Co.  was  moving 

Gangwal  studied  en-  ?^'!.'"^J   aggi-essively  into  Unit- 
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BORN  1953,  Calcutta. 

EDUCATION  B.S.,  1975, 
India  Institute  of  Technol- 
ogy. M.B.A.,  1979,  Whar- 
ton School,  University  of 
Pennsylvania. 

MOST  IMPORTANT 
MENTOR  Steve  Wolf,  who 
became  United  Airline's 
CEO  in  1987.  The  pair 
has  remained  a  close  team 
ever  since. 


gineering  at  the  elite 
India  Institute  of  Tech- 
nology in  Kanpur.  But 
he  already  had  his 
sights  on  business — and 
that  meant  studying  in 


MOST  EMBARRASSING 
MOMENT  While  at  Air 
France,  being  publicly  tak- 
en to  task  by  the  French 
government  for  his  mabiiity 
to  speak  French. 


ed's  turf  in  California. 
More  seasoned  United 
execs  were  convinced 
the  airline  could  rely 
on  its  higher-margin 
business  traffic  while 


the    U.S.    "I    knew    —  '   leaving  cost-conscious 

leisure  travelers  to 
Southwest.  But  Gang- 
wal argued  that  Unit- 
ed needed  its  own  bud- 
get service  to  compete. 

Gangwal  kicked  off 
the  United  Shuttle 
in  Los  Angeles  and 
other  big  Westei  n  mar- 
kets in  1994.  He  also 
slashed  unprofitable 
East  Coast  routes  and 
cut  operations  at 
Washington's  Dulles 
Airport.    To  remind 

SA..   himself  that  passengers 

SECRET  PASSION  Buying 
Beanie  Babies  for  his 
daughter. 


American  universities 
had  written  the  book 
on  MBA  programs,"  he 
says.  He  graduated 
viith  a  degTee  in  finance 
from  Wharton  in  1979. 
Gangwal  has  been 
working  and  living  in 
the  U.  S.  ever  since, 
though  he  retains  close 
ties  to  India,  where  his 
father,  Kapoor,  still 
lives.  Gangwal  has  re- 
mained a  vegetarian. 
When  he  married  his 
wife,  Shobha,  in  1984, 
it  was  a  union  an-anged 
by  the  couple's  families. 
A  U.  S.  citizen,  he  still 
visits  India  often. 


CURRENTLY  LOSES 
SLEEP  OVER  US  Airways' 
new  $4  billion,  mind-numb- 
ingly  complex  computer- 
reservation  system,  set  to 
come  on  line  in  November. 

BUSINESS  PHILOSOPHY 

"Life  for  me  is  about  learn- 
ing, touching,  reading 
minds,  understanding 
dynamics.  You  can't  boil  it 
down  to  a  number." 

FAMILY  Wife,  Shobha,  and 


will  "always  migrate 
to  the  lower  price," 
Gangwal  traded  in 
his  fancy  gold  watch 


for  the  $14  Timex  that  he  still  wears 

Wolf  and  Gangwal  have  since  share 
the  ups  and  downs  of  their  joined-a 
the-hip  careers.  Wolf  was  forced  out 
United  after  an  employee  buyout  i 
1994.  Gangwal,  by  then  Wolf's  top  lieii 
tenant,  was  spared.  "His  style  is  not  t 
be  as  overt  as  Wolf,"  says  Kevin  Lun 
head  of  United's  flight  attendants'  imior 
"Wolf  won't  hesitate  to  tell  you  that  h 
hates  you.  Rakesh  would  at  least  con 
duct  business  with  you." 

Still,  Gangwal  and  Wolf  were  to( 
much  of  a  team  to  split,  and  Gangwa 
followed  Wolf  to  Air  France.  There  h( 
revamped  the  carrier's  schedule,  cu 
routes,  and  implemented  a  hub  system 
That  was  the  easy  pait;  getting  the  car 
rier's  28  bickering  unions  to  go  alon^ 
took  more  doing.  But  he  eventually  wor 
them  over  by  assigning  employee  tasl 
forces  the  job  of  implementing  his  bij 
plans.  By  letting  employees  work  oul 
the  details,  Gangwal  made  them  fee 
they  were  part  of  the  decision-making 
process  even  as  he  pushed  through  hii 
own  agenda.  He  acted  "with  a  lot  oJ 
authority,"  says  Patrice  Durand,  chiel 
financial  officer  at  Air  France.  "But  he 
w^as  careful  not  to  biutalize  people." 
"MY  WAY."  These  days,  Gangwal  is  stil 
calling  the  shots.  With  the  exception  ol 
Wolf,  he  consults  no  one,  not  even  his 
top  managers.  And  even  Wolf  has  mini 
mal  input  on  Gangwal's  daily  decisions 
"He's  veiy  demanding.  He  can  border  at 
times  on  being  unreasonable,"  Ekey 
says.  But  having  helped  save  three 
sti-uggling  airlines,  Gang"wal  offers  no 
apologies.  "You're  darn  right  it's  my 
way,  because  we're  tiying  to  get  some 
thing  done,"  he  says. 

That  remains  tiiae  today,  despite  us 
Ail-ways'  much  improved  health.  Like  all 
caniers,  it  has  benefited  mightily  from 
high  prices  and  the  strong  economy.  But 
it  is  still  stinggling  with  its  pilots'  union 
over  countless  giievances  and  has  been 
fighting  an  uphill  battle  for  access  to 
some  of  Eiu'ope's  key  cities.  For  Gangwal 
to  fiilly  succeed  in  remaldng  us  Aii-ways 
into  a  strong  global  competitoi;  the  man 
who  hates  to  kill  time  talking  will  have 
to  make  his  cai'efully  chosen  words  count 
like  never  before. 

By  Lorraine  Woellert  in  Washington 
with  David  Leonhardt  i^i  Chicago 
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Legal  Affairs 


STRATEGIES 


It  was  the  best  news  the  tobac- 
co industry  had  received  in 
months.  On  Aug.  14,  a  federal 
appeals  court  ruled  that  the 
Food  &  Ding  Administration  had 
no  power  to  regulate  cigarettes — a 
decision  that  protects  the  industiy, 
for  the  time  being,  from  govern- 
ment bui'eaucrats  meddling  in  the  make- 
up and  marketing  of  its  products. 

News  of  this  triumph,  however,  did 
little  to  perk  up  the  companies'  long 
stagnant  share  prices.  Bellwether  Philip 
Mon-is  Co.  rose  'Xs,  to  42W,  on  the  day  of 
the  mling.  At  a  closing  price  of  41%;  on 
Aug.  31,  the  company's  stock  trades 
about  10%  below  where  it  did  when 
congressional  settlement  talks  were 
launched  14  months  ago.  In  fact,  not- 
withstanding a  recent  string  of  court- 
room victories,  to- 
bacco stocks  have 
been  in  their  worst 
rut  in  years.  Based 
on  1998  estimated 
earnings,  Pliilip  Mor- 
ris' price-earnings 
ratio  of  13.1  is  a 
mere  63%  of  the  p-e 
for  the  Standard  & 
Poor's  500-stock  in- 
dex. That's  up  fi'om 
the  55%  relative  val- 
uation before  the 
market's  late  sum- 
mer dive,  but  still 
lower  than  the  stock 
has  traded  in  five  years  (chart).  Rival 
riiR  Nabisco  Holdings  Corp.  has  an  even 
lower  relative  p-e,  42%. 

For  tobacco  chieftains,  it's  back  to 
square  me.  Last  year's  congressionally 
brokered  settlement  of  the  key  suits 
against  the  industry  was  to  be  the  mag- 
ic formula  that  would  rescue  the  belea- 


AN  IDEAL  TIME 
TO  qUIT  SMOKING? 

After  years  of  pressure 
from  investors,  big 
companies  may  be 
ready  to  spin  off 
their  tobacco  units 


GASPING  FOR  AIR 

Now  that  a  deal  is  dead,  the  market  is 
placing  the  lowest  value  on  industry 
bellwether  Philip  Morris  since  1993 


PHILIP  MORRIS 
PRICE-EARNINGS  RATIO 
AS  A  PERCENTAGE  OF 
THE  S&P  500'S  P-E 


AUG.  '84 


DATA;  SANFORD  C.  BERNSTEIN  «,  CO 


guered  stocks.  But  public  enmity  for 
the  industry  was  so  high  that  Congress 
kept  increasing  the  price  of  peace,  ulti- 
mately driving  the  companies  to  kill  the 
measiu'e  themselves.  Now  that  it's  clear 
that  Washington  isn't  giving  Big  Tobac- 
co litigation  protection  anytime  soon, 
industry  leader-s  have  little  choice  but  to 
come  up  with  a  new  gr'and  strategy. 
PREMATURE?  The  cigar'ette  maker-s'  next 
silver  bullet  is  likely  to  be  the  spinning 
off  of  then-  tobacco  units  fr-om  the  rest  of 
their  companies,  ac- 
cor-ding  to  sourxes  in- 
side and  outside  of 
the  industry.  Such  a 
str-ategy  would,  fu"st, 
fr-ee  their  nontobacco 
divisions  fi-om  expo- 
sm-e  to  huge  poten- 
tial htigation  losses. 

Spin-offs  also 
would  likely  incr'ease 
the  value  of  their 
tobacco  businesses, 
currently  treated  as 
near-ly  worthless  by 
the  market.  Because 
the  freestanding  cig- 
ar-ette  units  would  have  the  cash  flow 
to  offer  high  dividends,  Salomon  Smith 
Barney  analyst  Martin  Feldman  argues 
investors  would  pay  a  higher  pr-emium 
for  this  income  stream  than  they  do  now, 
"hidden"  as  it  is  among  other  revenues. 
He  estimates  if  Philip  Monis  spun  off  its 
tobacco  companies,  the  value  of  its  pieces 


would  increase  from  41%;  to  about  58.  H(  || 
thinks  RJR  could  climb  fr-om  21'^  to  85 

Already,  Britain's  bat  Industries  PLC  ii 
scheduled  to  split  its  tobacco  and  finan 
cial-ser-vices  businesses  on  Sept.  8 — an( 
an  announcement  that  spin-off  plans  wer 
on  track  caused  shares  to  rise  7%  ii 
London  on  Aug.  25.  R.JR  Nabisco  woul( 
act  quickly  to  spin  off  its  food  business  i 
the  tobacco  companies  settle  the  Medic 
aid  suits  brought  by  a  coalition  of  3' 
state  attor-neys  general,  says  a  highly 
placed  RJR  executive.  Laur'ence  A.  Tisch 
chairman  of  Loews  Corp.,  says  he  "woul( 
look  at"  spinning  off  subsidiary  Lorillarc 
Tobacco  Co.  fr-om  Loews'  insurance  an( 
hotel  units  if  the  state  AG  cases  settle 
but  he  adds  that  it's  pr-ematur-e  to  con 
sider  the  issue  befor-e  then.  A  Philij 
Monis  spokesper*son  says  the  company 
not  interested  in  separ'ating  its  tobace< 
unit  fi'om  its  Miller-  beer  and  Kraft  fooc 
divisions  at  this  time,  though  analysts 
say  the  company  would  be  under  pre& 
sur-e  to  do  so  if  an  rjr  spin-off  succeeded 

The  key  to  executing  the  spin-of 
strategy  is  hammering  out  a  deal  wit! 
the  states — wliich  may  be  difficult.  Talks 
began  again  in  New  Yor-k  on  Aug.  27 
but  BAT,  R-JR,  and  the  state  of  Massachu 
setts  have  dr-opped  out.  Although  th( 
industry  is  facing  a  wide  range  of  lega 
attacks,  the  37  Medicaid  suits,  seeking 
hundreds  of  billions  of  dollars,  are  seei 
as  those  that  could  most  likely  drive  the 
companies  into  bankraiptcy.  And  as  lonj 
as  there's  a  chance  of  insolvency,  anti- 
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Your  clients  are  your  livelihood.  That's  why  it  may  be  crucial  for  your  business,  and  theirs,  to  refer 
them  to  one  of  our  life  insurance  agents.  When  you  do,  you  can  be  sure  your  recommendation  is 
sound.  Northwestern  Mutual  Life  has  always  received  the  highest  possible  ratings  for  financial 
strength  from  Standard  &  Poor's.  Moody's,  A.M.  Best,  and  Duff  &  Phelps.  You'd  be  hard-pressed 


to  find  a  better  business  partner. 
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Legal  Affairs 


Because  of  tobacco's  recent  winning  streak  in  the  courts, 
executives  now  think  spin-offs  may  be  legally  sound 


tobacco  la%\yers  could  try  to  block  a  spin- 
off by  ai'guing  that  such  a  move  could 
prevent  clients  fi-om  collecting  if  ciga- 
rette companies  later  went  banki-upt. 
Under  long-standing  principles  prohibit- 
ing "fraudulent  conveyance,"  companies 
can't  shed  assets  if  there's  a  chance  po- 
tential creditors  might  need  them. 

Until  now,  tobacco  companies  have 
resisted  shareholder  pressui'e  for  spin- 
offs by  arguing  that  the  overall  legal 
environment  was  so  hostile  they  had  no 
chance  to  beat  back  attacks  by  plain- 
tiffs' laviyers.  But  because  of  the  Indus- 
trie's recent  winning  streak  in  comt,  ex- 
ecutives now  believe  they  could  convince 
a  court  that  the  private  lawsuits  against 
them  are  unlikely  to  mushi'oom  into  a 
potentially  bankrupting  threat.  On  Aug. 
13,  for  example,  bat's  Brown  & 
WilHamson  Tobacco  Coi-p.  successfully 
overturned  a  $1  million  decision  in  favor 
of  a  Florida  smoker — restoring,  for  now 
at  least,  the  industry's  perfect  record 
against  suits  brought  by  individual  smok- 
ers. Several  state  and  federal  courts 
throughout  the  countiy,  meanwhile,  have 
blocked  class  actions  against  the  industry 
in  recent  months. 


Pointing  out  that  the  industry's  re- 
cent win  record  is  sprinkled  with  a  few 
key  defeats,  personal  injmy  lawyers  say 
the  companies  are  exaggerating  then* 
success.  Nonetheless,  Columbia  Law 
School  professor  John  C.  Coffee  says  if 
the  companies  and  the  states  can  settle, 
it  would  be  hard  for  private  lawyers  to 
halt  any  spin-offs. 

Still,  no  restiTictuiing  is  possible  un- 
less Big  Tobacco  can  make  the  state 
Medicaid  cases  go  away  first.  Neither 
the  companies  nor  the  state  attorneys 
general  involved  in  the  talks  would  dis- 
cuss their  negotiations.  Despite  the  fact 
that  some  key  players  have  walked  out, 
Sanford  C.  Bernstein  analyst  Gary  D. 
Black  believes  that  both  sides  will  even- 
tually work  out  a  deal  and  attributes 
the  recent  tui'bulence  in  the  peace  talks 
to  gamesmanship.  Nonetheless,  there 
are  some  tough  issues  to  resolve.  For 
example,  companies  want  to  make  sure 
the  increased  costs  they  will  shoulder 
in  order  to  pay  the  states  won't  give 
foreign  companies  and  a  handful  of  tiny 
domestic  competitors  an  opportunity  to 
gi'ab  market  shai'e  (box). 

Even  if  Big  Tobacco  settles  the  state 


While  America's  five  leading  cig- 
arette makers — Philip  Monis, 
R.JR  Nabisco,  Browm  &  Wil- 
liamson Tobacco,  Lorillard  Tobacco, 
and  Liggett  Grou{3 — dominate  the 
cigarette  market,  there  ai'e  also  a 
few  tiny  companies  in  the  business. 
Call  them  Little  Tobacco.  s&M 
Brands  in  Keysville,  Va.,  for  exam- 
ple, sells  about  $10  million  a  year  of 
its  Bailey's  cigarettes.  Other  players 
include  Santa  Fe  Natural  Tobacco 
Co.  in  Santa  Fe,  N.  M.,  maker  of 
Natural  American  Spirit,  and  Com- 
monwealth Brands  in  Bowling  Green, 
Ky.,  which  produces  Montclair  and 
Malibu  cigarettes. 

These  companies  aren't  at  the  bar- 
gaining table  with  state  attorneys 
general — their  combined  market 
share  is  less  than  2% — but  they  have 
emerged  as  a  potential  stumbling 
block  to  a  settlement  of  state  Medic- 
aid suits.  Free  of  the  billions  of  dol- 
lars' worth  of  extra  costs  the  deal 


would  impose,  not  to  mention  tight 
new  marketing  restrictions,  Little  To- 
bacco could  suddenly  be  in  a  position 
to  gi'ab  market  share.  That  prospect 
recently  drove  rjr  and  B&W,  which 
depend  heavily  on  the  discount  mar- 
ket, from  the  bargaining  table  when 
no  mechanism  for  deahng  with  the 
problem  could  immediately  be  found. 
Large  foreigners  such  as  Japan  To- 
bacco, France's  SEim,  and  Britain's 
Gallaher  could  also  muscle  their  way 
into  the  U.  S.  No  competitive  advan- 
tage would  have  existed  had  a  con- 
gi-essional  settlement  passed,  since  it 
would  have  applied  to  all  cigarette 
makers  selling  in  the  U.  S. 
LOOPHOLE.  The  deal  that  state  attor- 
neys general  and  major  cigarette 
makers  are  mulling  would  cost  about 
$200  billion  over  25  yeai-s.  That  trans- 
lates into  about  a  35c-per-pack  hike  in 
Big  Tobacco's  costs,  according  to  San- 
ford C.  Bernstein  analyst  Gary  D. 
Black.  The  industry  fears  that  any 


cases,  the  White  House  has  in  recent 
days  threatened  to  bring  a  suit  that 
would  aim  to  recoup  hundi'eds  of  billions  ^ 
in  federal  funds  spent  on  treating  smok- 
ers' illnesses.  Such  a  filing  would  give 
any  judge  pause  before  allowing  tobacco 
companies  to  split. 

Despite  the  obstacles,  though,  spin- 
offs are  probably  still  the  companies' 
best  hope.  If  they  aren't  able  to  shed 
their  tobacco  units,  manufactui-ers  will 
be  stuck  right  back  in  the  same  lit- 
igation nightmare  that  drove 
down  their  share  prices  in  the 
first  place. 

By    Mike    France  and 
Larry  Light  in  New  York, 
with  bureau  reports 


WHY  liniE  TOBACCO'  LOOMS  LARGER 


company  not  a  signatory  to  the  deal 
could  use  this  mar-gin  to  lower  prices. 
"The  bottom  line  is  that  we  don't 
want  to  create  a  loophole  for  someone 
to  enter  the  mar-ket  and  not  have  to 
bear  responsibility  for  the  health  is- 
sues," says  an  industrj'  spokesperson. 

Steven  Bailey,  s&M  Brands  execu- 
tive vice-president,  says  the  major 
U.  S.  tobacco  companies  exaggerate 
the  threat  presented  by  Little  Tobac- 
co. Big  makers  spend  billions  building 
their  brands  and  subsidizing  whole- 
salers and  retailers,  he  notes,  so  it's 
all  but  impossible  for  smaller  players 
to  win  new  market  shar'e.  But  with 
U.  S.  cigarette  sales  declining  overall, 
don't  expect  Big  Tobacco  to  let  Bailey 
and  his  ilk  gain  much  new  gr'ound. 

By  Mike  France  in  New  York 


NATHAN  MYHRVOLD, 

Chief  TtCHNOLOGYOFFOR,  AAiCROSOFT  Corporation, 

Chose  the  Gulfstream  v 

As  THE  TECFINICALLY 

ERioR  Airplane. 


V  • 


iVHYTHlS  BRILLIANT  TtCHNICAL  FUTURIST  BOUGHT  THE  lOOTH  GULFSTREAM  V 


Nathan  Myhrvold  is  Bill  Gates'  chief  scientist  and  widely 
i^arded  as  perhaps  the  most  influential  technical  mind  of 
It  time. 

He  is  a  postdoctoral  fellow  in  applied  mathematics  and 
leoretical  physics  at  Cambridge  University.  He  has  a  Ph.D. 
1  theoretical  mathematics  and  physics,  as  well  as  an  M.S. 
1  mathematical  economics  from  Princeton  University.  He 
as  both  an  M.S.  in  geophysics  and  space  physics  and  a  B.S. 
.  mathematics  from  the  University  of  California. 

So,  when  Dr.  Myhrvold  decided  to  purchase  a  large  cabin, 
Itra-long  range  airplane  for  his  use,  as  you  would  expect,  he  did 
IS  homework  very  carefully.  In  discussing  this  experience  he  said, 


GAc  -^^r- 

DDBH      COLIIER  AWARD 
NYSE  WINNER 

'01998  Gulfstream  Aerospace  Corporation 


"In  my  job,  I  have  to  evaluate  technical  claims  and  I  did  that 
here.  I  talked  to  the  engineers,  evaluated  the  data,  examined  the 
competition  carefully  and  concluded  that  the  Gulfstream  V"  is 
technologically  superior  to  all  of  its  competitors." 

His  choice  of  the  Gulfstream  V  is  another  resounding 
endorsement  of  our  usefully  applied  technology  and  further  proof 
that  this  is  the  airplane  of  choice  for  knowledgeable  individuals, 
companies  and  governments  the  world  over  who  want  the 
unbeatable  combination  of  reliability  and  the  latest  technology. 

To  learn  more  about  the  Gulfstream  V  and  our  family  of  transportation 
products  and  services,  call  Bill  Boisture  at  (912)  965-5555  or  visit  us  on  the 
web  at  www.gulfstreamaircraft.com.  After  all,  nothing  flies  like  a  Gulfstream. 


THE  WORLD  STANDARD.' 


Gulfstream 


SIEMENS 


If  the  problem  is  getting  from  Point  A  to  Point  B, 
there's  a  good  chance  that  we're  part  of  the  solution. 
From  locomotives  and  commuter  trains  to  ship 
engines,  from  automotive  electronics  to  air  traffic 
control,  Siemens  technology  can  be  found  in  virtually 


every  major  transportation  project  worldwide. 
So  whether  you  need  advanced  highway  traffic 
management  or  a  complete  mass  transit  system, 
talk  to  the  company  that  keeps  hundreds  of 
millions  of  people  on  the  move,  every  day. 

We're  Siemens.  We  can  do  that. 


vvvvw  sill  nens  com   ©Siemens  Corporation  1998 


Marketing 


DATABASE  MANAGEMENT 


WHAT'VE  YOU  DONE 
FOR  US  LATELY? 

Data  mining  is  pinpointing  which  customers  are  profitable 


Like  r 
pres; 
that 
busir 


ike  most  companies,  Federal  Ex- 
press Corp.  has  some  customers 
are  losers:  The  cost  of  doing 
I  business  with  them  is  greater  than 
the  profits  they  retuiTi  to  the  sliipper. 
But  FedEx  has  an  edge  that  most  com- 
panies lack — it  knows  who  those  cus- 
tomers are.  That  knowledge  has  kicked 
off  a  mai'keting  revolution  inside  FedEx, 
where  customers  sometimes  are  rated 
as  the  good,  the  bad,  and  the  ugly.  "We 
want  to  keej)  the  good,  gTow  the  bad, 
and  the  ugly  we  want  nothing  to  do 
with,"  says  Sharanjit  Singh,  managing 
director  for  mai'keting  analysis  at  FedEx. 

It's  relatively  easy  for  companies  to 
recognize  who  is  spending  money  with 
them.  But  siuprisingly,  identifying  which 
customers  are  profitable  for  them  re- 
quires a  quantum  leap  in  sophistication. 
Confounded  by  technical  difficulties  and 
the  high  cost  of  software  and  data  stor- 
age, many  businesses  muddle  along  with 
only  a  rough  approximation  of  which 
customers  make  them  money.  "Not  too 
many  people  have  actually  done  this  yet 
because  it's  difficult  to  pull  off,"  says 
Wayne  Eckerson,  a  principal  analyst  at 
Data  Warehouse  Institute. 

But  those  few  that  have  begim  are 
finding  that  determining  each  cus- 
tomer's profitability  can  pay  big  divi- 
dends. Savvy  companies  are  conduct- 
ing behind-the-scenes  beauty  contests 
to  determine  who  they  like  and  who 
they  wish  would  go  away.  Com|)a- 
nies  such  as  U  S  West,  Bank  of 
America,  and  The  Limited  are 
creating  vast  information 
warehouses  stocked  with 
customer  data 
that       allow  , 
them  to 
compare 
the  com-  ff'^- 
plex        V  ~\  i  /  ^  . 


mix  of  marketing  and  servicing  costs 
that  go  into  retaining  each  individual 
consumer,  vs.  the  revenues  he  or  she  is 
likely  to  bring  in.  "Some  companies  are 
building  a  profit-and-loss  statement  for 
each  customer,"  says  Mike  Caccavale, 
president  of  Aperio  Inc.,  a  consulting 
firm  that  specializes  in  customer-rela- 
tionship management. 

Of  course,  companies  have  been  using 
large  databases  to  help  refine  theii-  mai-- 

LOOKING  OUT  FOR  NO.  1 

Once  lucrative  customers  are  iden- 
tified, marketers  can  be  alert  for 
signs  that  they  may  ^ 
bolt-and  head  '  ^  ' 

them  off  with  a 
phone  call 


keting  efforts  for  years.  But  previous  at- 
tempts focused  on  the  average  behavior 
of  large  demogi-aphic  groups,  while  the 
newer  efforts  allow  marketers  to  tar- 
get individual  customers  with  pinpoint 
accuracy.  And  the  latest  techniques  go 
well  beyond  determining  whether  a 
marketing  campaign  encourages  a  con- 
sumer to  buy — they  focus  on  whether  or 
not  that  consumer  spends  enough  to 
make  a  campaign  worthwhile. 

At  FedEx,  customers  who  spend  a 
lot  with  little  service  and  marketing  in- 
vestment get  different  treatment  than, 
say,  those  who  spend  just  as  much  but 
cost  more  to  keep.  The  "good"  can  ex- 
pect a  phone  call  if  their  shipping  vol- 
ume falters,  which  can  head  off  defec- 
tions before  they  occur.  As  for  the  "bad" 
— those  who  spend  but  are  expensive 
to  the  company — FedEx  is  turning  them 
into  profitable  customei-s,  in  many  cases, 
by  ciiai'ging  higher  shipping  prices.  And 
the  "ugly"?  Those  customers  who  spend 
little  and  show  few  signs  of  spending 
more  in  the  future?  They  can  catch  the 
TV  ads.  "We  just  don't  m.arket  to  them 
anymore,"  says  Singh.  "That  automati- 
cally brings  om-  costs  down." 

The  power  of  such  an  approach  lies 
in  a  company's  ability  to  determine  how 
much  to  spend  on  marketing  cam- 
paigns— and  where  to  direct  those  dol- 
ars.  Twice  a  year,  U  S  West  sifts 
through  its  customer  list  looking  for 
money-losers  who  have  the  potential  to 
be  more  profitable  in  the  future.  The 
starting  point  is  a  database  containing 
as  many  as  200  obsei-vations  about  each 
customer's  calHng  patterns.  By  looking 
at  demographic  profiles,  plus  the  mix 
of  local  vs.  long-distance  calls,  or 
whether  a  customer  has  voice 
_Y  mail,  they  can  estimate  a 
1{  customer's  potential  telecom 
spending. 

Next,  U  S  West  determines 
how  much  of  the  customer's  like- 
ly telecom  budget  is  ah'eady  coming 
its  way.  Armed  with  that  knowledge, 
"we  can  set  a  cutoff  point  for  how 
much  to  spend  marketing  to 
this  customer  before  it  be- 
gins to  deteriorate 
om'  profitability," 
.  says  Dennis  J. 
S  DeGregor, 
chief 
database 
^  mar- 
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iMI  MhillWM 


LiniNIS  II 


Liberty  Mutual  is  committed  to  reducing  the  impact  of  low  back  pain,  so  someone 
like  Joe  won't  miss  work,  or  the  occasional  piggyback  ride  with  daughter  Lisa. 
At  our  research  center  we  analyze  how  variations  in  bending  habits  can  aHect  the 
risk  oi  low  back  pain.  Our  research  has  led  to  innovative  products  like  Computask',"' 
a  software  program  we  use  to  evaluate  workplace  tasks  and  help  recommend  ways 
to  ensure  that  Joe  and  daughter  Lisa  live  safer,  more  secure  lives. 

LIBERTY, 

^     There,!  more  injonnalion  iir  d  like  lo  ,ihare.  So  plea,ie  call  John  Ryan  MUTUAL.' 
at  (617)  57-i-'y8-i2  or  vunt  our  u-elvite  at  http-.l/wwxv.lihcrtymatual.eom  freedom  of  Lihet^ 
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Marketing 


keting  executive  for  U  S  West.  Those 
savings  fall  straight  to  the  bottom  line. 

Seems  like  the  kind  of  information 
marketers  would  die  for.  But  so  far, 
only  a  handful  have  taken  the  plunge. 
For  one  thing,  it's  expensive.  Fleet 
Bank,  one  of  the  few  big  com- 
panics  to  break  out  its  costs,  is 
spending  .$88  million  just  to  get 
started.  Also,  details  about 
which  customers  are  profitable 
and  which  aren't  is  not  always 
welcome  news.  "It  means  the 
tilings  you  did  in  the  past  were 
wrong,"  says  Scott  Nelson,  an 


dard  Life  wanted,  its  direct-mail  mar- 
keting campaign  was  encouraging  elder- 
ly couples  and  stay-at-home  mothers  to 
sign  up  for  costly  home  visits  by  sales 
agents.  Revenues  were  up — but  they 
were  the  wrong  kind  of  revenues.  "It 


ARE  YOU  WORTH  IT? 

Savvy  companies  are  sorting  their  customers  to  see  who 
gives  them  the  most  ba  ng  for  their  marketing  buck. 
How  you  can  tell  where  you  rate: 


mining  for  profitable  customers  a  tough 
task.  The  mechanics  are  demanding.  To 
get  a  true  picture  of  customer  prof- 
itability, Bank  of  America  calculates  its 
profits  eveiy  month  on  each  of  its  more 
than  75  million  accounts.  Mortgages,  for 
instance,  have  different  costs 
than  checking  accounts,  cai*  loans, 
or  home-equity  credit  accounts. 
And  service  costs  vaiy  by  how 
customers  bank — whether  they 
use  ATMS,  tellers,  or  the  Net. 

By  wading  through  all  that 
data,  however,  BofA  is  able  to 
zero  in  on  the  10%  of  households 


►  Alter  your  spending  and  you  get  a  call:  Chances 
are  you  are  profitable  and  the  company  is  making 

analyst  at  Gartner  Group.  "Big    !^re  youYe  not  preparing  toju_mp_to_a  that  are  niost  profitable.  It  as 

►  You're  pitched  new  services:  You're  on  the  fence, 
and  you  are  being  "upsold"  to  nudge  you  into 
profitability. 


advertising  campaigTis,  product 
introductions — all  might  be  mis- 
takes because  you  find  out  they 
didn't  contiibute  profit." 
WRONG  REVENUES.  That's  what 
executives  at  Glasgow-based 
Standard  Life  Assurance,  Eu- 
rope's lai'gest  mutual  life-insur- 
ance company,  discovered  earlier  this 
year.  They  were  stunned  when  the  fii'st 
cut  of  a  profitability  survey  showed  that 
the  insurer  was  loading  up  fast  on 
policyholders  who  held  little  or  no  po- 
tential for  making  money.  Instead  of 
bi-inging  in  the  affluent  customers  Stan- 


►  You're  getting  fewer  catalogs:  You  may  have  been 
blacklisted.  As  a  low-spender,  you're  not  worth  the 
company's  marketing  dollars. 


was  an  exact  mismatch,"  says  Graham 
Wilson,  Standard's  database  and  statis- 
tics manager.  "These  are  people  who 
love  to  sit  down  and  have  a  cup  of  tea 
with  someone,  but  they  typically  buy 
only  one  poUcy,  and  margins  ai'e  small." 
Even  motivated  companies  may  find 


signs  a  financial  adviser  to  track 
about  300  accounts  at  a  time. 
Their  job:  to  answer  questions, 
coordinate  the  bank's  efforts  to 
sell  more  sei-vices,  and — perhaps 
most  important — watch  for  waiTi- 
ing  flags  that  these  lucrative  cus- 
tomers may  be  moving  their 
business  elsewhere. 

If  the  bank's  computer  notes  a  change 
in  the  customer's  normal  pattern  of 
transactions  or  a  falling  balance,  for 
example,  it  alerts  the  account  manager, 
who  may  post  a  flag  to  the  teller's  at  the 
customer's  branch  warning  that  the 
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CELEBRATE  OUR  PROGRESS 

National  Payral!  yVeek  honors  tiie  contributions  of  the  more  than 
130  million  men  and  women  uvhose  work  supports  the  American 
Dream  through  public  education,  highways,  parks,  national  defense, 
civil  government  and  other  important  public  projects.  Thank  you 
taxpayers  of  the  United  States  for  ensuring  the  high  quality  of  life 
in  this  country,  and  thank  you  Payroll  Professionals  for  ensuring 
that  the  system  works  and  cootributions  are  made  on  our  behalf. 

mmim  works  because  we're 

"WORKING  FOR  AMERICA" 

For  information  about  the  American  Payroll  Association,  payroll' related  educatioii, 
or  to  make  a  contribution  to  National  Payroll  VUeek,  call  the  American  Payroll 
Association  at  12101  2?4-S406. 


VISIT  THE  NATIONAL  PAYROLL  WEEK  WEB  PAGE 
FOR  OUR  ON-LINE  CELEBRATION, 
SEPTEMBER  14th  -  18th 
www.americanpayrail.org/npw.html 
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Business  Is  Growing.  Congratulations. 
iJ/Vho's  Going  To  Do  All  The  Work?  j 


Your  business  is  doing  so 
well,  you  have  a  pleasant 
problem  -  you  need  more 
help.  Take-charge  people 
who  are  as  good  as  the 
people  you  already  have. 

That's  where  we  come 
in.  We're  Management 
Recruiters  International, 
your  staffing  partner. 
The  leader  in  permanent. 


flexible,  and  right-fit 
staffing  solutions.  With 
over  700  offices  and  3,000 
recruiters  worldwide, our 
comprehensive  network 
is  poised  to  fulfill  your 
staffing  needs.  From  sales 
professionals,  technical 
specialists,  and  office 
support  to  a  key  senior 
manager,  MRI  has  more 


search  specialists  in  place 
for  more  industries  than 
anyone. 

At  MRI,  we're  here  to 
help  you  grow.  Especially 
when  you're  already 
growing. 

For  more  information, 
call  800-875-4000 
or  visit  our  website  at 
www.mrinet.com. 


Sales  Consultants" 

Management 
Recruiters" 

CompuSearch' 

OfficeMatesS' 


M^l  Intelligent  Staffing  Solutions. 

wwwmrinetcom 


Travel  the  world  smoothly  on  all  six  Star  Alliance™  airlines  — 
United  Airlines,  Air  Canada,  Lufthansa,  SAS,  THAI  and  Varig. 

Apply  mileage  points  from  qualified  flights  on  any  of  the  six 
airlines  toward  your  overall  frequent  flyer  status. 

Indulge  yourself  in  any  of  our  partners'  lounges.  More  than 
190  around  the  world  are  open  to  eligible  First  and  Business 
Class  travelers  and  to  Star  Alliance  Gold  members. 

Redeem  miles  for  reward  travel  on  any  of  our  six  carriers, 
giving  you  more  than  600  destinations  around  the  world  to 
choose  from. 

Enjoy  Priority'  Check-In  on  all  of  our  partners'  fliglits.  Regard- 
less of  the  airline  you're  flying,  a  priorit>-  counter  awaits 
Star  Alliance  Gold  members. 

Be  more  confident  when  tr\'ing  to  fly  a  sold-out  flight.  Prioritv' 
Wait-List  ai  .d  Priorit}-  Standby'  put  Gold  and  Silver  members 
toward  the  top  of  the  List  on  any  Star  Alliance  flight. 


www.star-alliance.com 


*Where  allowed  by  law. 


Priority  status  on  six  airlines. 


Marketing 


account   is   in   danger   of  moving. 

The  next  time  the  customer  walks 
into  the  bank,  a  teller  asks  if  they  have 
any  concerns  about  the  account  and  of- 
fer them  a  chat  with  the  bank  manager. 
The  heavy  intervention  seems  to  be 
working.  Since  BofA  launched  the  pro- 
gi-am  18  months  ago,  customer  defec- 
tions are  down,  and  account  balances 
in  the  top  10%  have  gi-own  measui'ably. 
"When  such  a  small  percentage  of  cus- 
tomers generate  such  a  lai-ge  percentage 
of  profits,  this  kind  of  progi-am  is  criti- 
cal," says  Cliiistopher  Kelly,  senior  vice- 
president  for  database  marketing  at 
Bank  of  America.  "We  view  it  as  a 
strategic  weapon." 

HANDHOLDING.  Often,  the  strategy  is 
used  not  to  jettison  low-spending  cus- 
tomers or  to  reward  the  cream  of  the 
crop.  Efforts  are  focused  on  those  in 
the  middle — customers  who  aren't  yet 
profitable  but  whose  demogi'aphics  sug- 
gest that  they  could  be.  Consider  Josej^h 
Taylor,  a  62-year-old  minister  in  the 
United  Chm'ch  of  Cliiist  and  a  professor 
of  pastoral  theology  at  Howard  Univer- 
sity in  Washington.  When  First  Union 
Bank  bought  Signet  Bank  in  1997,  Tay- 
lor's accounts  moved,  too.  As  First 
Union  combed  through  Signet's  records 


looking  for  customers  with  higher  prof- 
it potential,  up  popped  Taylor.  Soon,  a 
marketing  push  to  profitability  began. 

First  Union's  buyout  of  Signet  was 
the  third  time  Taylor's  bank  had  been 
acquired,  and  he  was  fed  up.  But  he 
dropped  his  plans  to  switch  when  he 
received  a  phone  call  fi'om  a  Fii'st  Union 
marketer.  "He  talked  as  if  he  had 


Often,  efforts  focus  on 
prodding  customers 
who  aren't  quite 
profitable  but  could  be 


known  me,  even  though  we  had  never 
met,"  Taylor  says.  Taylor  maintained 
liigh  balances  in  his  bank  accounts,  fre- 
quently writing  large  checks  to  help 
chiu'ch  members  in  need.  The  marketer 
suggested  that  Taylor  consolidate  his 
checking  and  savings  accounts  in  one 
interest-bearing  account,  providing  in- 
come to  Taylor  while  reducing  the 
bank's  servicing  costs.  First  Union  also 
persuaded  Taylor  to  sign  up  for  a  home- 


equity  loan,  and  he  brought  over  th 
accounts  from  his  ministiy  as  well. 

Customers  who  cost  more  to  lur 
than  they're  worth  aren't  likely  to  se 
the  same  pampeiing.  For  those  who  en 
joy  browsing  through  catalogs  withou 
buying  much,  the  days  of  receiving  fre 
reading  material  may  be  numbered 
Mail-order  retailers  such  as  Victoria' 
Secret  are  winnowing  then*  lists  to  foe " 
on  the  most  profitable  recipients.  "Som 
we  expect  to  drop — those  we  don't  ge 
any  return  from  at  all,"  says  Fran' 
Giannantonio,  chief  information  office' 
for  Victoria's  Secret. 

"Free  money"  offers  are  already  o 
the  wane.  MCi  Communications,  Sprint 
and  AT&T  have  largely  dropped  thei' 
once-omnipresent  offers  of  cash  for  cus 
tomers  who  svdtch  their  long-distanc 
service.  "They  were  offering  $20,  $30 
$50  to  all  takers,  without  any  under 
standing  about  whether  they  actuall" 
would  want  to  retain  those  customer 
once  they  had  won  them,"  says  Thoma 
Tague.  chief  operations  officer  fo 
Tessera  Enteiprise  Systems  Inc.,  a  data 
warehouse  builder.  Now,  focusing  o 
profitability  gives  the  phrase  "value 
customer"  a  whole  new  twist. 

By  Paid  C.  Judge,  in  Boston 
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THE  BLUEST 
OF 

BLUE  CHIPS. 


'M  BLUE  CHIP  FUND  a  company's  admission  into  the  AIM  Blue  Chip  Fund 
es  not  come  easy.  Only  those  ranked  at  the  top  of  their  industries  are  wel- 
come. And  being  an  industry 
leader  is  no  guarantee  that  a 


AIM  Blue  Chip  Fund 


1  Year  S  Year  10  Year 

30.85°'^°       22A7°°       17.10°'^°      company  is  "blue-chip"  enough. 
*23.65°''°      *21.10°''°      *16.44°''°  O"^    disciplined  strategy 

irtdes  — 5,50%  sales  charge   Average  taal  Total  Return  as  of  6*98        jearchOS   OUl   Only   the    bOSt  grOWth 

id  value  stocl(s.  Which  means  we  accept  only  those  companies  that  have 
owing  earnings  or  are  undervalued  among  blue-chip  companies. 

It  is  a  strategy  that  seeks  performance  through  discipline.  A  strategy 
isigned  to  create  a  fund  full  of  the  kind  of  companies  that  will  make  you 
el  more  confident  in  your  investments.  This  is  as  blue  as  it  gets. 


www.aiinfunds.com 


Invest  with  DISCIPLINE 


sm 


MUTUAL  FUNDS 

Ir  ist  performance  cannot  guarantee  comparable  future  results. 
'ALL  YOUR  FINANCIAL  CONSULTANT  for  more  complete  information  about  the  Fund,  induding  charges  and  expenses,  a  Fund  prospectus  and  Investors 
>  lide.  Performance  figures  are  historical  and  reflect  reinvested  distributions  and  changes  in  net-asset  value  for  Class  A  shares.  Investment  return  and  prindpol  value  will  var/  so 
kiot  you  may  have  a  gain  or  loss  when  you  sell  shares.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  AIM  and  design  is  a  registered  trodemaric  of  A I M 
magement Group IncAIM Distributors,  Inc.  1 998 


The  New  Era  of  Content 
and  Communications 


c  a  m  E   G  E 

A  Conference  for  Senior  Executives  i 


Convergence  is  back.  With  a  vengeance.  And  what  once  was 
a  question  of  bandwidth  is  now  more  a  matter  of  content. 
Of  programmability.  Availability.  And  choice. 

With  a  public  voracious  for  entertainment  and  information,  what 
are  the  opportunities?  The  limitations?  Who  will  benefit  most? 
Cable  companies?  Internet  providers?  Movie  studios? 

Who  will  own  what?  And  will  the  government  intervene?  Will 
governing  bodies  react  with  a  policy  of  laissez-faire?  Or  a  firmer 
hand,  encouraging  markets  or  restricting  them? 

Come  find  out  who  is  best  prepared.  Who  isn't. 

Who  will  prosper  most.  And  who  has  the  most  to  lose. 

On  hand  will  be  corporate  leaders  in  media,  entertainment  and 
communications.  To  speak  their  minds,  share  points  of  view,  and 
answer  these  questions  and  yours  at  the  BusinessWeek  1998 
Global  Convergence  Summit. 

Reserve  your  seat  now.  It  promises  to  be  electrifying. 
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The  Waldorf-Astoria  Hotel 

New  York  City 
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THE  REPUBLICANS 


STILL  THE  PARTY 
OF  BIG  BUSINESS? 


The  clash  between 
GOP  merchants 
and  morahsts  is 
taking  a  heavy  toll 

Tlie  chief  business  of  the  American 
people  is  busitiess. 

— Attributed  to  Calvin  Coolidge, 
30th  President  of  the  U.  S.  (1925) 


Republicans'  allies  are  the  Moms 
and  Pops,  the  entrepreneurs.  Tlie  rich 
are  not       [Tliat's  why]  Big  Busi- 
ness can  no  longer  trust  tlie  Repub- 
lican Party — and  vice  versa. 

— J.  Patrick  Rooney,  Indianapolis 
insurance  executive  and  conserva- 
tive activist  (1998) 


M 


iost  days  in  America,  busi- 
ness is  conducted  on  the 
manicured  turf  of  exclu- 
sive country  clubs  much 
as  it  was  in  Silent  Cal's  day.  The 
titans  of  industry  and  masters  of 
the  money  universe  now  have  cell 
phones  in  their  golf  bags — along 
with  $600  drivers.  But  the  an- 
cient ritual  of  stroking  and  so- 
cializing goes  on  as  the  seeds 
of  tomoiTow's  deals  are  plant- 
ed amid  languid  strolls  on 
the  hnks. 

But  there  is  one  place 
where  this  quaint  world  of 
clubby  Republicanism  has 
changed  big-time:  Capitol 
Hill.  Ask  one  of  the  new 
social  conservatives 
about  Corporate  Ameri- 
ca's clout,  and  you're  likely 
to  get  a  lecture  about  Big  Busi- 
ness' misguided  priorities — from  re- 
plenishing the  International  Monetary 
Fund,  to  expanding  trade  with  China, 
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)  setting  national  performance  goals 
)r  America's  struggling  schools. 

Quiz  Republican  Hill  leaders  about 
leir  archetypal  business  exec,  and 
ou'll  never  get  a  mention  of  Jack 
/elch  of  General  Electric  or  Sandy 
/eill  of  Travelers  Group.  Instead,  you'll 
ear  about  folks  like  Ernie  George,  a 
jisty  grandmother  who  heads 
idewinder  Pumps,  a  six-employee  out- 
t  that  builds  chemical  pumps  in 
,afayette.  La. 

George  goes  to  church  every  Sun- 
ay,  teaches  Bible  classes,  and  gets 
egular  mailings  from  the  Christian 
'oalition.  And  instead  of  belonging  to 


an  old-line  business  lobby  like  the  U.  S. 
Chamber  of  Commerce,  she  is  a  mem- 
ber of  the  more  militant  National  Fed- 
eration of  Independent  Business  (nfib). 
She  could  care  less  about  the  IMF.  Her 
concerns  are  doing  away  with  estate 
taxes,  protection  from  product-liabili- 
ty suits,  and  fending  off  government 
regulators. 

While  most  big-company  CEOs  steer 
clear  of  social  issues,  George  wants  to 
sanction  school  prayer  and  kill  the 
secularist  Education  Dept.  And  she 
wants  Capitol  Hill  Republicans  to  be 
more  radical,  not  less.  "They  look  like 
they're  afraid  of  the  Democrats,"  she 
complains. 

Increasingly,  entrepre- 
neurs like  George  are 
holding  sway  in  a 
new,  more  intense- 
ly ideological  Re- 
publican Party — 
one  that  reviles 
Big  Business 
pragmatism  and 
considers  CEOs 
corporate  Quis- 
lings. So  where  is 
the  Boardroom 
Set  supposed  to 
turn?  Many  execs 
have  been  pleas- 
antly suiprised  by 
the  Clinton  Ad- 
ministration's fiscal 
restraint  and  pro- 
export  tilt.  But  the 
Monica  Lewinsky 
scandal  has  rendered 
the  one-time  Salesman- 


With  the  RepubUcan 
Party  co-opted  by 
religious 
conservatives, 
populists,  and 
anti-globalists, 
Corporate  America 
isn't  getting  much 
bang  for  its  bucks 


in-Chief  hors  de  combat  just  as  global 
markets  are  swooning. 

Thomas  J.  Donohue,  president  of  the 
U.  S.  Chamber  of  Commerce,  has  vowed 
that  Corporate  America  will  support 
those  candidates  who  help  promote  a 
pro-business  climate — no  matter  what 
their  party  affiliation.  But  while  Big 
Business  can  point  to  a  growing  cadre  of 
New  Democrats  that  shares  its 
economic  goals,  the  day  when  the 
Democratic  Party  can  be  considered  an 
ally  is  many  elections  away.  House  Mi- 
nority Leader  Dick  Gephardt  of  Mis- 
souri and  other  leaders  of  the  Hill 
Democrats  remain  in  thrall  to  Big  Labor 
and  liberal  interest  groups. 
"BUNCH  OF  RUBES."  Executives  who  in- 
stinctively tui"n  to  Republicans  for  help 
have  been  caught  off  balance  by  the 
GOP's  shift.  "Used  to  be,  if  you  were  a 
corporate  guy,  you  could  fly  to  Pebble 
Beach  with  the  chairman  of  the  House 
Ways  &  Means  Committee,  play  some 
golf,  and  get  things  taken  care  of,"  says 
Dan  Danner,  the  nfib's  top  lobbyist. 
"That's  changed.  Congress  has  become 
more  populist.  Corporations  are  hav- 
ing a  difficult  time  figuring  out  how  to 
deal  with  that." 

The  Republican  tilt  toward  folks  like 
Ernie  George  isn't  new,  but  it's  acceler- 
ating. That's  partly  a  reflection  of  the 
party's  growing  base  in  the  South  and 
West,  where  hostility  to  Washington 
runs  deep.  Anticorporate,  antiglobalist 
populism  has  also  blossomed  as  the  GOP 
has  expanded  to  include  millions  of  reli- 
gious ftmdamentalists  and  culturally  con- 
servative blue-collar  workers. 

"Deep  down,  a  lot  of  business  leaders 
think  these  Religious 
Right  guys  are  a  bunch 
of  rubes,"  says  George- 
town University  pohtical 
scientist  Clyde  Wilcox. 
"That's  a  mistake.  They 
might  wake  up  one  day 
and  discover  they've  lost 
control  of  their  party." 

To  some,  that  day 
seems  in  sight.  Conserv- 
atives are  festooning 
trade  bills  with  human 
rights  requirements,  de- 
spite business  objections. 
GOP  tax  policy  focuses  on 
"pro-family"  breaks 
sought  by  religious  ac- 
tivists, at  the  expense  of 
corporate  tax  relief.  And 
Religious  Righters  have 
linked  an  $18  billion  IMF 
bailout  to  a  ban  on  late- 
term  abortion.  Mean- 
while, the  global  econom- 
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ic  malaise  deepens.  "Businesspeople 
don't  understand  what  abortion  has  to 
do  with  job  creation,"  says  Represen- 
tative Amo  Houghton  (R-N.  Y.),  for- 
mer CEO  of  Corning. 

It's  not  just  international  policies  that 
are  under  attack.  On  July  10,  religious 
activists  struck  a  blow  against  Walt  Dis- 
ney Co.  when  a  Texas  Board  of  Educa- 
tion dominated  by  the  Religious  Right 
voted  to  divest  $43  million  in  company 
stock.  Disney's  sins:  offering  "domestic 
partner"  benefits  to  gay  employees  and 
promoting  sex  and  violence  in  some  of 
its  films.  Conservative  cru- 
saders ai-e  urging  other  school 
boards  and  pension  funds  to 
follow  suit. 

GODSPEED.  Most  CEOS  are 
economic  conservatives.  Still, 
many  are  troubled  by  the 
mixture  of  moralizing  and 
commerce.  "I  talked  recently 
to  a  prominent  Republican  in 
my  district  who  has  reregis- 
tered as  an  independent,"  says 
House  Republican  Tom  Camp- 
bell, who  represents  Silicon 
Valley.  "He  was  driven  aw  a;. 
by  the  dominance  of  conserx  - 
ative  social  issues  over  eco- 
nomic issues.  I've  got  other 
Mends  in  the  venture-capital 
community  who  have  bolted." 

Bolt  away,  reply  religious  ac- 
tivists. Crasadei-s  such  as  Gaiy 
L.  Bauer,  president  of  the 
Family  Research  Council  and  a 
possible  2000  Presidential  can- 
didate, feel  that  a  purifying 
break  from  the  country-club 
elites  may  be  just  what  the 
GOP  needs  (page  160).  "I  don't 
think  there's  any  doubt,"  Bauer 
charges,  "that  some  coiiDora- 
tions  have  put  profits  in  front 
of  viitually  eventhing  else" — 
patriotism  included. 

Case  in  point:  U.  S.  multi- 
nationals' rush  into  China.  Or- 
ganizations such  as  Bauer's 
are  teaming  up  vrith  unions 
and  liberal  human  rights 
gi'oups  tiying  to  slap  trade  re- 
strictions on  Beijing.  Ex- 
porters feel  the  sanctions  are 
futile  gestures  that  will  cost 
the  U.  S.  jobs. 

Many  new  Republicans  ai'e 
repulsed  by  the  pragmatism  of 
Big  Business.  Rather  than 
fighting  for  conservative  prin- 
ciples, they  charge,  CEOs  ai'e 
quick  to  compromise  with 
Democrats — and,  worse,  wiite 
fat  checks  to  Democratic  in- 


cimibents.  "Big  Business  doesn't  have  a 
paity,"  scoffs  Michele  Davis,  a  top  aide  to 
House  Majority  Leader  Richard  K. 
Ai-mey  (R-Tex.).' 

House  Speaker  Newt  Gingrich  (R- 
Ga.),  for  one,  is  livid  over  corporate 
pohtical  giving.  Although  business  com- 
mittees shai-ply  shifted  donations  to  the 
GOP  after  the  1994  Republican  takeover 
of  Congi'ess,  he  is  furious  that  they 
continue  to  contribute  to  the  opposi- 
tion. "Business  is  being  ill-served  by 
its  K  Street  lobbyists,  many  of  whom 
are  former  Democratic  staffers,"  says 

FLASH  POINTS  IN  THE  STRUGGLE  FOR 
CONTROL  OF  THE  GOP 

Big  Busiyiess  has  gotten  two  very  unpleasant 
surprises  from  its  allies  in  the  past  year 


Grover  G.  Norquist,  a  Gingrich  advise] 
who  heads  Americans  for  Tax  Refornjj 
"They  hate  the  Republican  leadership 
and  don't  like  all  those  Christians  ruiij 
ning  around  the  Capitol." 

Certainly,  old-line  lobbies  such  as  thJ 
National  Association  of  Manufacturer] 
and  the  Business  Roundtable  ai*e  feelinj 
a  distinct  chill  these  days  fi'om  gop  pop! 
ulists.  A  leading  scourge:  House  Budge] 
Committee  Chairman  John  R.  Kasicll 
(R-Ohio),  who  delights  in  putting  Bid 
Business'  pet  progi'ams  on  his  "corpoj 
rate  welfare"  hit  list.  Says  gop  consul] 
tant  Ed  Gillespie:  "Republif 
cans  are  much  quicker  ti 
return  phone  calls  from  th| 
NFIB  or  the  Christian  Coali] 
tion  than  the  Roundtable." 

That's  why  the  tension  wilj 
crackle  on  Sept.  16,  wher 
Gingi'ich  is  set  to  address  i 
Washington  meeting  of  th( 
Roundtable.  He  wants  com^ 
panies  to  stop  whining  anc 
cough  up  the  $37  million  h( 
has  budgeted  for  a  new  cru-j 
sade:  an  issue-advocacy  cam-l 
paign  designed  to  counter  an 
AFL-cio  offensive  this  fall] 
Well  in  advance  of  the  ses-j 
sion,  the  word  is  out  that  ex-j 
ecs  can  expect  a  cold  shoul-j 
der  in  '99  if  they  don't  dif 
deep. 

SLUGFEST.  Hostilities  broke! 
into  the  open  this  summeij 
when  the  Republican  leader-l 
ship  found  itself  in  a  slugfesti 
with  the  Business-Industry] 
Political  Action  Committeel 
(BIPAC),  one  of  the  businessi 
community's  oldest  political! 
arms.  Upset  that  some  Re- 
publican legislators  opposedl 
measui'es  such  as  IMF  funding) 
and  fast-track,  trade-negotiat- 
ing authority,  the  pac's  leaders! 
suggested  that  the  go?  could] 
no  longer  be  counted  on  toj 
deliver  business'  agenda.  Says] 
BiPAC  President  Charles  S.j 
Mack:  "I  know  of  some  pacJ 
managers  who  have  already] 
told  [gop]  candidates,  'Sorry,] 
not  this  year.' " 

Hard-liners  demanded  the  I 
ouster  of  bipac  Vice-President! 
Bernadette  Budde,  who  co- 
authored  the  memo.  But  the| 
apostates   also  include  R. 
Bruce  Josten,  top  lobbyist  of  j 
the  U.S.  Chamber.  A  man! 
with  impeccable  conservative 
credentials,  Josten  blasted  the 
GOP's  "isolationism"  and  flag- 
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TAX  POLICY 

The  boardroom  gang  wants  more  capital- 
gains  cuts  and  liberalized  write-offs  for  plant  and  equip- 
ment. Social  conservatives,  on  the  other  hand,  are  focused 
on  cutting  the  marriage  penalty  by  $70  billion. 


IMMIGRATION    Republican  populists  are  out  to  restrict 
quotas  and  benefits  for  legal  immigrants.  That  worries  the 
high-tech  biz,  which  doesn't  want  to  slow  the  flow  of  engi- 
neers and  software  developers  from  places  like  India. 


ging  attention  to  business  issues. 

Feaiing  an  open  iiipture,  Gop  leaders 
in  June  opted  for  what  wags  dubbed 
the  Ti-eaty  of  K  Street.  They  met  with 
chief  executives  and  lobbyists  and 
agreed  to  halt  the  public  squabbling. 
Gingiich  followed  up  by  announcing  suj> 
port  for  a  capital-gains  tax  cut  and  lib- 
eralized immigration  cjuotas  for  high- 
tech workers.  And  he  pledged  to  push 
for  a  vote  on  a  bill  that  gives  the  IMF 
$3.4  billion  in  short-term  cash. 

But  few  of  the  combatants  think  the 
conflict  is  over.  Coming  in  the  waning 
days  of  a  congi'essional  session,  sniffs 
one  business  lobbyist,  the  gestures  seem 
hollow.  Many  wonder  whether  Gingiich 
can  deliver  on  his  pledge  of  IMF  money. 
Conservatives  aren't  mollified,  either. 
"They're  trying  to  paper  it  over  and 
say  we  all  want  to  cut  taxes,"  says 
Kevin  Kearns,  president  of  the  U.  S. 
Business  &  Industrial  Council,  a  coali- 
tion of  small  and  midsize  companies. 

While  (lOP  leaders  try  to  downplay 
the  split,  skirmishes  between  Big  Busi- 
ness and  social  conservatives 
continue.  Among  the  funda- 
mental differences; 
■  Globalism.  Of  all  the  shifts  in 
the  Republican  coalition,  the 
one  that  disturbs  CEOs  most  is 
the  paity's  diift  away  from  en- 
thusiastic support  of  free  ti-ade. 
They  were  shaken  by  last 
year's  defeat  of  the  Adminis- 
tration's fa.st-track  bill,  which 
saw  the  defection  of  a  small 
but  significant  group  of  Re- 
publicans. Despite  suppnrt 
from  GOP  leaders,  populists 
balked  because  fast-track 
would  bar  Congress  froi; 
amending  trade  deals — thereby 
denying  social  conservatives 


the  option  of  adding  anti-abortion  and 
religious-rights  requirements.  Gingiich 
now  favors  a  late-session  vote  on  fast- 
track,  but  many  execs  tliinks  it's  mainly  a 
ploy  to  divide  Democrats  and  embaiTass 
Clinton. 

On  issues  such  as  trade  and  the  IMF, 
social  activists  are  hanging  tough.  They 
want  restrictions  on  international  family 
planning  before  they  will  pi-ovide  cash 
for  the  fund,  while  others  demand  re- 
forms to  make  the  international  lending 
agency  more  accountable.  "It's  unfair  to 
say  social  conservatives  are  antitrade," 
says  Senator  John  D.  Ashcroft  (R-Mo.),  a 
Christian  Coalition  favorite  in  eai"ly  jock- 
eying for  the  2000  GOP  Presidential  nom- 
ination. "They're  not  for  trade  at  any 
price." 

Exporters  counter  that  by  failing  to 
shore  up  the  IMF,  the  gop  heightens  the 
risk  that  the  Russian  and  Asian  crises 
could  wreck  the  U.  S.  economy.  "We've 
got  bleeding  patients  in  the  emergency 
room,  and  we're  debating  j^rocedm-es," 
snaps  William  J.  Hiidsdn,  ceo  of  AMP 


II' 

Inc.,  a  Hanisbui'g  (Pa.)  manufacturer 
electronic  connectors. 

On  economic  engagement  with  Chin 
even  the  Rehgious  Right  is  spHt.  Chii 
tian  Coalition  founder  Pat  Robertso 
who  has  business  ties  in  China,  favo 
expanded  trade.  Bauer  and  religiou 
broadcaster  James  C.  Dobson,  head 
the  powerful  Focus  on  the  Famil 
gi'oup,  oppose  it  and  back  legislatio 
that  would  penalize  Beijing  and  othe 
regimes  that  persecute  religious  m 
norities.  "Republicans  ought  to  be  th 
party  of  business,"  says  consultan 
Ralph  Reed,  fonner  executive  dh'ecto 
of  the  Christian  Coalition.  "But  th 
Coalition  is  now  being  spread  ove 
barbed  wire  by  other  social  consei'v 
fives  for  its  pro-China  ti-ade  stance." 

One  CEO  fiiTnly  in  the  China  camp 
Amway's  Dick  DeVos — though  that's  no 
surprising  given  the  millions  he  has  be 
on  Beijing.  "We  want  economic  and  po 
litical  fi-eedom  in  China,"  he  says.  "It 
not  a  question  of  strategy,  but  of  tactic 
I  prefer  to  focus  on  the  issues  and  not  a 
tempt  to  attach  extraneou 
riders"  to  CMna  trade  bills. 
William  Zadell,  ceo  of  Milli 
pore  Corp.,  a  Bedford  (Mass 
filter  maker  that  has  jus 
opened  a  manufactming  plaiil 
in  China,  is  just  as  adamant 
"When  Republicans  ran  tht 
Administration,  Democrat  ^ 
haiped  on  human  rights,"  ht 

CORPORATE  WELFARIE' 

That's  what  House  Budget 
Committee  Chairman 
Kasich  calls  the  Big 
Business  programs  that 
wind  up  on  his  hit  list 
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RELIGIOUS  PERSECUTION    Even  th^.  Right >q>m  mer 
kow  to  deal  with  allegatims  of  rdyjixnis  persecution  m  cowrie, 
tries  like  China.  Corporate  America  sees  the  flap  as  a  weak- 
ening in  the  RepriMi»:an  comwMmen  t  tc  expanded  trade.  ,  ; 


says.  "Now  the  Religious  Right  is  doing 
it.  We'd  make  a  giant  mistake  if  we  start 
putting  sanctions  on  oui'  business  with 
China." 

■  Social  Issues.  While  some  executives 
sympathize  with  conservative  social  cm- 
sades,  others  find  them  disruptive.  The 
campaign  to  end  affimiative-action  pref- 
erences is  a  good  example.  Big-company 
CEOS  are  comfortable  with  the  current 
system,  which  sets  goals  and  timeta- 
bles for  the  hiring  and  promotion  of 
women  and  minorities.  But  the  commit- 
ment to  diversity  clashes  with  social  ac- 
tivists' demands  for  a  "color-blind  soci- 
ety." Conservatives  led  the  fight  for  a 
1997  California  ballot  initiative  that  end- 
ed state  affiiTnative-action  progi'ams  and 
want  to  take  the  battle  nationwide. 
They're  furious  that  business  isn't  back- 
ing them. 

Immigration  is  another  hot-button 
topic.  Hill  populists  want  to  restrict 
quotas  and  reduce  benefits  for  legal  im- 
migi'ants.  High-tech  industries  worry 
that  the  drive  will  cut  off  the  flow  of  en- 
gineers and  software  develop- 
ers. They  want  Congress  to 
grant  a  waiver  for  highly 
skilled  workers. 

Big  Business  and  social  cru- 
saders also  clash  over  educa- 
tion. The  latter  faction  consid- 
ers the  President's  plan  to 
spend  more  on  schools  and  set 
national  education  goals  a  Big 
Government  abomination.  But 
even  execs  who  admire  the 
OOP's  call  for  school  vouchers 
fear  that  greater  choice  alone 
won't  produce  the  workforce 
of  the  future. 

■  Tax  Policy.  Business  execs 
hate  the  Internal  Revenue  Ser- 
vice just  as  much  as  gop  haixl- 


Uners — if  not  more  so.  Still,  they  differ 
over  which  tax  policy  makes  the  most 
economic  sense.  Concerned  about  boost- 
ing savings  and  investment,  the  boai'd- 
room  crowd  favors  cuts  in  capital-gains 
taxes,  liberalized  write-offs  for  plant  and 
equipment,  and  lower  mar'ginal  r-ates. 

But  often  the  Republican  majority 
seems  to  be  mor-e  interested  in  mollifying 
the  Religious  Right  than  in  listening  to 
economic  conser-vatives.  Hill  Republicans 
pay  lip  service  to  a  "fairer,  flatter"  tax 
code  while  their*  energy  is  focused  on  a 
drive  to  cut  the  "mai'riage  penalty"  by 
$70  billion.  And  GOP  lawmaker-s  continue 
to  champion  a  gr-ab  bag  of  "equity"  tax 
br-eaks  favor-ed  by  r-eligious  conserva- 
tives— such  as  deductions  for  stay-at- 
home  moms  and  a  new  tax-shelter-ed  ac- 
count for  private  and  religious  education. 

"Republicans  ar-e  betwixt  and  be- 
tween," says  former  White  House  Chief 
of  Staff  Leon  E.  Panetta.  "They're  try- 
ing to  decide  whether  their-  voting  base 
is  mor-e  important  than  their  business- 
money  base." 


Indeed,  the  conflict  between  tradi 
tional  Northeastern  Republicans  an( 
Sunbelt  populists  predates  the  curren 
dustup.  In  the  Fifties,  a  rising  politi 
cian  named  Richard  M.  Nixon  spoke  fo 
a  new  generation  of  Western  Republi 
cans  who  blasted  the  Eastern  Estab 
lishment.  In  1964,  Barry  Goldwate 
routed  the  Rockefeller  Republicans  b 
harnessing  rank-and-file  hatred  of  Bi 
Government  and  Communism.  But  Gold 
water  was  a  libertarian  when  it  came  t 
social  issues,  opposing  federal  interven 
tion  both  in  the  boardroom  and  th 
bedroom. 

SOUTHERN  STRATEGY.  A  turning  poin 
came  in  1980,  when  Ronald  Reagan  ex 
panded  the  party  base  by  attractin 
millions  of  blue-collar  workers  and  con 
ser-vative  Christians,  many  of  them  fro 
the  South.  The  demographic  shift  ac 
celerated  in  recent  year's  with  the  col 
lapse  of  the  Democratic  Party  in  man 
Southern  states. 

Before  Goldwater,  about  two-thirds 
Republicans  hved  north  of  the  Mason 
DLxon  line  and  east  of  the  Mis 
sissippi,  estimates  gop  pollste 
Christine  Matthews.  Now,  onl 
one-third  do.  That  has  led  to 
more  polarizing  ideologica 
stance.  "Republicans  have  los 
a  lot  of  [House]  seats  in  th 
Northeast,  which  is  tradition 
ally  for  fr-ee  trade,"  say 
Matthews.  "They've  picke 

OPEN  MIND  AND  WALLET 

Chamber  of  Commerce 
chief  Donohue  claims  he 
v/ill  back  pro-business 
candidates,  whatever 
their  party  affiliation 
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them  up  in  the  South,  wliich 
has  tended  to  be  more  protec- 
tionist and  anticonwrate." 

New-wave  consei-vatives  ai"e 
comfortable  knocking  Big  Busi- 
ness because  theii'  list  of  giiev- 
ances  is  so  long.  They  slam 
corpocrats  for  peipetuating  Big 
Government  by  lobbying  to 
protect  subsidies  and  other 
foiTOS  of  fedei-al  lai'gesse.  Com- 
plains Representative  John 
Linder  (R-Ga.),  chahrnan  of  the 
National  Republican  Congi-es- 
sional  Committee:  "Entrepre- 
neurs are  truly  free-marke- 
teers. Corporate  America 
wants  the  government  to  help 
out." 

Hard-liners  also  fault  their 
pin-striped  brethren  for  fail- 
ing to  mobilize  employees. 
CEOS  excel  at  hiring  pricey  Washington 
reps  to  push  pet  causes,  they  charge. 
But  when  consei^vatives  need  to  stoke 
opposition  to,  say,  a  boost  in  the  mini- 
mum wage,  the  boardroom  brigade  is 
often  AWOL.  "Pi'o-family  gi'oups  are  veiy 
good  at  providing  foot  soldiers,"  notes  a 
top  Republican  aide  on  Capitol  Hill. 
"They  show  up  with  300  volunteers  to 
put  up  yard  signs.  I  don't  see  too  many 
executives  out  there  on  a  Saturday  af- 
ternoon going  door  to  door." 

Social  conservatives"  new  muscle  was 
evident  this  spring,  when  Focus  on  the 
Family  chief  Dobson  threatened  to  bolt 
the  GOP  unless  more  heed  was  paid  to 
moral  issues.  In  a  whiiiwind  torn-  of  the 
Capitol,  he  got  the  red-caipet  treatment 
from  House  leaders — and  new  pledges 
to  stick  to  the  pro-family  script. 
PICKING  TARGETS.  Now,  there  are  signs 
that  Big  Business  may  be 
leaiTiing  a  lesson  fi-om  the  Re- 
ligious Right's  rise.  One  tactic 
is  borrowed  directly  ft-om  the 
Christian  Right's  hymnbook: 
grassroots  organizing.  In  June, 
the  Business  Roundtable  be- 
gan a  major  education  cam- 
paign to  stoke  public  support 
for  free  trade.  The  effort, 
wliich  initially  will  focus  on  12 
congressional  districts,  in- 
volves television  ads,  educ;i 
tional  speeches  by  ceos,  ami 
meetings  with  local  politicians 
and  opinion  leaders. 

Other  gi-oups  are  expected 
to  follow  suit  by  airing  more 
advocacy  advertising.  By  con- 
centrating on  specific  issues, 
business  can  control  the  mes- 
sage and  guarantee  that  its 
money  will  not  end  up  in  the  ttk.- 


ABORTiOH/SCHOOL  PRAYER    Most  corporate  executives 
tend  to  steer  clear  of  such  hot-button  issues  as  abortion 
and  school  prayer,  but  social  conservatives  are  unlling  to 
hold  all  manner  of  legislation  hostage  to  their  goals. 


hands  of  candidates  who  oppose  its 
priorities. 

There  ai'e  also  hints  that  eoiporations 
may  be  tightening  the  screws  on  rene- 
gades. The  share  of  business  PAC  money 
going  to  GOP  congi'essional  candidates 
dipped  from  70%  in  1995-96  to  63.4% 
as  of  June,  1998,  according  to  the  non- 
partisan Center  for  Responsive  Politics. 
'We  keep  track  of  votes  and  have  six  to 
eight  key  issues  on  which  we  rank  pos- 
sible recipients  of  pac  money  before  we 
make  a  judgment,"  says  the  lobbyist  for 
a  big  high-tech  company. 

Procter  &  Gamble  Co.  also  seems 
ready  to  play  hardball.  In  what  was 
seen  as  a  threat  to  donations,  p&g  lob- 
byists have  pointedly  complained  to  at 
least  one  Republican  lawmaker — Ohio 
Representative  Robert  W.  Ney — about 
his  opposition  to  gi'anting  China  fa- 


vored trading  status 
"Some  Republicans  aren't 
going  to  be  there  on  trade  is 
sues,"  notes  Dan  Schnur,  i 
California  gop  consultant  whc 
advises  high-tech  outfits.  "UL 
timately,  business  is  going  tc 
form  relationships  with  ele 
ments  of  both  parties." 

That's  precisely  what  is  hap  S 
pening.  On  business  and  trade  i 
issues,  industiy  turns  to  Re 
publican  pragmatists  such  as 
Representatives  Christopheil 
Cox  (Calif)  and  Rick  Whitd 
(Wash.),  along  with  Senator^ 
Spencer  Abraham  of  Michigai 
and  Chuck  Hagel  of  Nebra,- 
ka.  And  execs  work  well  wit! 
Democratic  moderates  such 
California  Representative 
Ellen  0.  Tauscher,  Cal  Doole; 
and  Zoe  Lofgi-en.  Democratic  Senato: 
Jeff  Bingaman  of  New-  Mexico  is  a  techi^ 
ci-usader  And  Coiporate  America  coun 
on  pro-business  Democratic  centiists  sucl 
as  Senatoi-s  Joseph  I.  Liebemian  of  Con- 
necticut and  Jolm  B.  Breaux  of  Louisi; 
STUCK  IN  TIME.  For  all  their  coalition- 
building,  though,  execs  continue  to  t 
principally  to  Republicans  to  advano 
theii'  agenda.  Although  it's  been  swel 
up  to  now.  Bill  Clinton's  scandal-plague^ 
reign  can't  be  relied  on  to  advance  thel 
pro-business  cause  with  much  vigor  any] 
longer.  And  wiiile  there  ai'e  exceptions 
top  congi'essional  Dems  still  seem  ideo- 
logically stuck  in  Clinton's  student  radical 
days.  The  upshot  is  that  on  concerns 
such  as  slashing  red  tape,  limiting  the 
size  of  government,  and  pusliing  for  legal 
refoiTn,  the  gop — shiiU  and  unruly  though 
it  may  be — is  still  the  only  game  in  town 
for  Big  Business. 

Ultimately,  the  tug-of-war 
betw'een  the  gop's  small-town 
moralists  and  its  uptown  mer 
chants  could  come  to  a  show- 
dowTi  in  the  2000  Presidential 
primaiies.  Social  consei^vatives 
ai-e  demanding  that  nominees 
embrace  an  agenda  that  in 
eludes  abortion  curbs,  school 
prayer,  and  the  "de-fi-mding"  of 
hated  agencies  such  as  the  Na- 
tional Endowment  for  the  Ails. 
But  such  absolutism  would 

FRIENDS  OF  BUSINESS 

Democrats  like  President 
Clinton  and  Representa- 
live  Tauscher  are  often 
;ible  to  find  common 
ground  with  Big  Business 
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marginalize  many  of  the  party's  best- 
know  national  figui-es,  among  them  re- 
tired General  Colin  Powell,  New  Jersey 
Governor  Chiistine  Todd  Wliitman,  and 
New  York  Governor  George  Pataki.  And 
it  could  pose  a  threat  to  the  presumed 
candidacy  of  Texas  Governor  George  W. 
Bush,  a  Big  Business  favorite  in  the  2000 
sweepstakes.  "If  we  have  a  party  that's 


defined  as  moralist,  we'll  never  be  a  ma- 
jority party,"  frets  Mike  Johnson,  a 
founder  of  the  Republican  Main  Street 
Partnership. 

The  stakes  for  Cori^orate  America  in 
this  brawl  inside  the  gop  big  tent  could 
not  be  higher.  With  both  parties'  com- 
mitment to  free  trade  in  doubt  and  glob- 
al economic  crises  mushrooming,  busi- 


ness needs  a  Washington  that  workf 
Instead,  coiporate  executives  ai-e  force 
to  watch  the  gory  spectacle  of  th 
Roundheads  vs.  the  Roundtable.  It  is 
battle  in  which,  they  fear,  there  are  n 
winners. 

By  Richard  S.  Dunham  and  Am 
Borms,  with  Lee  Walczak,  in  Washing 
ton,  and  bureau  reports 


RUMBLE  ON  THE  RIGHT:  A  TALK  WITH  GARY  BAUER 


Gary  L.  Bauer,  head  of  the 
Family  Research  Council 
and  possible  Republican 
Presidential  aspirant  in  2000, 
is  the  sort  of  unabashed  social 
conservative  ivho  gives  Corpo- 
rate America  the  heebie-jeebies. 
His  powerful  think  tank  and 
lobbying  group — an  arm  of  reli- 
gious broadcaster  James  C. 
Dobson  's  Focus  on  the  Family 
organization — is  even  willing  to 
buck  the  conservative  Estab- 
lishment. Washington  Buremi 
Chief  Lee  Walczak  a  nd  political 
correspondent  Richard  S.  Dun- 
ham talked  ivith  Bauer  about 
why  Big  Business  and  the 
Republican  Party  seem, 
increasingly  at  odds. 


Q:  Are  the  days  of  Big  Business  BAUER:  A  stern  warning  to  multinationals 


dominance  of  the  gop  over? 
A:  My  gut  instinct  is  that  with  each 
passing  day,  the  Republican  Party  at 
the  grass  roots  becomes  much  more 
of  a  Main  Street,  entrepreneurial,  so- 
cial-consei'vative  party.  I  would  say 
to  large  businesses  that  you  should 
be  part  of  this  coahtion,  particularly 
to  the  extent  that  you  want  less  gov- 
ernment regulation  and  lower  taxes 
and  less  bureaucracy. 

Q:  Wh,y  all  of  the  conflict  between 
big,  international  business  and  so- 
cial conservatives? 
A:  The  conservative  Republican 
coalition  places  a  high  premium  on 
[love  of]  counti-y.  It  was  jamng  to 
that  coalition  to  hear  antiwar  demon- 
strators in  the  '60s  saying  they  didn't 
love  America.  And  it's  jarring  to 
hear  some  multinationals  suddenly 
anxious  to  signal  that  they're  not 
American  companies  anymore. 

Q:  The  Administration's  engagem,ent 
policy  with  China  is  based  on  the 
premise  that  the  magic  of  the  mar- 


ketplace urill  break  down  Marxist 
ideology.  Do  you  dispute  this? 
A:  This  clearly  is  not  Mao's  China. 
I'm  sure  part  of  the  change  has  been 
due  to  interaction  with  the  West. 
But  I  can  make  a  more  convincing 
case  that  trade  with  China  is  chang- 
ing us  rather  than  changing  them. 
Suddenly,  because  of  the  fear  of  los- 
ing contracts,  we  begin  to  quiet  our 
rhetoric  on  human  rights. 

Q:  Do  you  think  the  gop  Congress 
shares  your  view  of  China 
sanctions  ? 

A:  The  [China  trade]  debate  has 
been  deeply  disappointing.  I  believe 
that  policy  has  been  driven  by  a 
tremendous  corporate  lobbying  cam- 
paign, which  a  large  number  of  con- 
gi'essmen  don't  seem  to  be  vrilling  to 
buck.  That's  quite  depressing. 

Q:  Big  Business  seems  to  like  the 
President's  call  for  tougher  education 
standards  and  national  student  test- 
ing. What's  your  beef? 


A:  I'm  veiy  much  for  preparing 
the  workforce  for  the  jobs  of 
the  future.  And  I'm  very  much 
against  allowing  the  Washington 
bureaucracy  to  get  within  100 
miles  of  being  the  ones  that  do 
that.  The  thing  that's  curious  to 
me  is  why  corporate  executives 
who  understand  quite  well  why 
Washington  will  regulate  a  busi- 
ness to  death  seem  to  lose  their 
good  sense  when  it  comes  to 
the  negative  impact  of  the 
1.5,000  bureaucrats  at  the  Edu- 
cation Dept.  [refonning  schools]. 

Q:  Some  Hill  Republicans  put 
their  muscle  behind  an  attempt 
to  ease  the  marriage-tax  penal- 
ty. Others  eynphasize  the  need 
for  a  capital-gains  redtiction. 
Wliy  all  the  back-and-forth? 

  A:  There  has  not  been  a  very 

consistent  approach.  I  think  it's  going 
to  be  a  deep  disappointment  around 
the  country  if  we  don't  get  any  kind 
of  improvement  in  the  marriage 
penalty.  I'm  in  favor  of  capital-gains 
cuts  as  well.  It's  sad  that  these 
things  are  increasingly  seen  as  ei- 
ther-or. 

Q:  How  sericnisly  should  Republi- 
cans take  the  threat  that  religious 
conservatives  might  sit  out  the  '98 
elections? 

A:  It  would  be  a  tragedy  if  they  sat 
it  out.  What  does  my  instinct  tell 
me?  They  will  pr-obably  turn  out  fair- 
ly well.  And  it'll  pr-obably  make  a 
differ-ence  in  [the  gop's]  keeping 
Congr-ess. 

Q:  You're  clearly  toying  with  a  Pres- 
idential run.  Could  your  identifica- 
tion with  the  Religious  Right  turn 
off  independents  and  suburban  mod- 
erates ? 

A:  As  John  F.  Kennedy  reminded  us, 
there  is  no  rehgious  test  for  office. 
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ton 


Wear  SWeatS. 


Someday  I  plan  to:  Go  to  film  school.  Shop  flea  markets  In  Paris' 
Get  my  piano  tuned.  Finish  a  marathon  (In  under  six  hours). 


DREYFUS  DISCIPLINED  STOCK  FUND 


31.57"  22.60'  19.20 


i       one  year  five  year 

M'aNNUSI  total  returns"  as  of  6^30.98 


*****  MORNINGSTAR  RATING 


NOW  IS  THE  TIME  TO  INVEST.  TKe  Dreyfus 
Disciplined  Stock  Fund  is  invested 
primarily  in  large,  high-quality 
companies  and  employs  a 
ovERAiL  RATING  AMONG  2,545  DOMESTIC  EQUITY  FUNDS  AS  OF  6.30.98  three-Step  investment  process 
designed  to  provide  high  total  returns  and  manage  risk  in  all 
market  conditions.  What's  more,  its  risk-adjusted  returns 
outranked  90%  of  all  domestic  equity  funds  by  earning  an 
impressive  five-star  Overall  Rating  from  Morningstar .  So 
what  arejou  investing  for?  DREYFUS.  RULE  YOUR  KINGDOM." 


TO  FIND  OUT  MORE,  CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9794X4523 


l^reyfiis 


Call  for  a  Prospectus  containing  complete  Information  including  charges  and  expenses.  Please  read  it  carefully  before 
you  invest.  Past  performance  is  no  guarantee  of  future  results.  Stiare  price  and  investment  leturn  fluctuate  so  redemiption  value  miay  be  more 
or  less  thian  original  cost,  Morningstar  proprietary  ratings  reflect  fiistorlcal  risk-ad|usted  performance.  They  are  subject  to  change  every  month. 
Ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year  (as  applicable)  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 
appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  Fund's  3-,  5-  and  10-year 
Morningstar  ratings  as  of  6-30-98  each  were  five  stars  out  of  2,545,  1 ,462  and  707  domestic  equity  funds,  respectively.  The  top  10%  of  the 
funds  in  a  ratings  universe  receive  five  stars.  ©1998  Dreyfus  Service  Corporation,  Broker-Dealer,  Premier  Mutual  Fund  Services,  Inc,  Distributor, 

T  /^A  T-k   Charles  Schwab  &  Co,,  Inc.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its 
'800'5-NO-LOAU    Mutual  Fund  OneSource*  service.  i 


OneSource 


FROM    S  C  H WA  B 


WE'LL  BE  WITH  YOU  IN  A  MINUTE. 

Please  hold  Tliank  you  


Thanlcs  again  for  waiting,  we'll  be  with  you  shortly 


.we  do  appreciate  you're  busy  and  we  appreciate  your  patience 


 once  again,  thanks  for  waiting  

 we  Icnow  you  have  a  choice  of  ads  and  we're  happy  you  ve  chosen  us. 

.We'll  be  with  you  shortly  


 Doesn't  work,  does  it?  Not  for 

an  ad,  not  for  a  business.  That's  why  Mazda,  Safeway  and  Union  Baidv  of  California  chose 
an  IBM  e-business  solution  that  helps  them  increase  their  customers'  satisfaction  —  without 
even  touching  their  bottom  line.  To  find  out  more  about  Web  self-service  applications,  visit 
www.ibm.com/e-business.  Or  caU  us  at  1  877  IBM  EBIZ  (3249),  ext.  NC51. 

Solutions  for  a  small  planet 


TELEVISION 


WHAT'S  ON  TV? 
ASK  HENRY  YUEN 


His  hot  on-screen  guide 
is  made  for  the  Digital 
Age-and  patents 
virtually  lock  out  rivals 

Henry  Yuen  is  building  a  portal. 
He  doesn't  call  it  a  portal,  the 
cuiTent  buzzwoi'd  of  the  Intemet, 
where  such  familiar  names  as  Ya- 
hoo! Inc.  and  America  Online  Inc.  are 
vying  to  be  consumers'  preferred  gate- 
way to  the  World  Wide  Web.  Rather, 
Yuen,  president  and  ceo  of  little-known 
Gemstar  Intei-national  Grouji  Ltd.,  has  a 
far  inore  mainstream  frontier  in  mind 
for  his  invention:  your  television  set. 

Eight  years  ago,  Yuen  and  his  col- 
leagues made  one  fortune  by  coming  up 


with  an  easy  way  to  record  TV  pro- 
gi'ams  with  their  vcR  Plus  technology. 
Now  Yuen  is  out  to  make  a  second  one, 
developing  and  licensing  to  TV  and  vcR 
makers  an  electronic  progi'am  guide  that 
helps  viewers  easily  sift  through  TV 
shows — a  handy  tool  for  the  coming  pro- 
liferation of  digital  channels. 

The  way  Yuen  figures  it,  the  era  of 
interactive  television,  including  trans- 
actions, video-on-demand,  and  Internet 
access,  will  just  add  more  entries  in  his 
electronic  directory:  Yahoo!  and 
Netscape  Communications  Coip.  become 
channels  alongside  Animal  Planet  and 
Home  Box  Office.  "This  technology 
gives  you  both  a  search  engine  and  a 
delivery  mechanism  that  can  include 
broadcast,  cable,  satellite,  and  the  In- 
ternet," says  Gaiy  Arlen,  president  of 


consultant  Arlen  Communications  Inc, 
in  Bethesda,  Md.  "That's  about  all  yot- 
need  in  a  digital  world."  ilj  1 

Moreover,  Yuen  has  made  a  careeHf* 
out  of  gobbUng  up  patents  and  defend  If ' 
ing  them  in  court,  making  it  virtual!;  iMil 
impossible  to  launch  a  guide  withou  ft  i 
cutting  a  licensing  deal  with  Gemstai 
WTien  its  Guide  Pius  rolls  out  later  thi  ai * 
year,  Gemstar  will  be  poised  to  coUec  iit«»i 
rich  license  fees  from  manufacturer  le  n 
whose  TV  sets  or  cable  set-top  boxe » li 
receive  the  guide,  along  with  revenue '  ? 
from  companies  that  want  to  advertiS' 
in  it.  Yuen  has  ah'eady  acquired  most  o  »1 
his  competitors  and  signed  lucrative  ift-fc 
deals  with  such  industiy  giants  as  Midtj'i 
crosoft  Corp.,  nbc,  and  France's  Thomp- 
son Consumer  Electronics  Inc.,  the  lead  ij^  s 
ing  TV  maker  in  the  U.  S.  vsn 

But  Gemstar's  success  has  create( 
some  sticky  situations  for  the  feist;?!" 
Yuen,  who  holds  a  12.4%  stake.  Whilipc 
he   successfully   rebuffed   a   recen  'k- 
takeover  attempt  by  cable  baron  Johiktt 
C.  Malone,  he  did  so  without  the  back  ixa 
ing  of  chairman  and  24%-owner  Thoma 
L.  H.  Lau  and  other  big  shareholder:  *i! 
such  as  Thomson  and  Viacom  Inc.  Yuei  «r ; 
faces  fresli  challenges  both  within  an(  ritiii 
outside  his  boardroom,  including  jij;' 
shareholder  suit  launched  against  Gem  4 
star's  directors  over  the  way  they  han  R:- 


!d  the  takeover  bid.  Since  July,  Gem- 
ir  stock  has  drifted  down  to  $^3,  from 
•  $45-per-shai'e  bid  Yuen  and  the  ma- 
■ity  of  dii'ectors  rejected,  and  few  be- 
ve  Malone  has  gone  away  for  good. 
With  all  the  exciting  possibilities  for 
dtal  television  and  its  plethora  of  chan- 
Is,  why  aU  the  fuss  about  an  on-screen 
ijgram  guide?  "The  thing  that  people 
after  is  capturing  the  viewer  at  the 
irting  point — where  the  viewer  will  be 
iking  his  choices,"  says  Thomas  S. 
)gers,  president  of  nbc  Cable  and  Busi- 
ss  Development.  "It  becomes  a  keenly 
'ective  way  to  dii-ect  people  to  youi" 
oices."  NBC  signed  on  as  the  guide's 
st  advertiser  in  July  and  also  sewed  up 
leal  to  provide  a  live-text  feed  of  news 
)m  MSNBC  and  cnbc  on  some  versions 
the  guide.  "And  we're  thinking  about  a 
orts  ticker,"  adds  Yuen. 
:QUIRED  reading?  He  is  hoping  to 
.ve  Guide  Plus  installed  in  2  million 
imes  by  the  end  of  next  year  and  Ag- 
es viewers  will  look  at  three  pages  of 
e  guide  four  times  an  hour.  That 
mes  to  168  million  page  views  a  day, 
ligger  than  Yahoo! 
id  Netscape  com- 
ned,"  Yuen  says. 
Ve're  launching  on  a 
;ven-hour-a-day 
ibit,  vs.  the  typical 
)-minute  Internet 


SEPT,  '97 
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NOW  SHOWING: 
GEMSTAR'S  GYRATIONS 

JAN.  12  Microsoft  and  Gemstar 
announce  long-term  cross- 


Until  now,  Gemstar 
has  made  its  money  on 
license  fees.  Last  year, 
the  Pasadena  (Calif.) 
company  earned  $39 
million  on  revenues  of 
$127  million,  almost  all 
of  it  by  Hcensing  vcR 
Plus  to  VCR  makers. 
While  Gemstar  will 
still  get  a  hefty  hcense 
fee,  now  about  $10  a 
imit,  for  its  Guide  Plus 
technology,  advertising 
and  a  cut  of  transac- 
tions is  where  the  real  money  is.  Claims 
analyst  Alan  S.  Gould  of  Gei'ard  Klauer 
Mattison  &  Co.:  "Whoever  ovras  the  ad- 
vertising on  this  screen  owns  the  most 
valuable  piece  of  real  estate  on  the  TV." 

It's  little  wonder,  then,  that  every- 
one from  William  H.  Gates  III  to  Ma- 
lone, chairman  of  Tele-Communications 
Inc.,  is  pounding  on  Gemstar's  door. 
Eai'Uer  this  yeai;  Microsoft  and  Gemstar- 
stmck  a  deal  in  which  the  software  gi- 
ant would  pay  $45  miUion  foi'  the  rights 
to  use  the  pr-ogram- 
guide  patents,  of 
which  Gemstar  holds 
more  than  60.  In  ad- 
dition, it  will  pay 
Gemstar  a  royalty  of 
about  $10  for  every 


RISING  STAR 


AUG,  '98 


lOIB 


J     ,    ,u     license  aRreement  • , 

ission,  and  we  re  the  J^^____L__   guid 


ily  program  guide 
1  the  box." 
If  it's  starting  to 
)und  like  an  Inter- 
it  portal,  there's 
3od  reason.  First, 


JAN.  20  TCI's  United  Video 
Satellite  Group  and  Gemstar 
announce  joint  venture, 
which  falls  apart 

JULY  2  United  Video  makes 


e  it  ships  on 
WebTV  and  Windows 
CE  systems  embedded 
in  cable-TV  set-top 
boxes.  "We  wanted  to 
create  a  similar  expe- 
rience across  a  wide 


uide  Plus  pops  up    $2.8  billion  cash  bid  for  Gemstar    range"  of  platforms 


atomatically  when 
le  TV  set  is  tui'ned 
1.  There's  a  reduced 


JULY  12  Gemstar  board  adopts 
poison  pill,  expands  Microsoft 
deal 


for  viewing  TV,  says 
Steven  Guggenheim- 
er,  Microsoft  group 


picture   of  the    product  manager  for 


lannel  the  set  is 
med  to  in  the  upper 
:ft-hand  comer.  The 
ottom  two-thirds  of 
'le  screen  is  a  list- 
igs  grid  from  which 
iewers  can  sort  pro- 
rams  by  time  or  cat- 
gory — say,  movies  or 
ports.  Couch  pota- 
3es  can  also  preset 
lie  guide  a  week  in 
dvance  to  tune  in 


JULY  16  Gemstar  board  rejects 
offer,  announces  that  NBC  will 
be  first  advertiser  on  its  new 
program  guide 

JULY  22  United  Video  with- 
draws Gemstar  offer;  share- 
holder sues  Gemstar  directors 

JULY  27  United  Video 
announces  its  own  Prevue 
Interactive  TV  guide  is  in 
650,000  homes;  Gemstar  sues 


digital  TV. 

Microsoft  and  oth- 
er companies  have 
found  they  have  little 
choice  but  to  do  busi- 
ness with  Gemstar. 
Thomson,  maker  of 
RCA  TVS,  discovered 
this  in  1994  when  it 
created  its  own  inter- 
active guide,  says 
Louis  E.  Lenzi, 
Thomson's  vice-presi- 


nd   record   shows.    ^I^vue  foj^copyj,ghjjnfrm_gement    dent  for  new  media. 


]ach  page  has  room 
3r  three  ads.  And 
/ithin  a  few  years, 
ays  Yuen,  clicking  on 
ds  will  initiate  sales 
ransactions. 


AUG.  18  Gemstar  launches 
$100  million  share-repurchase 
plan 

DATA:  BUSINESS  WEEK 


"After  we  developed 
it,  oiu"  lawyers  told  us 
that  we  had  to  take  a 
license  from  [Gem- 
star]," he  says. 

Yuen    has  found 


Malone  to  be  a  much 
tougher  customer.  Tul- 
sa-based  United  Video 
Satellite  Group  Inc., 
which  is  controlled  by 
TCI,  has  tried  to  get  its 
hands  on  Gemstar's 
technology,  first  with  a 
failed  joint  venture, 
then  with  a  takeover 
bid.  United  Video's 
Prevue  Networks  Inc. 
is  cuiTently  the  leader 
in  on-screen  TV  list- 
ings, with  45  million  of 
the  country's  65  million  cable-TV  house- 
holds. But  Prevue's  listings  aren't  in- 
teractive; they  simply  scroll  by  at  an 
agonizingly  slow  pace  for  the  digital 
world. 

On  July  2,  United  Video  launched  its 
unsolicited  $2.8  billion  bid  for  Gemstar. 
It  had  just  agi'eed  to  pay  $2  billion  in 
cash  and  stock  for  News  Corp.'s  TV 
Guide  properties  to  get  a  recognized 
brand  name — all  too  aware  that  Yuen 
had  already  secured  the  rights  to  the 
name  "tv  Guide  Plus." 
POISON  PILL.  Gemstar's  board  promptly 
adopted  a  poison  pill.  Later,  it  rejected 
the  offer  outright,  and  Malone  pulled 
his  bid,  triggering  the  shareholder  law- 
suit against  the  directors.  Several  days 
later,  Gemstar  sued  United  Video  for 
copyright  infringement  when  Prevue 
announced  it  had  rolled  out  an  interac- 
tive version  of  its  program  guide  in 
650,000  homes.  Malone's  options  now  in- 
clude battling  Yuen  through  the  couits, 
negotiating  a  friendly  deal,  or  launching 
a  proxy  fight  with  the  support  of  Lau 
and  other  shai'eholders.  Peter  C.  Boylan 
III,  United  Video's  president,  contends 
Malone  doesn't  need  Gemstar.  "I'm  not 
sui'e  we'll  be  back,"  he  says.  "We  ai-e  oft" 
to  the  races  building  our  business." 

Whatever  happens,  Shanghai-born 
Yuen,  49,  who  emigi-ated  from  Hong 
Kong  to  the  U.  S.  to  get  a  PhD  from 
Califomia  Institute  of  Technology,  has 
proved  himself  a  master  at  bridging  the 
gap  between  technology  and  technophobic 
consumers.  He  has  also  shown  he  can 
tangle  with  some  of  the  media  world's 
biggest  guns  and  fend  off  critics.  Some 
shareholders  have  gTumbled  about  his 
new  pay  package,  which  awai'ds  bonuses 
based  on  earnings  gi'owth  and  coulfi  gi'ow 
to  $22  million  in  2005.  Counters  Yuen: 
"I  deserve  every  bit  of  it.  For  me  to  get 
all  that,  our  investors  would  be  very 
rich."  No  one  seems  to  doubt  that  is  go- 
ing to  happen.  The  only  question  is 
whether  Yuen  will  be  the  man  holding 
Gemstar's  remote. 

By  Larry  Armstrong  in  Pasadena 


International  Business 


RUSSIA 


A  QUICK 
ROAD 
TO  RUIN 

As  Russia's  economy  grinds 
to  a  lialt,  the  political 
standoff  stymies  hopes  of 
easing  the  mounting  crisis 

It  was  not  the  most  propitious  mo- 
ment for  President  Bill  Clinton  to 
sing  hymns  to  globalism's  gloi-y.  In 
Moscow  stores,  prices  of  imported 
coffee  and  beer  had  risen  80%  in  two 
weeks,  while  the  price  of  cigarettes  had 
doubled.  Cereals  and  medicines  were 
innning  short  as  panicky  shoppers  took 
to  hoarding.  Russia's  government  was 
paralyzed  as  the  Duma  rejected  Presi- 
dent Boris  N.  Yeltsin's  nomination  of  bu- 
reaucrat Viktor  S.  Chernomyrdin  as 
Prime  Minister.  Amid  mounting  chaos, 
Clinton  anived  to  meet  Yeltsin — and  ex- 
hoited  students  at  a  prestigious  jjolicy  in- 
stitute: "To  get  your  fair  share  of  in- 
vestment, you  have  to  play  by  the  ixiles." 

Rules?  What  inles?  Although  Yeltsin 
promised  Clinton  that  Russia  would 
stick  to  its  refoiTn  path,  the  reality  looks 
just  the  opposite.  Tlie  economy  is  giind- 
ing  to  a  halt  as  Communists  in  the 
Duma  pressiu-e  Yeltsin  for  concessions 
in  exchange  for  approving  Cher- 
nomyrdin. Businesses  are  freezing  then* 
activities  while  they  wait  to  see  how 
low  the  mble  will  fall  and  whether  de- 
funct banks  will  work  again.  Yet  the 
political  standoff  has  stymied  hopes  of 
easing  the  crisis.  "Without  a  govern- 
ment, Russia  has  little  to  say  on  the 
economic  fi'ont,  except  perhaps  'Help!' " 
says  Thomas  Adshead,  research  chief 
at  Moscow's  United  Financial  Group. 
"POLITICAL  WHORES."  The  stage  is  set 
for  a  political  showdown  in  early  Sep- 
tember. If  the  Duma  fails  to  approve 
Chemomyi'din  in  a  second  or  thiixl  vote, 
Y'ltsin  says  he  will  use  his  constitu- 
tiuiial  right  to  dissolve  the  legislature, 
rule  by  decree,  and  call  early  elections. 


Some  analysts  believe  Yeltsin  might 
postpone  elections  beyond  the  allowed 
four  months.  Both  sides  are  playing 
hardball.  And  Russians  and  foreigners 
alike  are  disgusted  by  the  politicians' 
grab  foi'  power  as  the  economy  woi-sens. 
Complains  a  Western  banker:  "It's  like 
watching  political  whores  scramble  over 
kopeks  on  the  floor." 

If  he's  approved,  Chernomyrdin  is 
promising  to  deal  promptly  with  the 
cmrency  crisis,  protect  peoples'  savings, 
and  pay  back  wages  and  pensions.  He  is 
expected  to  announce  restrictions  on 


cun-ency  convertibility  and  the  govern- 
ment takeover  of  some  banks,  which' 
may  involve  a  bank  holiday  and  trans- 
ferring citizens'  deposits  to  the  state 
savings  bank,  Sberbank.  Insiders  say 
he  will  ti-y  to  boost  Russian  banks'  liq- 
uidity— and  ease  investors'  ii-e — by  giv- 
ing holders  of  defaulted  Treasury  bills 
better  tenns  than  the  meager  17(2  on 
the  dollar  offered  under  the  recent 
forced  debt  swap.  And  he  is  calling  for 
tax  cuts  to  spiu-  industiy. 

All  this  will  take  money — something 
the  government  doesn't  have  unless  it 
tiuTis  on  the  nible  printing  press.  Given 
the  populist  turn  in  Russian  politics, 
there  are  no  strong  political  gi'oups  ar- 
guing against  inflationary  pohcies.  The 
have-nots  are  i-eady  for  a  handout,  and 
Yeltsin  knows  it.  Polls  show  that  up  to 
75%  of  voters  would  favor  the  Commu- 
nists if  an  election 
HIGH  ANXIETY        were  held  today 

How  much  can  .rttC^ 

Clinton  help  as  er,  the  economic 

Vpltsin  fapps  ^''^^'^''^ 
icitamiat.ca       j^^j.g  ^jjj.^  every 


a  near 
meltdown? 


day.  Financial-ser- 
vices companies 
and  retailers  are 
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Considering 
what  you  pay  for 
an  HP  printer, 
it  should  have  a 

PRINT 
MONEY 

button. 


There's 
NO  inriAge 
we  c^n'r 
improve." 


COIOR 
PACEWORKS" 
SESUtS 


:1 


rAGEWORKS  20 


PACIWORKS  C 


If  you  work  where 
money  is  no  object,  you 
can  line  your  company's 
walls  with  HP  laser 
printers.  If,  however, 
it's  your  job  to  find  a 
great  laser  printer  for 
a  great  price,  we  have 
a  suggestion:  Minolta's 
whole  line  of  award- 
winning  PageWorks" 
and  Color  PageWorks 
laser  printers. 

In  addition  to  out- 
put and  service  that 
rival  anyone  in  the  busi- 
ness, our  printers  are 
priced  as  though  we  have  some  unfair 
advantage  over  those  other  guys. 
Which,  of  course,  we  do. 
You  see,  we  make  our  own  laser 
printer  engines  for  our  entire  line  of 
printers.  They  don't.  Sure,  it's  an  obscure 
manufacturing  detail.  But  it  translates  to 
something  concrete:  More  laser  printer 
for  your  money. 

More  features.  More  savings.  Every- 
thing but  a  "print  money"  button.  For 
more  information  or  a  free  CD-ROM,  call 
1-888-264-6658.  Or  you  can  just  visit  us  at: 
www.minoltaprinters.com 


R\CI  WORKS  8« 


PAGEWORKS  81 
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MAZDA  LEARNS  TO  LIKE 
THOSE  INTRUDERS 


Ford's  takeover  was  a  shock 
Now  the  alliance  is  key 


M 


lazda  Motor  Corp.  lost  face  back 
May,  1996.  That's  when  the 
I  hemorrhaging,  Hiroshima-based 
company  turned  to  a  gaijin  for  help: 
Ford  Motor  Co.  took  control  by  boosting 
its  stake  from.  25%  to  33.4%.  Just  the 
thought  of  foreign  control  sent  shock 
waves  through  Japan's  No.  5  carmaker. 
Outside  the  company,  commentators  re- 
fen-ed  to  the  deal  as  the  second  atomic 
bomb  dropped  on  Hiroshima.  Customers 
deserted  Mazda's  showrooms. 

In  a  turnabout,  the  alliance  with  Ford 
is  now  seen  as  cmciaJ  to  Mazda's  pulling 
out  of  its  skid.  While  the  slowdown  in 
Japan  and  Southeast  Asia  has  Japan's 
auto  heavies — Toyota,  Nissan,  Honda, 
and  Mitsubishi — thi"ottling  back  produc- 
tion, Mazda  is  more  than  holding  its 
own.  Its  sales  in  Japan  ai"e  off  only  5.8%- 
so  far  this  year,  vs.  14.9%'  for  the  in- 
dustry. Facing  increasingly  harsh  com- 
petition, Mazda  employees  ft-om  the  ex- 
ecutive offices  to  its  showrooms  are 
accepting  the  U.  S.  auto  giant  as  a  nec- 
essai-y  ticket  to  the  millennium.  "Ford's 
involvement  was  essential  for  Mazda's 
recovery,"  admits  Kei  Kado,  managing 
director  of  product  development. 
With  guid- 


ZIPPING  ALONG 

Mazda's  MX-5  sports  car  has  gotten 
a  face-lift — and  a  sales  lift,  too 

lar  new  models,  including  the  $11,900 
Farrulia  compact  station  wagon  in  Japan. 
At  the  same  time,  it's  gaining  enough 
gi-oimd  in  North  America  and  Eiu'ope  to 
I'each  breakeven  after  losing  $93  mil- 
lion in  those  markets  last  year.  Overall, 
after  five  years  in  the  red,  the  company 
expects  to  net  $215  million  on  sales  of 
$15.3  billion  in  the  fiscal  year  ending 
next  March. 

"LIKE  A  GOD."  Mazda  has  pulled  the  plug 
on  improfitable  Unes,  such  as  660cc  mini- 
cars.  It  now  slaps  its  nameplates  on 
minicars  produced  by  Suzuki  Motor 
Coi-p.  Ford  executives  have  reined  in 
Mazda's  fi'eewheeling  engineers,  forcing 
them  to  share  auto  "platforms"  and 
source  more  components  overseas.  A 
company  that  used  to  roll  out  a  dizzying 
array  of  expensive  sporty  sedans  now 
produces  cars  that  people  want  at  af- 
fordable prices. 
"We  were  en- 
gineering 


a  nee  from 
Ford,  Mazda 
has  trimmed 
costs  while 
wheeling  out  a 
string  of  popu- 


FAMILY  SmE 

The  Capella 
station  wagon 
is  a  hit  in 
Europe 
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driven,"  says  Kado.  "Now  vji 
treat  the  customer  like  a  goc 
By  following  Ford's  advi 
to  use  customer  clinics,  Maz( 
took  the  lead  in  one  of  the  fe . 
growing  segments  of  Japar 
hammered  auto  market:  ca 
based  compact  sport  utilitic 
Its  $8,800  Demio  compact  si 
is  a  hit  because  it  gives  youi 
families  what  they  asked  for- 
roomy  interior. 

Mazda  faces  a  test  ne 
month,  when  competitors  n 
out  18  new  models,  includii 
minicars  that  could  lure  aw; 
potential  Demio  buyers.  Ma 
(la  will  fight  back  with  new  F 
milias.  It  will  also  launch  thn 
new  minicars,  followed  by 
new  recreational  vehicle  bas( 
on  its  Capella  station  wagon. 

Mazda  is  hardly  home  fre 
In  Japan,  it  holds  an  estimate 
5.5%'  of  a  market  that's  expec 
ed  to  shrink  some  10%  th 
year,  to  5.6  million  vehicle 
"It's  oui'  objective  to  take  o 
costs  to  offset  the  loss  in  re 
enue,"  says  James  E.  Milk 
Mazda's  president.  This  year,  Mazda  w 
chum  out  1  million  vehicles  worldwid 
vs.  1.4  million  at  its  peak  in  1990. 

For  futm'e  gTowth,  Miller  has  his 
on  North  America  and  Eui'ope.  Led  I 
a  new  Protege  sedan,  Mazda's  U 
sales  are  up  8%  through  August, 
177,351  cai's.  And  in  Eui'ope,  due  to  tl 
popularity  of  its  $20,737  Capella  static 
wagon  and  the  newly  remodeled  spor 
car  sold  as  the  $21,537  MX-5,  Mazdj 
sales  have  swelled  by  11%  this  yes 
Mazda  plans  to  push  up  European  sal 
by  increasing  exports. 

Mazda  and  Ford  also  want  to  g 
more  mileage  out  of  their  relationshi 
Mazda,  for  example,  recently  closed  i 
factoiy  in  Thailand  and  will  make  pic 
ups  there  in  a  joint  venture  \\ith  For 
In  1999,  Ford  is  expected  to  stait  buil 
ing  a  next-generation  suv  based  on  tl 
Mazda  626. 

With  Mazda  still  carrying  a  hefl 
debt  load  of  $5.3  billion,  staying  tig: 
with  Ford  could  be  critical.  "Custome: 
fee!  more  confident  that  Mazda  will  r 
y  main  because  of  its  relatio 

■  sliip  with  Ford,"  says  Dai 

Watanabe,  a  salesman 
Mazda  dealership 
Tokyo.  Survival, 
seems,   has  turm 
into  a  strong  sellir 
point  in  Japan. 
By  Emily  Thor 
ton  in  Tokyo 
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How  enterprise  soHware  helped  cut 
Paricer  Hannifin^s  maricet  down  to  size. 


arker  Hannifin  serves  350,000  customers 
1  120  countries.  Even  so,  it's  a  small  world 
iter  all.  That's  because  the  multinational 
lanufacturer  of  industrial  components  uses 
nterprise  software  from  J.D.  Edwards  to 
utli  itegrate  and  streamline  sales,  finance  and 
lanufacturing  operations  worldwide. 

sjoT 


eai 


J.D.  Edwards'  multilingual,  multicurrency 
capabilities  enable  Parker  Hannifin  to  do 
business  easily  anywhere  in  the  world.  And 
new  supply  chain  execution  software  has  cut 
inventory  cycle  times  in  half. 

Paul  Carson,  VP  of  IT,  says  Parker 
Hannifin  chose  J.D.  Edwards  not  just  on 
product  advantages,  but  on  shared  vision  and 

IDtdwards 

Enterprise  Sottw.ire 


values  as  well.  "One  of  the  things  we've  found 
with  J.D.Edwards  is  honesty,  right  from 
the  top  to  the  bottom." 

That's  how  an  enterprise  software  company 
ought  to  be.  It  could  be  that  way  for  you,  too. 
To  find  out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com/ customer. 


Paul  Carson 

VPcj  hijtmmUm  TaliiuAigy 
Parhr  Hfliiiiifiii 


International  Business  ;  i 


INDIA 


LOOK  WHO'S  GAINING 
ALTITUDE  IN  INDIA 

Jet  Airways  is  the  airline  industry's  surprising  highflier 


On  Sept.  1,  India's  Tata  group  with- 
drew a  proposal  to  stait  a  domestic 
airline.  Ratan  N.  Tata,  head  of  In- 
dia's largest  conglomerate,  pulled  the 
plug  after  the  government  defended  ap- 
proval for  the  20th  time  since  1995.  Tata 
executives  had  gathered  in  New  Delhi 
in  hopes  that  regulators  would  give  the 
gi'een  hght,  a  signal  that  the  country' 
was  allowing  more  competition.  Instead, 
they  could  only  troop  back  dispiritedly 
to  headquarters  in  Bombay. 

But  one  man,  who  had  camped  out  in 
New  Delhi  for  the  past  two  months,  re- 
tiuTied  to  Bombay  triumphant:  Naresh 
Gk)yal,  founder  and  chaiiTnan  of  .Jet  Aii-- 
ways,  India's  premier  private  domestic 
carrier.  Critics  say  Goyal's  intense  lob- 
bying undid  Tata's  bid,  and  that  the 
government  is  placing  favorites.  "It's 
obvious  the  government  has  two  sets 
of  rules  for  two  different  people,"  says 
Subhash  Gupte,  a  foiTner  chau-man  of 
Air-India.  Jet  Airways  managers  dis- 
pute that.  Whatever  the  case,  Goyal's 
story  shows  how  a  shrewd  entrepre- 
neiu-  can  defy  even  the  cotmtiy's  might- 
iest conglomerate. 

Since  India  staited  to  dismantle  the 
monopoly  of  state-oviTied  Indian  Air- 


lines, the  domestic  canier,  in  1992,  sev- 
en private  au'hnes  have  spiixng  up.  Five 
of  them  have  gone  out  of  business,  but 
Jet  Airways  has  been  an  exception, 
thanks  to  Goyal.  Stalling  out  as  an  of- 
fice boy,  Goyal,  49,  spent  more  than  20 
years  building  up  a  suc- 
cessful travel  agency  in 
Bombay,  making  excellent 
contacts  with  foreign  car- 
riers along  the  way. 
DEEP  POCKETS.  When  he 
saw  his  chance  to  start  an 
au-line  in  1993,  Goyal  talked 
Kuwait  Ail-ways  Coi-p.  and 
Gulf  Air  into  investing  $4 
miUion  each,  while  putting 
up  $12  million  of  his  o\to. 
That  made  Jet  Aii-ways  far 
and  away  the  best-capital- 
ized startup.  Goyal  leased 
relatively  new  Boeings  and 
hired  airline  executives 
fi'om  around  the  world  to 
help  him. 

The  result  has  been  a  romp.  Neither 
frumpy  Indian  Airlines  nor  poorly  fi- 
nanced private  rivals  can  compete  with 
Jet's  onboard  service,  impressive  30- 
minute  tumai'ound  time  between  flights. 


GOYAL:  Critics  say 
that  Jet's  founder 
blocked  Tata's  bid 


DELHI  COUNTER:  Jet  is  winning  with  ^ 
strong  service  and  short  layovers 


and  average  passenger  loads  of  ovei 
70%.  Saroj  Datta,  a  former  Air-Ind«: 
and  Kuwait  Airways  executive  who  if] 
Goyal's  chief  lieutenant,  also  gives  cred 
it  to  his  boss's  obsession  with  quality] 
Wlien  he's  on  a  Jet  Airways  flight,  Goy- 
al giills  the  crew  and  scours  the  air- 
craft for  upholsteiy  stains  and  cai-pel 
rips.  The  effort  is  pacing  off:  In  the  lat 
est  fiscal  year,  revenues  rose  32%,  tc 
$300  million.  Profits  were  $11  million. 

Yet  Jet  Aii-w^ays  may  not  have  suc- 
ceeded if  Tata  had  gotten  airbome.  TatJ 
has  plenty  of  capital,  and  it  recniited 
poweiful  ally,  Singapore  Airlines  Ltd.,  t( 
help  operate  the  new  carrier  in  eX' 
change  for  equity.  So  as  soon  as  Tats 
petitioned  the  government,  Goyal  w^ent 
into  action.  He  rapidly  expanded  fi'onr 
six  planes  to  its  current  22  to  read 
critical  mass  before  Tata  got  going. 
XENOPHOBIA.  That  was  smart,  but  critics 
allege  that  in  his  zeal  to  outwit  Tat£ 
Goyal  took  advantage  of  his  close  ties 
with  legislator  and  regulator.  Datta  re- 
torts that  any  busiriess  tries  to  minimizt 
competition.  But  as  for  inmoi*s  that  Goy- 
al exerted  undue  influence  on  Pai'Uament 
he  says:  "This  is  malicious  infoiTnatior 
cii'culated  to  taiTiish  oui*  reputation." 

Could  be.  Indian  pohtics  is  a  nastj; 
game.  But  the  government  has  thi'owTi 
many  obstacles  in  Tata's  path,  and  leg- 
islators have  charged  that  Tata  was 
fi'ont  for  Singapore  Ahiines'  bid  to  iiile 
India's  skies.  This  xenophobia  prompted 
regulators  last  year  to  ban  foreign  car 
liei-s  fi'om  investing  in  domestic  airlines, 
Tata  dropped  Singapore  as  a  partner, 
-  and  Goyal  bought  out  his 
.■\i'ab  shai"eholdei"s.  But  leg- 
islators still  claimed  Tata 
was  working  with  Singa- 
pore, prompting  Tata  to 
give  up.  "We  were  not  will- 
ing to  wait  endlessly,"  says 
Tata's  Eric  Vas,  manager 
of  the  project. 

Now  notliing  should  stop 
Goyal,  except  possibly  his 
own  ambition.  He  recently 
boiTowed  $400  million  to  in- 
crease his  fleet  to  32  jets, 
Bankei-s  and  airline  analysts 
say  such  fast  expansion  of- 
ten proves  the  downfall  of 
young  airlines.  Either  an 
economic  dowTitiu'n  cuts  travel  dramati- 
cally or  haiiied  crews  cannot  keep  the 
planes  arriving  safely  on  time.  Goyal, 
however,  has  defied  the  odds  before.  For 
now,  he  is  India's  only  aii'line  mogul. 
By  Manjeet  Kripalani  in  Bombay 
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v^aharan  sand.  (j\\ac\er  ice.  'J'iye  (_hevi)"' "fahoe"  is  available  with  the  Autotrac" 
advanced  four-wheel-dnve  SLjstem  that  instantKj  adjusts  to  changing  terrain  all  over  the  world,  fush 
the  button  once  and  it  runs  efficiently  m  two-wheel  drive,  while  its  hi-mode  four-wheel  drive  lurLs 
on  standby  until  the  moment  you  need  it,  automatically  springing  into  action  to  help  keep  you  out  of  trouble. 
Clnfortunately ,  you  only  have  5/  million  scjuare  miles  to  try  it  out.  (^hevy  "pahoe. 
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THE  PHILIPPINES  NEEDS  AN  ACTION  HERO, 
BUT  ESTRADA  MAY  NOT  BE  IT 


Rumors  of  coups  d'etat  never  surfaced  in  Manila  when 
General  Fidel  V.  Ramos  was  president  of  the  Philippines. 
But  in  late  August,  just  two  months  after  Ramos  stepped 
down  to  make  way  for  successor  Joseph  Estrada,  disaffected 
army  officers  were  reported  to  be  plotting  one.  Estrada  sum- 
moned his  top  genei-als  to  demand  their  loyalty,  and  the  mmoi-s 
died  dowTi.  But  the  episode  underscores  the  shaky  start  of  a 
president  already  viewed  as  a  weak  and  ineffective  leader 

Estrada,  a  former  movie  star,  took  office  on  June  30, 
with  a  landslide  election  victory  and  a  clear 
mandate  to  help  the  poor.  Although  the  elite 
distrusted  him,  voters  thought  Estrada  was 
another  Ronald  Reagan,  the  great  communi- 
cator who  knew  how  to  rally  support  while 
delegating  the  rigors  of  economic  policy  tn 
subordinates.  But  Estrada  has  stumbled.  He 
has  fought  publicly  with  opponents  over  issues 
such  as  moving  the  burial  place  of  dictator 
Ferdinand  Marcos,  made  careless  statements 
about  the  economy,  and  allowed  cronies  from 
the  Marcos  era  to  reassume  key  business 
posts.  Manila  is  reeling  from  "the  lack  of  se- 
rious leadership,"  says  a  regional  investment 
banker.  If  Estrada  cannot  assert  strong  lead- 
ership fast,  political  and  economic  problems 
could  wipe  away  the  gains  of  the  Ramos  era — 
and  another  Asian  country  could  succumb  to 
the  ravages  of  regional  crisis. 

"MATTER  OF  EMPHASIS."  These  moves  are  drawing  an 
avalanche  of  criticism  and  wasting  the  administration's  ener- 
gies just  as  the  Asian  crisis  is  catching  up  with  the  Philip- 
pines. Far  from  gi'owing  this  year,  as  was  expected,  the 
economy  contracted  at  an  annual  rate  of  1.2%  in  the  second 
quarter.  Meanwhile,  unemployment  has  risen  to  more  than 
13%,  and  inflation  is  nearing  double  digits.  Analysts  fear 
nonperforming  loans  could  reach  20%  of  bank  portfolios. 
The  situation  cries  out  for  leadership.  But  Estrada's  initial 


ESTRADA:  Out  of  touch'i 


moves  have  spooked  investors.  In  a  speech  on  July  31,  he 
bluntly  announced  that  the  government  was  bankrupt.  It's 
not.  But  the  stock  market  plunged,  now  down  36%  for  th( 
year.  Cabinet  officials  have  scrambled  to  attempt  damage 
control.  Finance  Secretaiy  Edgardo  Espuntu  says  Estrada's 
statement  was  "a  matter  of  emphasis"  rather  than  fact.  He 
adds:  "We  have  not  lost  oui"  direction.  Our  feeling  is  we  car 
restore  confidence,  and  v/e  have  solutions  to  the  problems." 
They  include  spending  an  additional  $545  milHon — bank 
ruptcy  speech  or  no — on  rural  inft'astructure 
and  housing  by  the  end  of  the  year  as  a  way 
to  spur  gi-owth.  "As  you  develop  more  farm- 
to-market  roads  and  irrigation,  you  provide 
job  opportunities,"  Espiritu  says.  But  first  the 
government  must  find  the  money.  It  already 
has  a  $1.6  billion  budget  deficit  and  depend 
heavily  on  foreign  handouts.  To  find  new  mon- 
ey in  the  budget,  Estrada  has  proposed  cut- 
ting the  funds  that  powerful  members  of  Con- 
gress use  for  social  "pork  barrel"  projects 
back  home.  While  that  would  save  about  $1 
billion,  most  analysts  deem  the  plan  political- 
ly untenable.  Esti'ada  also  wants  to  freeze 
military  spending — an  unpopular  idea  with  an 
already  disgruntled  army. 

Estrada  would  have  a  better  chance  of  push 
ing  through  progi'ams  if  he  could  coordinate 
policy  better  But  the  power  vacuum  has  re- 
sulted in  squabbling  cabinet  secretaries  jockeying  for  domi- 
nance. There  are  also  concerns  that  Estrada  is  out  of  touch: 
When  the  U.  S.  Nav;y'  conducted  joint  military  exercises  with 
the  Philippines  in  early  August,  Estrada  telephoned  his  de- 
fense secretary  to  ask  what  the  devil  was  going  on.  The 
commander-in-chief,  clearly,  had  not  been  infonned.  In  his 
movie  days,  Estrada  usually  played  a  take-charge  guy.  He 
needs  to  also  play  that  role  in  office. 

By  Sheri  Pmsso  ui  New  York  ami  Hugh  Filman  in  Manila 


GLOBAL  WRAPUP 


RUSSIAN  BOON  FOR  ISRAEL 

►  Israel  believes  there's  a  silver  lin- 
ing to  the  crisis  in  Russia.  Immigrant 
Absorption  Minister  Yuli  Edelstein 
says  increasing  numbers  of  Jews  from 
Russia  and  Ukraine  have  been  head- 
ing to  Israel  since  economic  and  polit- 
ical turmoil  flared  up  there  in  August. 
Edelstein,  a  Russian  immigrant  him- 
self, is  e::pecting  up  to  100,000  Rus- 
sian Jews  to  seek  permanent  residen- 
cy this  year.  In  recent  years,  65,000  to 
70,000,  out  of  a  community  of  1  million 
to  1.5  million  in  Russia  and  Ukraine, 


have  settled  in  Israel  annually.  IsraeH 
officials  believe  immigrants  help  spur 
economic  growth,  which  is  stuck  at 
about  1.5%  this  year. 

A  NORTH  KOREAN  MISFIRE 

►  North  Korean  officials  have  never 
been  above  brinkmanship,  but  this 
time  their  game  may  have  backfired. 
The  military  test-fired  a  new  ballistic 
missile  over  a  Japanese  island  and 
into  the  Pacific  Ocean  on  Aug.  31, 
prompting  outrage  in  Tokyo.  North 
Korea  may  have  been  aiming  at  gain- 
ing concessions  in  ongoing  talks  with 


U.  S.  and  South  Korea  in  New  York. 
But  Japanese  officials  say  they  are  no 
longer  interested  in  restoring  diplo- 
matic relations  with  Pyongyang.  And 
Tokyo  says  it's  withdrawing  its 
pledge  of  $1  billion  to  help  pay  for 
North  Korean  nuclear  reactors — part 
of  the  discussions  in  New  York.  But 
even  though  North  Korea  may  have 
lost  money  and  diplomatic  goodwill, 
the  missile  firing  may  end  up  a  morale 
booster  for  its  military.  The  incident 
happened  just  as  leader  Kim  Jong  II 
prepares  to  assume  his  title  as  Presi- 
dent and  head  of  state. 
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OFFICE  SPACE  IS  EXPENSIVE.  WE  THOUGHT  WE'D  SAVE  YOU  AN  EXTRA  FOOT  OR  SO. 

IBM  Flat  Panel  Monitors  don't  |ust  save  valuable  space,  they're  also  more  functional  than  their  bulky  counterparts.  They  offer  crisp, 
flicker-free  images  in  up  to  16,7  million  color  combinations,  use  75-80%  less  energy  and  give  off  1/3  of  the  heat.  All  from  a  monitor  with 
a  footprint  over  60%  smaller.  Better  thinking  for  your  e-business.  Visit  www.ibm.com/pc/us/accessories  or  call  1  800  IBM  7255,  ext,  4902. 


14,1"  or  16.1"  viewable  image  sizes  /  Pearl  white  or  stealth  black  /  Top  Ten,  iF  Product  Design  Awards,  1998  /  From  $999 
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Who  is  James  Curvev?  He 

V 

just  may  be  the  man  who 
saves  Fidelity  from  itself 


Diuing  the  foui-day,  1.000-point  stock  mai'ket  debacle 
that  staited  on  Aug.  26,  the  atmosphere  at  Fidehty 
Investments  in  Boston  was  less  hectic  than  on  the 
rtooi-s  of  the  stock  exchanges.  With  many  fund  man- 
agers on  vacation,  trading  fell  to  half  its  nomial  vol- 
ume of  o^c  to  7<7f  of  all  Wall  Street  trades.  Tele- 
phone calls  from  shareholders  increased.  All  told,  customers 
moved  some  S2.5  billion  from  Fidelity's  equity  funds  into 
money-market  funds.  That's  nothing  to  sneeze  at,  but  it's  a 
pittance  compai'ed  with  the  .S487  billion  in  equity-fond  assets 
managed  by  the  nation's  No.  1  fund  company.  Dividend 
Growth  Fund  manager  Charles  Mangum,  who  intemipted  his 
beach  vacation  to  go  bargain-hunting  for  beaten-down  finan- 
cial stocks,  says:  "Hey,  mai-kets  go  down,  too."  He  adds: 
"It's  a  good  excuse  to  upgi-ade  your  portfolio." 

Fidelity  has  been  doing  a  lot  of  upgrading  beyond 
Mangiun's  fimd.  Even  with  August's  gitiesome  rout.  Fidelity 
funds  are  holding  up  well  against  their  peei-s.  For  the  year 
through  Sept.  1,  Fidehty's  U.  S.  diversified  equity  funds 
ranked  No.  2  in  performance  among  the  nation's  10  largest 

fimd  companies,  according  to  a 
MoiTiingstar  Inc.  analysis  con- 
ducted for  BUSI.XESS  WEEK. 

  Of  coiu*se,  neaiiy  all  funds 

ai'e  getting  hit.  Fidelity's  av- 
erage retiu-ns  of  -1.9'7r  for  1998,  and  0.69c  for  the  past  12 
months  aren't  amthing  to  brag  about.  But  this  yeai''s  per- 
fonnance  is  only  half  a  percentage  point  behind  the  leader 
American  Fimds  Group,  and  is  nine  percentage  points  ahead 
of  Franklin,  the  laggard  (table,  page  180). 

Indeed,  Fidehty  is  mounting  a  comeback  after  its  crisis  in 
1995  and  1996.  In  the  midst  of  a  strong  bull  market,  many  of 
its  biggest  funds  tiuTied  in  poor  perfomiances  as  a  result  of 
unchecked  asset  growth  and  wild  bets  that  went  bad.  Many 
top  fimd  managers  bolted,  and  the  company  faced  heavy 
criticism  fi-om  customei's  and  investment  pros.  The  giant's  re- 
tiuTis  so  dismayed  investors  that  in  the  fotuth  quaiter  of 
1996.  when  its  rivals  were  taking  in  bilhons,  it  suffered  net 
outflows  of  S158  million.  The  flagship  Fidelity  Magellan  Fimd 
still  has  not  recovered.  Since  April,  1996,  investors  have 
pulled  more  than  Sll  billion  out  of  the  roughly  S70  billion  fimd 
even  though  performance  has  improved. 
"OUT  OF  COffTROL."  Behind  Fidelity's  attempt  at  renewal  is  a 
complete  ovei'haul  of  the  mutual-fund  operation  and  an  even 
broader  restructuring  of  the  entire  Fidelity  empire.  Those 
changes  include  a  bi"and-new  national  T\'  and  print  advertising 
campaign  featming  foitner  Magellan  manager  Peter  Ljtich 
and  comic  Lily  Tomlin.  In  a  shai"p  break  fi'om  past  campaigns 
this  one  doesn't  push  paiticulai" 
products  but  rather  encourages 
people  to  seek  advice  at  Fi- 
delity. Later  this  fall.  Fidelity 
win  roll  out  new-  brokei-age  ser- 
vices aimed  at  making  up 
gi'Oimd  lost  to  the  gi'owing 
nimiber  of  financial  industr\-  gi- 
ants tai'geting  Fidehty's  tiuf. 

Orchestrating  Fidelity's 
makeover  is  James  C.  Ciuvey, 
an  imlikelv  character  to  lead 


break  fi'om  past  campaigns.  -  ^^^^^^H;^^HHi^^^^Hi^^^HHHHHIIil^^^HB[ 
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JOHNSON  (LEFT)  CALLED 
CURVEY'S  SCATHING 
CRITICISM  "RIGHT" 


CURVEY  SHAKES 
UP  FIDELITY 

•  Revives  mutual-fund 
performance  by  installing  new 
management 

•  Streamlines  Fidelity's  top 
management,  consolidating 
12  jobs  into  five 

•  Changes  compensation  to 
reward  teamwork 

•  Forces  executives  to 
identify  and  train  successors 

24,  1997,  he  called  a  meeting  of  the  operating  committee,  leav- 
ing Johnson  out  of  the  loop.  Curvey  went  around  the  iwm,  crit- 
icizing his  peers  and  telling  them  what  he  thought  they  were 
doing  wi'ong.  His  piimaiy  target  was  J.  Gaiy  Biu'kliead,  pres- 
ident of  Fidelity's  mutual-fund  unit.  Curvey  also  went  after  for- 
mer marketing  chief  Paul  J.  Hondros,  an  abrasive  former 
Pliiladelpliia  cop  who  was  leading  a  mai'keting  campaign  that 
was  not  stopping  the  bloodletting.  After  two  hom-s  with  the 
committee,  Cui'vey  went  to  the  chainnan.  "Things  ai'e  out  of 
control,"  he  recalls  telling  Johnson.  His  first  recommendation: 
Replace  Burkhead  immediately.  "We've  got  to  get  liim  out  of 
there,"  Cui"vey  recalls  saying.  "He's  biu'ned  to  a  crisp." 

Curvey's  tirade  was  a  turning  point  for  Fidelity.  Johnson 
agi'eed  with  Cui'vey.  Within  weeks,  Burkhead  was  bumped 
upstaii"s  to  vice-chaiiTiian  ovei"seeing  institutional  strategy.  The 
following  week — on  May  1,  1997 — Johnson  named  Curvey 
chief  operating  officer,  giving  him  sweeping  power  over  op- 
erations. Hondros  resigned  a  few  months  later.  Sixteen 
months  later,  on  Sept.  3,  1998,  Johnson  gave  Curvey  the 
added  title  of  president,  solidifying  liis  authority  as  Johnson's 
right-hand  man.  Says  Johnson:  "I  knew  Curvey  was  right,  and 
I  knew  he  could  fix  it." 

Cm-vey  is  radically  shaking  up  Fidelity's  corporate  cultui-e, 
tiying  to  repaii"  divisive,  behind-the-scenes  management  prob- 
lems that  contributed  to  the  1995-96  crisis.  He  has  totally  re- 
aligned Fidelity's  senior  ranks  and  restiiictui-ed  virtually  all  of 
its  operations  aimed  at  selling  products  to  individual  investor, 
brokers,  registered  investment  advisers,  and  banks. 

Centi-al  to  Cui'vey's  approach  has  been  to  sharply  rein  in  the 
decentralized,  entrepreneuiial  culture  that  sei-ved  Fidelity  so 
well  when  it  was  small.  Power,  once  spread  among  12  senior 
managers  reporting  to  Johnson,  has  been  consolidated  among 
five  managers.  All  the  top  players  now  have  20%  of  their 
bonuses  tied  to  their  success  in  cooperating  with  one  another. 

This  seemingly  innocuous  new  compensation  system  is  a 
cb-amatic  step  for  Fidelity.  In  the  old  Fidelity,  conflicting  goals 
and  competition  among  top  executives  led  to  numerous  prob- 
lems, including  redundant  technology  development  and  mai'- 
keting efforts  and  turf  battles  over  customers.  "Suspicion  and 
misti-ust  among  different  units"  was  one  factor  behind  the 
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Fidelity  back  to  health 
(page  188).  Until  early  last 
year,  Cui'vey,  63,  was  pres- 
ident of  Fidelity's  venture- 
capital  company,  watching 
over  a  car  service,  a  news- 
paper chain,  and  other  pet 
investments  of  Chairman 
Edward  C.  "Ned"  Johnson 
III.  Though  he  had  no  role 
in  overseeing  mutual  funds, 
he  was  a  member  of  the 
parent  company's  nine-man 
operating  committee. 

But  Curvey  says  he 
couldn't  stand  watching  a 
disaster  unfold.  So  on  Mar. 


slow  development  of  a  Windows-based  softwai'e  progi-ani  for  re- 
tail bi-okerage  customers  called  Fox  On-Line  Xpress,  says 
Mai'k  A.  Peterson,  president  of  Fidelity's  computer  operations. 
Tlie  tlu'ee-yeai'  delay  in  developing  Fox,  followed  by  a  shorter 
delay  in  launching  stock  trading  on  the  Internet,  allowed  com- 
petitors, such  as  Charles  Schwab  &  Co.  to  surge  ahead  in 
electronic  brokerage.  Cui-vey  "has  forced  us  to  really  rethink 
the  way  we  did  things  here,"  says 
Abigail  P.  Johnson,  daughter  of  Ned 
Johnson  and  a  senior  vice-president. 
Curvey's  insistence  on  ousting 
Burkhead  as  head  of  mutual  funds  has  proved  to  be  his 
most  prescient  move  so  far — and  the  one  with  the  most  im- 
pact on  the  company's  12  million  fund  shareholders.  Bui'k- 
head's  replacement  is  Fidelity's  longtime  general  counsel, 
Robert  C.  Pozen,  a  govemment  affairs  specialist  who  de- 
clined an  offer  to  become  President  Clinton's  lead  Far  East 
trade  negotiator  when  he  signed  on  to  his  new  job. 
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NEWTACTie  44  We  came  t( 
grips  with  the  idea  that 
even  if  the  [stock]  price 
is  rich,  if  the  earnings  are| 
good,  you  can  still  have 
good  appreciation 

—  ROBERT  C.  POZEN,  MUTUAL  FUNDSl 


Since  taking  over  in  April,  1997,  Pozen  has  j 
restored  order  among  Fidelity's  force  of  32(  ! 
fund  managers  and  analysts.  No  high-ranking  i. 
equity  managers  have  left  Fidelity  since.  A  kej » 
tool  for  doing  this:  money.  Fidelity  managers 
were  hardly  undeipaid  before,  but  in  1997  anc 
1998,  Fidelity  granted  millions  of  dollars  ir 
stock  of  the  privately  held  company  to  key  fund 
managers,  all  defeired  as  an  incentive  to  stay.| 
Size  had  become  a  handicap.  Many  Fidelitj 
funds  had  gi'own  so  large  they  could  no  longer  nimbly  ma-| 
neuver  through  the  market  as  they  had  in  the  past.  The 
size  problem,  many  womed,  made  them  less  Ukely  to  ever 
again  produce  the  spectacular  returns  they  achieved  wher 
they  were  smaller.  In  1993,  for  example.  19  out  of  20  Fidell-I 
ty  gi-owth  funds  beat  the  Standard  &  Poor's  500-stock  indexj 
many  by  a  margin  of  more  than  2  to  1. 
CLIENTS  DEFECT.  That  incredible  perfonnance  led  investors  to 
pom-  money  into  Fidelity  at  unprecedented  rates.  Faced  with 
billions  of  dollars  in  new  cash,  many  fund  managers  in  1994 
began  sidestepping  Fidelity's  traditional  approach  of  investing 
in  a  diversified  ai-ray  of  hundreds  of  fast-gi'owing  small  and 
midsize  companies  in  favor  of  making  big  bets  on  whole  sec- 
tors of  the  economy,  such  as  technology  stocks  or  govemment 
bonds.  Some  fimds  strayed  wildly  from  the  objectives  de- 
scribed in  theii-  prospectuses.  The  Blue  Cliip  Grov\1.h  fund,  for 
example,  invested  heavily  in  unknown  small-cap  stocks. 
Even  worse,  perfonnance  was  hurling  Fidelity's  reputation 


Fidelity's  Looking  Better  Against  the  Competition 

How  it  stacks  up  against  its  rivals,  short-  and  long-term 

CUMULATIVE  AVERAGE  TOTAL  RETURN* 

FUND  GROUP  YEAR  TO  DATE      FUND  GROUP  _         1-YEAR  FUND  GROUP  3-YEAR      FUND  GROUP  

AMEmCAN  -i.4%    AMERJCAN  ^ ^ ^ ^ ^ ^ T4%  AMERJCAN  [ ^ ^ [ ^ "  15.2%    VANGUARD"  1 12.7% 

FIDELITY  -1.9     FIDELITY  0.6  yANGUARD  55.0      FIDELITY  105.4  _ 

AMER.  century' ' '-5.Y '   f  UTNAm] ^ ! ! ^ ! " ^ ! 't2J' J-  RQW| _PRICE     50.3. _   J, _R_OWE .PRICE     103.0. . 

VANG U  ARD  -5.3     ][     WE  .PRICE  f  IDELITY  48. 1      .P.UJN  AM  102.4 

PUTNAM  -5.5     yANGUARD  -3..7_.  .P.UTNAM  47.5      AMERICAN  98.3 

AIM  -6.8     IDS  -4.7  IDS  44.3      fRANKUN  95.2. 

IDS  -6.8     K^M^]  j^^^^^^  fRANKLLN  .4.1.9  _   AIM  91.4 

MERRILL  LYNCH     -7.4     AMEr] ^CENTURY    -5.6  AMER, .CENTURY    41.1      AMER, .CENTURY  82.9 

irROWE  PRICE      -8.5     MI^RJIrLLYNCH     --7.5  MERRJLL  LYNCH     38.2      IDS  80.1. 

FRANKUN -10.9     FRANKLIN  -8.7  AIM  36.3      MERRILL  LYNCH  77.3 

Average  returns  are  for  10  largest  fund  companies  (excluding  money-market  funds);  *Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes  for  time 

returns  exclude  index  funds  periods  ending  Sept.  1, 1998,  preliminary  results  data,  morningstar  inc. 


180  BUSINESS  WEEK  /  SEPTEMBER  14,  1998 


^klSTER  NOW  FOR  THE  DEFINITIVE  NETWOKMN^wtm 
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Discover  the  Outer 
Reaches  of  Networking 


NTERPRISE 


PUBLIC  NETWORKS 


Experience  the  m6st  forward-thinking  technologies  from 
over  600  top  networking  vendors.  Expand  your  knowledge 
and  capabilities  through  NetWorld+lnterop's  world- 
renowned  educational  programs.  Meet  networking's 
visionaries  and  discover  what  the  future  holds.  That's 
why  we  call  it  the  Definitive  Networking  Event. 

At  the  heart  of  it  all  is  the  InteropNet'r  The  world's  largest 
short-term,  real-time  network  is  the  only  place  to  see  so 
many  technologies  interacting  in  ways  you  never  thought 
were  possible. 


What's  happening  at  NetWorld+Interop  is  what's  shaping 
the  future.  It's  the  one  event  that's  too  important  to  miss. 
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NETW#RLD 


October  19-23  •  Georgia  World  Congress  Center  •  Atlanta,  Georgia 
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NEW  RIGOR  Curveyhas 
the  blessing  of  Fidelity's 
heir  apparent.  "[He]  has 
forced  us  to  really  rethinl 
the  way  we  did  things 
here,"  she  says 
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with  companies  that  offer  mutual  fimds  in  their  401(k)  plans. 
It  began  losing  new  business  to  such  rivals  as  Putnam  In- 
vestments, which  at  the  time  had  better  returns. 

Pozen's  predecessor,  Burkhead,  put  an  end  to  the  wild 
sector  bets  and  ordered  managers  to  stay  within  the 
investment  objectives  outhned  in  the  prospectus.  But  Pozen 
directly  responded  to  the  most  serious  complaint  from 
the  outside:  the  unchecked  growth  of  the  funds.  Soon  after 
taking  charge,  he  closed  Fidelity's  four  biggest  funds  to 
new  retail  investors:  Magellan,  Contrafund,  Low-Priced 
Stock,  and  Growth  &  Income. 

A  number  of  smaller  fixes  are 
also  helping.  Pozen  cut  the  work- 
load of  some  managers  and  appoint- 
ed apprentice  managers  for  some 
smaller  funds.  Fidelity's  248  analysts  have  been  divided  between 
small-cap  and  lai'ge-cap  stocks  and  seven  specific  industiy  sec- 
tors. Analysts  now  cover  only  35  companies  instead  of  68  and 
spend  two  years  specializing  in  an  area  instead  of  one. 
HONING  DATA.  Other  changes,  as  well,  are  helping  the  funds 
gain  against  rivals.  One  is  a  new  stoek-picldng  approach  that 
is  changing  the  way  Fidelity  invests.  Under  the  old  system, 
devised  by  Lynch,  Fidelity  focused  on  buying  companies 
wdth  strong  earnings  gi'owth  that  were  likely  to  beat  Wall 
Street  earnings  estimates,  and  it  traded  aggi'essively  in  and 
out  of  these  mostly  small-  and  mid-cap  stocks. 

Now,  Fidelity  is  less  concerned  with  beating  the  Street's 
earnings  estimates  and  is  focusing  more 
on  companies  with  consistent  earnings 
gi-owth.  "We  came  to  giips  with  the  idea 
that  even  if  the  price  is  rich,  if  the  earn- 
ings are  good,  you  can  still  have  good 
appreciation,"  Pozen  says. 

This  has  led  many  Fidelity  fimds  into 
large  stocks,  such  as  Coca-Cola  and  Mi- 
crosoft, that  have  high  price-earnings  mul- 
tiples. Now,  says  Dividend  Growth  Fund 
manager  Mangum,  "I'm  much  more  will- 
ing to  take  multiple  risk  than  earnings 
risk,"  in  part  because  the  fast-growing, 
smaller  companies  Fidelity  used  to  favor 
tend  to  get  pummeled  by  investors  if 
they  have  even  slight  earnings  pi-oblems. 


ABIGAIL  P.  JOHNSON 


Another  reason  for  the  movement  into  largi 
cap  stocks  is  a  new,  broad  set  of  quantitati\ 
data  designed  to  identity  investments  that  dra 
down  the  fimd's  peribmiance.  Quaiterly  financi 
reports  pick  apart  fimd  holdings  and  strateg 
The  data  includes  compaiisons  of  each  fimd's  ii 
dustiy  sector  weightings  with  those  of  compe' 
ing  non-Fidelity  funds  and  analyses  of  wh; 
would  happen  if  the  fimd  doubled  its  bets  on  i1 
20  largest  holdings. 
The  most  valuable  information,  Pozen  says,  identifies  hoi 
ings  that  are  underweighted  relative  to  a  fimd's  benchmar 
If  a  fimd  whose  bogey  is  the  Standai'd  &  Poor's  500-stock 
dex  has  1%  of  its  money  in  Intel  Coi-p.,  it's  a  negative  be 
since  Intel  constitutes  1.6%  of  the  index.  The  fund  will  suffe 
against  its  benchmark  if  Intel  does  well. 

The  system  prods  managers  into  paying  more  attention  t 
their  smaller  holdings,  which  often  get  short  shiift  in  a  larg 
portfolio.  The  idea  is  that  if  a  manager  likes  the  stock,  he  o 
she  should  consider  increasing  the  position.  Conversely,  thos 
positions  that  are  undei-weighted  because  the  manager  ha 
cooled  on  the  company  may  be  targets  for  sale.  Fund  mar 
ager  Mangimi  says  this  analysis  has  helped  liim  run  his  $7  M 
lion  fimd  by  eliminating  smaller  positions,  wliich  take  time  t 
monitor  but  have  little  impact  on  returns.  "If  I  can't  own  af 
least  1%  of  a  company,  why  bother?"  he  says.  So  he  ha'; 
used  the  quarteiiy  reports  to  help  him  trim  his  portfoli 
down  to  123  stocks,  from  250.  Many  of  his  top  holdings  ar 
now  also  heavily  ovei-weighted  compared  with  the  weightin 
they  get  in  the  s&P  500,  Mangiun  says. 

Fidelity  has  another  analytical  tool  that  can  help  improv' 
perforaiance.  Funds  that  trade  aggi'essively  have  high  trad 
ing  costs,  which  can  hurt  returns.  So,  Fidelity  now  produce 
a  separate  report  monthly  showing  how  much  a  fund  migh 
save  if  it  reduced  its  trading.  Not  all  managers  use  it- 
Mangum,  for  one,  says  smart  stock-picking  should  more  thai 
overcome  the  increased  cost  of  trading.  But  many  Fidelit; 
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funds  are  trading  noticeably  less  than  before.  Magellan,  for 
example,  turned  over  its  portfolio  about  once  every  ten 
months  in  1995,  but  now  it's  nearly  once  eveiy  three  years. 

The  jui-y  is  still  out  on  whether  Fidelity's  revamped  stock- 
picking  machine  will  bring  back  its  halcyon  days  when  many 
funds  routinely  beat  the  mai'ket.  The  new  analytical  tools  may 
not  help  the  behemoth  funds  very  much  if  the  market  starts 
to  favor  small-  and  mid-cap  stocks. 

Some  Fidelity  watchers,  including  several  former  Fidelity 
fund  managers,  argue  that  some  larger  funds  now  look  more 
like  inde.x  fimds.  Eric  Kobren,  publisher  of  Fidelity  Insight, 
calculates  that  some  large  fimds,  such  as  Grov^^h  &  Income, 
^^^^^^^^^^^^^  have  a  98%  correlation  with  the 
R39iBBHH|H||H  s&p  500  over  the  past  three  years. 
U^^U^^^j^^^^l  One  former  manager  says:  "All 
these  guys  are  getting  paid  to  do  is 
tweak  indexes."  Says  another:  "It's  a  form  of  indexing ...  a 
certain  amount  of  s&p  stocks  need  to  be  in  the  fund." 
NEW  CANDOR.  Abigail  Johnson,  who  oversees  the  Fidelity 
growth  fimds,  dismisses  that  claim.  "That's  not  supportable  if 
you  look  at  the  data."  Fewer  than  half  of  Magellan's  holdings 
were  in  the  s&p  500  earlier  this  summer.  Pozen  notes  that 
most  funds  are  invested  in  a  wide  vaiiety  of  holdings  beyond 
the  s&p  500.  For  example,  as  of  June  30,  only  118  of  Contra- 
fund's  336  stocks  were  s&p  .500  issues. 

Some  of  Fidelity's  harshest  critics  from  a  few  years  ago 
now  think  it  is  making  the  right  moves.  David  O'Leary, 
president  of  Alpha  Equity  Research  Inc.  in  New  Hampshii'e, 
had  been  a  vocal  critic  of  Fidelity's  forays  into  sector  bets  and 
bonds  in  1995  and  1996.  But  now  he  says:  "Fidelity  is  back  to 
doing  what  it  does  best:  stock-picking."  Russel  Kinnel,  editor 
of  Morningstar  Mutual  Funds,  says:  "Fidelity  is  coming  to 
grips  with  the  problems  of  nanning  enormous  funds." 

Fidelity's  turnaround  is  a  work  in  progress.  Company  of- 
ficials have  said  little  publicly  about  the  changes  until  now,  be- 
lieving they  were  not  complete.  But  Curvey  says  the  company 
should  acknowledge  its  past  mistakes  and  move  on:  "We're  al- 
most a  public  trust  here . . .  and  we  have  an  obligation  to  tell 
people  what  the  hell  is  going  on." 

Curvey's  candor  is  refreshing  for  Fidelity.  The  privately 
held  company  in  the  past  has  been  loathe  to  discuss  its  affairs 
with  outsiders  unless  boasting  about  its  successes.  And  Cur- 
vey's leadership  comes  none  too  soon.  The  crisis  that  prompt- 
ed his  secret  meeting  with  the  operating  committee  led  to  a 
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Alter  pouring 
millions  into 
competing 
processing 
systems, 
Fidelity  is 
consolidatinij 


ier  controls  data  processing 


sales  slump  fi'om  which 
delity  has  yet  to  fully  r 
cover  In  1995,  Fidelity  cc 
lected  nearly  one-third 
new  money  flowing  int 
mutual  funds.  But  thi-oug 
the  fii'st  half  of  1998,  Fidelity's  market  share  stood  at  ju; 
7.3%  (chart,  page  182). 

Of  com-se,  there's  more  to  this  company  than  mutual  fund 
One  long-held  goal  left  unchanged  by  Cui^vey  is  to  diversii 
the  busmess  and  make  the  company's  fortunes  less  dependei 
on  mutual  funds.  Fidelity  now  sells  dozens  of  products- 
both  financial  and  nonfinancial — developed  by  more  than 
sepai'ate  companies.  The  offeiings  range  from  stock  trading  tj|i» 
bond  undeinvi'lting  to  insui'ance  and  back-office  support  fc 
brokers,  independent  investment  advisers,  and  corporate^ 
benefits  departments. 

Johnson  built  these  businesses  by  exploiting  the  advantage 
of  being  privately  held.  He  incubated  each  one  from  scratch- 
sometimes  doubling  up  efforts  to  create  competition.  Many  li 
funded  for  years,  even  if  they  lost  money.  Several  Fidehl 
sources  say  its  retail  brokerage  unit  hasn't  made  a  dime  i 
years.  Fidelity  declines  to  comment.  Many  of  these  unit 
were  nan  by  high-ranking  execs  with  their  own  budgets  an 
total  autonomy — and  responsibility — to  organize  and  mark* 
their  products  as  they  wished. 

Curvey  says  this  system  broke  down  as  Fidelity's  gi-owt 
soai-ed.  Before  he  become  coo,  Fidehty  had  17  internal  new- 
papers  and  five  nearly  identical  software  progi'ams  unde 
development  for  five  different  paits  of  the  company.  Huncbvi  i 
of  millions  of  dollai's  in  mai'keting  and  promotions  were  bein 
spent  on  duplicate  or  competing  projects. 

Fidelity  has  been  acclaimed  for  its  technological  expei 
tise,  but  that  has  come  at  an  enormous  price.  In  one  oft-cite^ 
case  by  former  employees.  Fidelity  spent  hundreds  of  million 
of  dollars  over  seven  years  developing  competing  data  pi 
cessing  systems  to  handle  customer  accounts.  Finally  lasi 
year,  one  project,  called  Vantage  20/20,  was  scrapped  de 
spite  an  investment  some  former  employees  estimate  at  $50i 
million.  Curvey  won't  confimi  that  figure,  but  he  says  not  a 
of  the  money  spent  on  Vantage  was  wasted,  since  parts  of  th 
project  have  been  adopted  in  other  company  systems. 

Cui-vey  has  stalled  cleaning  up  the  mess.  He's  consolidate* 
Fidelity's  computer  operations  under  one  executive,  Mark  A 
Peterson,  who  has  built  a  new  computer  center  in  New  Hamp 
shii'e  to  handle  online  transactions,  which  now  amount  to  609 
of  brokerage  trades.  Curvey  also  named  Bui'khead  to  oversei 
all  brokerage  and  mai'keting  operations,  consolidating  11  units 
Curvey  has  also  assigned  each  operating  committee  membe: 
cross-company  projects  to  force  them  to  work  together  And  h 
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bases  part  of  their  bonuses  on  how  well  they  develop  succes- 
soi's.  "None  of  what  Fin  doing  is  rocket  science,  but  we've  nev- 
er had  any  of  this  before,"  says  Curvey. 

Johnson  has  wisely  decided  not  to  tiy  to  rebuild  his  com- 
pany alone.  At  68,  he  is  preparing 
for  retirement,  though  he  refuses 
even  to  hint  at  when  that  might 
come.  He  ran  Fidelity  without  a 
12  years,  but  he  now  is  trying  to 
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second-in-command  foi 
build  a  management  team,  capable  of 
nmning  Fidelity  when  he  steps  down. 
Although  Curvey  has  been  the  mover 
behind  Fidelity's  shakeup,  he  will  not 
necessarily  succeed  Johnson.  Johnson 
says  he  will  decide  on  his  successor 
when  he  retires,  based  on  "who's  avail- 
able at  the  time  and  what  skills  the  com- 
pany needs." 

FAR  ENOUGH?  His  fii'st  choice  is  Abigail,   

3().  A  former  fimd  manager,  she  joined 
the  executive  ranks  last  yeai-  to  help  oversee  funds  and  broad- 
en her  exiDei-ience  dealing  with  other  paits  of  the  company,  in- 
cluding the  mai-keting,  public  relations,  and  legal  departments. 
She  owns  24.5%  of  Fidelity's  voting  stock,  potentially  worth  $4 
billion  to  $5  billion  if  Fidelity  went  public,  according  to  indus- 
tiy  estimates.  Her  father  owns  12%,  and  other  Johnson  family 
members  own  an  additional  13%. 

Abigail  is  the  beneficiaiy  of  a  trust  that  grants  her  own- 
ership of  Fidelity  "for  her  lifetime"  and  could  keep  owner- 
ship in  the  family  for  another  generation  as  well,  her  father 
says.  Two  years  ago,  he  gave  51%  of  the  company's  voting 
stock  to  50  top  employees,  as  a  way  to  reduce  estate  taxes. 
Since  then,  many  employees  have  hoped  that  Fidelity  will 
go  public,  producing  windfall  profits.  Fidelity  may  be  worth 


A  Fidelity  IPO  may  be 
worth  $20  billion.  But 
Abby  Johnson  wants 
the  firm  to  stay  private 


$20  billion  in  an  initial  public  offering,  some  estimat 
The  trust  allows  Abigail  to  sell  Fidelity  or  take  it  publi 
But  Johnson  says  he  does  not  want  that  to  happen.  "I'l 
not  really  going  to  reach  out  of  the  grave  and  curse  her  if  si- 
does  that,"  Johnson  quips.  But,  he  adds,  "there  wouldn't  I 
any  sti'ong  financial  incentive  at  all"  for  her  to  do  so.  "If  thei 
were  good  business  reasons,  maybe  it  would  happen,"  Johnsc 
adds.  Abigail  says  $he  wants  Fidelity  to  remain  private. 
Abigail  has  her  choice  of  jobs,  her  father  says.  She  cs 

  oversee  strategy,  head  operations,  or  n 

main  in  a  lesser  role,  he  says.  Abby  saj 
she  will  decide  that  when  the  tini 
comes.  Her  father,  she  adds,  is  in  e3 
cellent  health  and  will  "probably  nevei 
retire.  He  has  worked  out  regularly  wit 
a  personal  trainer  in  his  Boston  home  fc 
the  past  10  years,  and  occasionally  cha 
lenges  his  aides  to  a  game  of  tennis 

Wliether  Cui'vey  and  his  changes  g 
far  enough  to  solve  Fidelity's  problems 
still  to  be  seen.  The  changes  in  the  mutual-fimd  unit  ai 
untested,  particularly  in  a  bear  mai'ket.  The  new  marketin 
strategy,  which  emphasizes  advice,  is  a  sharp  break  froi 
the  past  practice  of  promoting  funds.  And  new  bi'okerag 
products  that  Fidelity  will  roll  out  in  coming  months,  ii 
eluding  a  voice-recognition  trading  system  and  a  prograi 
to  offer  customers  investment  advice,  are  coming  on  th 
heels  of  similar  products  offered  by  competitors. 

Fidelity  is  far  from  being  the  money  machine  it  was  in  th 
early  1990s.  But  Cm'vey  has  stopped  the  bloodletting  and  ha 
Fidelity  back  on  the  warpath. 

By  Geoffrey  Smith  in  Bosta 
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*Past  performance  is  not  indicative  of  future  results  Tfie  Fund  s  net  asset  value  and  investment  return  will  fluctuate,  and  the  value  of  tfie  Fund's  shares  may  be 
more  or  less  than  onginal  cost  upon  redemption  Investments  in  foreign  equities  involve  currency,  market  and  political  nsks  Performance  information  through  June 
30.  1998  IS  presented  for  the  Fund  s  Premier  shares  only  The  Fund  offers  other  classes  of  shares  which  are  subiect  to  additional  fees  and  expenses  which  will 
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a  mutual  fund,  the  Fund  is  subject  to  certain  restrictions  under  the  Investment  Company  Act  and  the  Internal  Revenue  Code  to  which  its  corresponding  partnership 
was  not  subiect  Had  the  partnership  been  registered  under  the  Act  and  subject  to  the  provisions  of  the  Code,  its  investment  performance  may  have  been 
adversely  affected.  Fee  waivers  and  reimbursements  are  currently  in  effect  for  the  Fund,  without  which  total  returns  would  have  been  lower  Total  returns  include 
t.he  reinvestment  ot  income,  dividends,  and  capital  gam  distributions  Nol  affiliated  with  Lipper  Analytical  Services 
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'THE  EXECUTIONER'  TAKES  CHARGE 


James  C.  Curvey 
seems  like  an  odd 
choice  for  presi- 
dent of  Fidelity 
Investments.  He 
joined  Fidelity  in 
1982  as  head  of 
human  resources  and 
five  years  later 
moved  on  to  run 
Fidelity  Capital,  a 
hodgepodge  of  busi- 
nesses unrelated  to 
Fidelity's  core  mutu- 
al-fund operations. 
But  Cui'vey's  ascent 
is  no  surprise  to 
insiders  at  the  compa- 
ny. He  and  Fidelity 
Chairman  Edward  C. 
"Ned"  Johnson  III  hit 
it  off  from  the  start, 
and  Johnson  has  long- 
used  him  as  a  sound- 
ing board.  A  former 
top  Fidelity  execu- 
tive says  the  two 
became  so  close  that 
"Curvey  is  one  of  the 
few  execs  who  will 
tell  Ned  he's  full  of  it  and  not  have 
Ned  cut  his  throat." 

It  is  no  accident  that  Johnson  calls 
Cui"vey  "the  Executioner,"  although 
for  reasons  other  than  his  wilhngness 
to  fii"e  people.  For  starters,  he  has 
made  millions  for  the  parent  compa- 
ny. Since  taking  over  Fidelity  Capital 
in  1987,  revenues  have  gi'own  from 
$10  million  to 
over  $270  mil- 
lion last  year. 
Curvey  also 
oversaw  Fidelity's  most  profitable  in- 
vestment ever  outside  mutual 
funds — a  55%  stake  in  British 
telecommunications  company  Colt 
Telecom  Group  PLC.  Fidelity  built  the 
company  from  scratch  in  1992,  took 
it  public  in  1996,  and  its  stake  is  now 
worth  $3  billion. 

RURAL  BACKGROUND.  Johnson  makes 
no  secret  of  his  admiration  for 
Curvey's  ability  to  execute  his  busi- 
ness strategies.  According  to  Fred 
K.  Foulkes,  a  Boston  University 
business  professor  and  longtime 
Fidelity  consultant,  Curvey  is  well- 
organized  and  big  on  setting  goals 
and  making  sure  that  they  are 
achieved.  "His  eyes  will  roll  if  you 
talk  about  flaky  hr  [human  re- 
sources] stuff,  like  organizational  de- 
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velopment  programs,"  Foulkes  adds. 

Many  current  and  former  execu- 
tives who  have  worked  with  Curvey 
describe  him  as  someone  adept  at 
getting  gi'oups  of  senior  managers 
to  cooperate.  "He  has  the  ability  to 
keep  lots  of  very  strong  egos  work- 
ing together,"  says  Metropohtan 
Life  Insurance  Co.  Chairman  Robert 
H.  Benmosche,  who  worked  with 
Curvey  at  Chase  Manhattan  Bank  in 
the  early  1980s. 

Despite  Curvey's  blunt  style,  the 
executive  has  made  few  enemies  at 
Fidelity.  Indeed,  many  considered 
him  their  first  stop  before  approach- 
ing Johnson  with  a  new  idea  or  dif- 
ficult problem. 

Curvey's  background  could  not 
have  been  more  different  than  his 
Boston  blueblood  boss's.  He  grew  up 
in  i-aral  Pennsylvania,  the  son  of  a 
co-owner  of  a  coal  mine  who  died  in 
a  car  crash  when  Curvey  was  12. 
He  struggled  in  school,  and  his  early 
career  took  him  from  accounting  to 
the  Army  to  law  school.  Ai'ound  Fi- 
dehty,  rumor  has  it  that  Curvey 
worked  for  the  ciA.  Not  true,  he 
says.  Although  he  did  get  an  offer 
from  the  Secret  Service  to  guard 
President  Dwlght  D.  Eisenhower, 
Curvey  turned  down  the  job  because 


JAMES  C.  CURVEY 

BORN  June  9,  1935 
HOMETOWN  Mahanoy  City,  Pa. 
FAMILY  Married,  two  children 
PASTIMES  Golf,  tennis 

EMPLOYMENT 

Fidelity  Investments: 
1998  President 
1997  COO 

1987-97  President,  Fidelity  Capital 
1983-86  Sr.  V.P  administration 
1982-83  V.P.  human  resources 

1976-82  Chase  Manhattan  Bank, 
V.P.  human  resources 

1956-76  U.S.  government,  various 
human  resources  jobs 

EDUCATION 

BS  Accounting,  Vilianova 
University,  1957 

MA  Personnel  Management, 
George  Washington  University, 
1962 

it  required  too  much  travel,  he  says. 

After  receiving  his  BA  from  Villa- 
nova  University,  Curvey's  home- 
town congi'essman  landed  him  a  job 
in  the  U.  S.  Ti-easury  Dept.  answer- 
ing mail.  From  there,  he  jumped  to 
a  succession  of  human  resources  po- 
sitions within  the  department  and 
worked  his  way  up  to  head  of  hu- 
man resoui'ces  at  Housing  &  Urban 
Development.  In  1976,  Curvey 
moved  to  the  private  sector  by  nail- 
ing dowTi  the  No.  2  human  resources 
job  at  Chase  Manhattan. 

Is  Cui-vey  ceo  material?  "The  an- 
swer is  yes,"  says  Benmosche.  Still, 
the  odds  are  against  him.  Only  a 
handful  of  executives  with  human 
resources  backgi'ounds  have  ever 
made  it  to  chief  executive,  says 
Foulkes.  Curvey  won't  say  when  he 
plans  to  retire,  but  he  may  pack  it 
in  before  Johnson,  who  is  five  years 
his  senior.  The  curi-ent  chairman  has 
no  plans  to  go  anywhere,  and  he 
seems  determined  to  stay  on  long 
enough  to  let  his  daughter  Abigail,  a 
rising  executive  at  Fidelity,  gi'ow 
into  his  job.  No  matter  who  ends  up 
succeeding  Johnson,  Curvey  will  re- 
main the  key  man  at  Fidehty  at 
least  for  a  few  more  years. 

By  Geoffrey  Smith  in  Boston 
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COMMODITIES 


I 


AS  GOOD  AS  IT  GETS 

For  commodity  funds,  August  was  the  time  to  rake  it  in 


Beating  the  hidex 
(Lately) 


m MANAGED 

5.0 

5.0 

10.1 

FUTURES  INDEX 

S&P  500 

-14.6 

-1.8 

25.8 

DATA  MANAGED 

ACCOUNTS  REPORT 

For  most  investors,  August  was  the 
month  from  hell.  Not  for  William 
Dunn,  though.  His  fii'm,  Dunn  Cap- 
ital Management,  with  $900  million  un- 
der management,  had  one  of  its  best 
iTjns  in  years.  He's  up  25.4%  so  far  this 
year,  and  23.7%  in  Aug-ust  alone. 

Dunn's  managed  commodity  fund 
trades  in  futures  and  options  on  stocks, 
bonds,  and  ciuTencies  as  well  as  physical 
commodities  such  as  copper  and  oil.  His 
technical  trading  systems,  which  follow 
price  trends,  has  had  the  fund  selling 
stocks  and  physical  commodities  and 
buying  global  bonds.  "People  are  lun- 
ning  for  safety,"  he  says. 
"PRETTY  CRAZY."  The  main  draw  of 
commodity  funds  is  that,  in  the  long 
nan,  their  performance  has  little  corre- 
lation with  stock  and  bond  markets. 
Until  recently,  though,  managed  com- 
modity funds  as  a  group  underper- 
formed  the  stock  market  for  several 
years.  While  the  Standard  &  Poor's  500- 
stock  index  climbed  106%  between  1995 
and  1997,  the  index  compiled  by  Man- 
aged Accomtts  Report,  an  industry 
newsletter,  was  up  only  45.3%.  "It's 
been  difficult  competing  Ifor  fLinfls]  vdth 
the  incredible  bull  market  in  equities," 
admits  Dunn,  despite  the  fact  that  he 
has  beaten  the  s&p  during  the  last 
three  years. 

Richard  Dennis,  head  of  Dennis  Trad- 
ing Group,  who  manages  $220  million. 


also  had  a  torrid  month.  "Between  the 
ruble,  Yeltsin,  and  the  deep  blue  sea, 
it's  been  pretty  crazy,"  he  says  with  a 
hint  of  glee.  Dennis  was  up  13.5%  in 
August,  giving  him  a  year-to-date  re- 
turn of  about  45%.  mar's  index  of  400 
funds  was  up  5%.  in  August,  with  trend- 
based  managers  up  15.39'(. 

Tlie  $i5  billion  managed  futiu-es  fimds 
business  runs  the  gamut  from  huge 
portfolios  of  institutional  money,  espe- 
cially pension  funds,  to  retaO  pools  spon- 
sored by  brokerage  houses.  Physical 
commodities  tyjiically  account  for  only 
10%  to  15%  of  the  investments  a  large 
fimd  manager  will  make  because  of  the 
markets'  relatively  small  sizes.  Equity 
derivatives,  including  the  s&p  index, 
make  up  20%.  more.  Currencies  and  in- 
terest-rate products,  such  as  the  futiu'es 
contract  on  the  U.  S.  Ti-easiuy  bond  and 
German  bund,  together  account  for 
about  60%  to  65%'  of  total  investments. 

Some  two-thirds  of  the  industry's  as- 
sets are  run  by  fund  managers  like 
Dunn  and  Dennis,  who  rely  systemati- 
cally on  computers  to  discem  and  follow 
historical  commodity  price  trends.  That 
allows  them  to  invest  in  large  numbers 
of  mai'kets  without  canying  a  huge  staff 
of  analysts.  "We  don't  make  mai'ket  pre- 
dictions," says  Dunn.  "We  just  ride  the 
bucking  bronco." 

Sometimes,  the  ride  can  be  especial- 
ly rough.  Take  currency.  Most  man- 


DUNN:  His  fund,  which  has  loaded  tii 
on  bonds,  is  up  nearly  21^%  in  Augu\ 

agers  got  creamed  when  the  Feder 
Reserve  intervened  to  halt  the  sli 
of  the  yen  on  June  17.  Other  rece: 
trends  have  been  more  predictabl 
And  the  more  enduring  the  trend,  t' 
better  the  results.  The  protracted  d' 
cline  in  physical  commodities  prices  h 
enabled  John  Hemy,  a  systematic  tra 
er  who  runs  $2.25  billion  in  assets,  t 
make  money  shorting  crude  oil  an 
some  farm  commodities. 

The  most  solid  trend  has  been  a  fligl 
to  quality  by  U.  S.  and  foreign  investon 
That  means  bonds,  particularly  of  d( 
veloped  coimtries.  Skittish  investore  flee 
ing  equities  have  poured  into  the  U 
Ti'easury  market.  Prices  have  soare 
this  year,  sending  yields  to  record  lowi 
The  same  is  true  of  the  German  bunc 
Dennis  says  he  made  about  $20  milho 
buying  bund  futures.  "It's  been  a  one 
way  trend,"  says  Dennis.  "If  you  haven 
made  money  there,  you  should  be  in 
different  job." 

Most  commodities  plays  aren't  i 
easy,  of  course.  But  then  the  stoc 
market  doesn't  seem  too  pi'edictable  ei 
ther.  With  financial  markets  around  th 
world  imstable,  commodities  fimds  offei 
if  not  a  safe  haven,  at  least  a  nice  op 
tion  to  diversify. 

By  Andrew  Osterland  in  Chicag 
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Find  the 


Tractor 


in  this  picture 


While  you're  looking,  consider  this:  The  rise  of  high-yield  agriculture 
has  made  it  possible  for  the  American  farmer  to  feed  a  growing 
world  without  using  any  more  land.  Thanks  to  improved  hybrids, 
conservation  tillage,  and  satellite  technology  we  can  feed  the  world 
without  encroaching  on  its  most  precious  areas. 

So  don't  strain  your  eyes.  There's  no  tractor  in  this  picture. 
And  if  the  American  farmer  has  his  way  there  never  will  be. 


1-0 


CO 


^^•^  ADM 


HIGH-YIELD  FARMING  

Feeding  the  world  while  preserving  the  land 


www.admworId.com 
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MUTUAL  FUNDS 

CRAZY  LIKE 
A  FOX? 

l\vo  fund  veterans  bet  on  the 
emerging  world,  crisis  or  no 

As  Daniel  J.  Fuss  left  church  a  few 
Sundays  ago,  a  Mend  approached 
him  and  said  she  was  prating  for 
him  and  the  Loomis  Sayles  Bond  Fund 
he  manages.  "I  thanked  her,  since  you 
can  always  use  prayers,  but  I  don't 
think  my  bond  fund 
needs  any,"  he  says. 

Others  might  dis- 
agree. Tliat's  because 
Fuss  is  "belly-deep" 
in  hugely  discounted 
emerging-market 
debt  he  bought  in  an 
effort  to  pump  up  liis  $1..5  billion  coi-po- 
rate  bond  fund's  ,\ield  and  peifonnance. 
"There's  ti-ue  value  in  these  bonds  even 
if  they  never  trade  again,"  says  Fuss. 

As  expected,  the  fund  has  suffered.  It 
lost  4.23%  year-to-date  and  is  down 
0.61%  since  Aug.  31,  1997,  compared 
with  gains  for  all  corporate  bond  funds 
of  4.36%  and  8.05%  for  the  same  peri- 
ods. Meanwhile,  Franklin  Templeton's 
Mai'k  Mobius,  the  manager  of  some  $12 
billion  in  emerging-market  stocks,  is 
continuing  to  buy  equities  in  developing 
nations  even  as  Ms  ftmds — such  as  Tem- 
pleton  Developing  Markets,  which  is 
down  50%  for  the  year  through  Aug. 
22 — take  a  serious  beating.  "I'm  opti- 
mistic because  prices  are  right  for  the 
first  time  in  a  long  time,"  Mobius  said 


LOOMIS  SAYLES  BOND  FUND 

ALL  CORPORATE  BOND  FUNDS 

nhrough  8/31/98 


DATA:  MORNINGSTAR  INC. 


P 


of  coiporate  credits  in  Clule  and  Mexi( 
"The  returns  on  these  bonds  ai-e  four 
five  times  what  I  can  get  on  U.  S.  cc 
porates,"  he  ai'g-ues. 

Mobius  sees  the  same  value  as  Fus 
but  in  stocks.  He  has  been  buying 
the  way  down  tkrough  the  crisis,  ai 
his  funds  show  it.  The  net  asset  value 
his  flagship  Templeton  Emerging  Ma 
kets  is  down  23%  year-to-date  and  39 
for  the  12  months  ended  Aug.  22.  Ter 
pleton  Dragon,  a  Pacific  Rim  fund  th 
excludes  Japan,  is  down  35.86%  ai 
56.90%,  respectively.  Mobius  thin! 
there's  more  bad  news  to  come  that  w 
roO  the  mai'kets.  But  he's  not  holding  c 
his  stock  purchases:  "We're  buying  ca 
tiously  because  while  prices  have  con 
down  to  dumping  levels,  many  of  the 
companies  won't  remain  in  existence 
Specifically,  Mobius  likes  Korea  ai 
Thailand  because  both  "have  bitten  tl 
bullet  and  are  on  the  recovery  trail  1; 
trying  to  adhere  to  [International  Mo 
etary  Fund]  advice  and  progi-ams  ai 
selling  off  assets."  In  Korea,  he's  buyir 
companies  with  big  capitalizations  ai 
lots  of  liquidity  with  minimal  leverag 
Wliile  Mobius  is  avoiding  the  big  bh 
cMps  Hong  Kong's  government  progra 
has  attempted  to  buoy,  he  says  thei 
are  "lots  of  good  bargains."  In  Indon 
sia,  he  likes  pt  Tambang  Timah,  tl 
largest  producer  and  exporter  of  tin 
the  world. 

Both  Fuss  and  Mobius  ha^ 
made  their  mark  breaking  oi 
ahead  of  the  pack.  But  given  tl 
TEMPLETON  DRAGON  (35.86)%  (56.90)%  (10.97)%^^^N^^    condition  of  most  emerging  ma 

ALL  CLOSED-END  PACIFIC  FUNDS**  (21.12)    (53.44)    (21.64)    NA     ^^^ts,  a  little  prayer  can't  hurt 

By  Toddi  Qutm 


on  a  Sept.  1  call  to  financial  analysts. 

If  these  veteran  managers  are  right 
and  emerging  markets  turn  around, 
their  funds  will  see  a  spectacular  re- 
covery. If  they're  wrong,  the  havoc 
wTeaked  on  returns  is  likely  to  bui'den 
their  funds  for  a  long  time  to  come. 
"CAUTIOUSLY."  Do  they  know  something 
others  don't?  Fuss  thinks  that  as  long  as 
he  buys  world-class  companies  with  lit- 
tle risk  of  default,  then  the  woi-st  case  is 
that  he  holds  the  bonds  to  maturity. 
"As  long  as  they  pay  their  bills,  we'll 
make  money"  despite  any  price  declines, 
says  Fuss.  He  has  invested  17%  of  liis 
portfolio  in  mostly  corporate  Asian  and 
Latin  American  debt  and  would  buy 
more  if  he  "could  get  my  hands  on  it." 
He's  bnisliing  up  against  the  fund's  20% 
limit  in  emerging-market  debt. 

In  Asia,  where  spreads  ai-e  700  to  900 
basis  points  over  U.S.  Ti-easuries,  he  is 
sticking  primarily  with  corporate  debt 
such  as  Korean  Electric,  Pohang  Iron  & 
Steel,  Asia  Pulp  &  Paper,  Telekom 
Malaysia,  and  Philippine  Long  Distance 
Telephone.  "In  the  Great  Depression, 
how  many  telephone  and  electric  compa- 
nies defaulted?"  Fuss  asks.  !n  Latin 
America,  he  likes  the  most  widely  traded 
Brazilian  Brady  bonds,  big  global  issues 
such  as  those  in  Ai-gentina,  and  a  couple 


Mark  Mobius 
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'Net  asset  value  through  8/22/98    **Excluding  Japan 
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moving  performance 


Muskets  fire.  Students  battle  for  their  lives  at  the 
barricades.  And  the  world  spins  as  the  stage  turns  to  reveal 
new  perspectives  on  the  action.  Scenic  Technologies  helps 

Broadway  hits  like  Les  Miserables  enthrall  theatergoers 
with  spectacle  as  well  as  sound.  ^^^^^  And  from  hovering 
helicopters  in  Miss  Saigon  to  crashing  chandeliers  in 
The   Phantom  of   the  Opera,  it's  Rockwell  automation  that 

V 

moves  the    scenery   as    well   as    the    audience.  Just  as 

Rockwell  solutions  help  many  other  businesses  get 
top    billing    in    their    industries.  Whether    it's  the 

T 

automation  systems  that  control  every  aspect  of  a  car 
factory.  |  The  call  center  technology  that  lets  an  order 
department  handle  hundreds  of  thousands  of  requests  a 
day.  ^^^^  Or  the  avionics  that  help  nearly  every  major 
airline   navigate  and  communicate  Dramatic  answers 


for  companies  in  motion.  ^  *  i  Because  whatever  your  business, 
the   bottom   line   is    this.  '^ou  succeed.     We  succeed. 


Rockwell 

Electronic  Controls  and  Communications 
www . rockwell . com 
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INVESTING 


A  SINKING  TIDE 

DOES  NOT  LOWER  ALL  BOATS 

The  middle  class  owns  so  little  stock,  its  exposure  is  minimal 


Throughout  the  1990s,  average  Amer- 
icans have  piled  into  the  stock  mai-- 
ket  through  mutual  funds,  401(k)s, 
and  Individual  Retirement  Accounts. 
Americas  love  affaii'  with  stocks  made 
small  investors  a  mainstay  of  the  bull 
market.  Many  thinkers  even  have  her- 
alded the  dawn  of  a  people's  capitahsm, 
one  that  chips  away  at  the  elitism  of 
corporate     ownership  and 
wealthy  individual  investors. 
So  when  the  market  heads 
south,  middle-class  America 
gets  whacked  in  the  wallet 
just  like  the  tycoons  at  the 
top,  right? 

Not  quite.  A  new  study  hy 
New  York  University  econ- 
omist Edward  N.  Wolff 
shows  that  most  Amen 
cans  don't  have  enough 
stock,  even  including 
shares  held  indirectly 
thi-ough  mutual  funds, 
to  shai'e  in  much  of  the 
gain — or   in   the  pain 
either.  The  study  shows 
that  the  wealthiest  10%  of 
households  enjoyed  85%  of  the 
stock  market  gains  fi'om  1989 
until  the  end  of  1997,  when 
the  markets  stood  at  about 
where  they  were  after  the 
Aug.  'il  sell-off,  according  to 
Wolff.  His  study  is  being  pub- 
lished on  Labor  Day  in  The 
State  of  Working  A)»erica,  a 
book  put  out  by  the  Economic 
Pohcy  Institute  (epi),  a  liberal  Wash- 
ington think  tank. 

Says  John  Ray,  an  economist  at  the 
Investment  Company  Institute,  a  trade 
gToup  of  the  mutual-fimd  industiy:  "It's 
not  terribly  siuprising  that  the  top  10%- 
has  enjoyed  most  of  the  gains  from  the 
market,  because  they  still  have  most  of 
the  assets  in  the  U.  S." 
GROWING  RANKS.  Still,  Wolff's  study 
challenges  the  conventional  wisdom 
about  broad  stock  ovraership.  It's  ti-ue 
that  the  ranks  of  small  investors  have 
multiplied  rapidly:  Some  40%  of  all 
households  owned  some  stock  in  1995, 
the  latest  yeai-  available,  vs.  32%  in  1989, 


according  to  Federal  Reserve  Board 
data.  These  figwes  include  all  stock  held 
directly  or  indirectly  by  households. 

But  that  leaves  a  solid  majority  of 
Americans  who  own  no  stock.  And 
those  families  that  do  invest  don't  have 
enough  money  in  the  stock  market  to 
reward  them  with  a  significant  share 
of  the  total.  Just  29%-  of  households 


WHO  GOT  RICH  IN  THE 
STOCK  MARKET 
BOOM 


Richest  10%  of  families 

85% 


Rest  of  Country 

15% 


Share  of  the  $3.1  trillion  increase  in  stock  market  holdings  by 
U.S.  households  between  1989  and  1997.  Includes  all  shares 
owned  by  households,  directly  and  indirectly.  Holdings  in  1989 
were  stated  in  1997  dollars. 

DATA:  EDWARD  N.  WOLFF,  NEW  YORK  UNIVERSITY 

own  stock  worth  more  than  $5,000, 
Wolff  finds. 

Or  take  the  middle  fifth  of  house- 
holds. Their  average  stock  holdings, 
when  adjusted  for  inflation,  have  dou- 
bled—but fr-om  only  $4,000  in  1989  to 
just  $8,000  in  1997.  And  those  in  the 
bottom  40%  of  households  owned  only 
$1,600,  says  Wolff. 

As  a  result,  most  of  the  benefits  of 
the  1990s  bull  market  have  bypassed 
average  Americans.  At  the  end  of  1997, 
U.S.  households  owned  $5.9  trillion 
worth  of  stock,  giving  them  an  infla- 
tion-adjusted gain  of  $3.1  trillion  since 
1989,  Wolff  concludes.  But  because 


middle-class  America's  stock  holding 
still  amount  to  so  httle,  the  richest  1' 
of  households  received  42.5%  of  thj 
$3.1  trillion  (chait).  The  next  wealthies 
9%  acquired  43%,  leaving  the  bottoi 
90%  of  households  to  divide  less  tha 
15%.  The  bottom  40%  received  just  1' 
of  the  total.  "There  were  many  new 
comers  to  the  stock  market  in  th 
1990s,  but  their  holdings  are  still  reld 
tively  small,"  says  James  M.  Poterba 
an  economist  at  Massachusetts  InstI 
tute  of  Technology  who  also  has  doni 
studies  of  stock  ownership. 
DEBT  FACTOR.  In  fact,  the  total  n€ 
worth  of  average  Americans  hasn 
budged  since  1989,  despite  the  bull  mai  ^ 
ket.  Tlie  reason:  Most  famihes  have  tal 
en  on  additional  debt,  and  that  out , 
weighs  any  stock  gains.  In  1997,  th 
middle  fifth  of  households  had  a  n 
worth — assets  less  debts — i 
$56,000,  down  from  $58,000 
1989,  after  adjusting  for  infli 
tion,  Wolff  found. 

same  pattern  hoi 
n  for  the  10% 
families  just  und 
the  wealthie 
10%.  Theii-  stocl 
holdings  ave 
aged  $35,000  i| 
1997,    a  40 
gain  fi'om  1981 
But  their  n< 
worth  nonethi 
less  slipped  b 
yo,  adjusted  fi 
inflation. 

The  good  news  in  a| 
this,  of  course,  is  that  even 
further  slump  in  stocks  wi 
not  directly  hurt  most  fam 
lies  veiy  much.  Without  que? 
tion,  homes,  not  stocks,  remai 
by  far  the  biggest  financial  a^ 
set  most  American  familie 
have.  So  today's  complaceii 
inflation  and  low  interest  rate 
ai'e  much  more  impoitant  tha 
the  stock  mai-ket  to  theii-  spending  pow^ 
er,  points  out  EPI  economist  Joh 
Schmitt,  who  helped  Wolff  analyze  th 
data  on  wealth. 

Many  middle-class  Americans  are  sti! 
salting  away  plenty  of  money  into  stock 
through  401{k)s  and  other-  ftmds.  Since 
lot  of  tliis  investment  involves  long-teiT 
savings  for  retirement,  even  more  ba' 
news  from  the  market  probably  won' 
stop  the  slow  spread  of  stock  ownei 
sliip.  But  given  the  stiU  small  stake  tha 
most  Americans  have  today,  tine  demr 
cratization  of  the  market  remains  man, 


T 


years  away. 

By  Aaron  Bernstein  in  Washingtoi 
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^^J^  is  a  leader  in  the  fiercely  competitive  world  of  online  investing.  How 
can  they  keep  growing  while  fending  off  competitors?  To  maintain  momentum  as  a 
category  leader  they  need  the  ability  to  introduce  new  services  in  Internet  time,  So 
we  helped  E*TRADE  develop  their  online  Mutual  Fund  Center  m  just  eight  weeks, 
giving  them  a  critical  lead;  no-A  customers  can  trade  more  than  4,000  top  mutual 
funds.  We  also  helped  them  build  the  system  with  the  power  to  manage  wildly 
fluctuating  activity,  and  scale  up  quickly  to  meet  demand.  What  makes  it  all  possible? 
Netscape  Application  Server  software.  Today  there's  no  telling  what  business  will 
break  away  from  the  competition  with  a  Netscape  solution.  Learn  more  with  a  free 
information  packet- call  800-945-9361  or  visit  home.netscape.com/breakaway/et 
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Inside  Wall  Street 


BY  GENE  G.  MARCtAL 

SEEKING  SAFEH 
FROM  THE  STORM 

Weeks  before  the  Dow  plummeted 
512  points  on  Aug.  31,  investment 
manager  Bill  Priest  was  already  well 
on  the  way  to  completely  bailing  out  of 
what  he  calls  "ehte  super  stocks"  such 
as  Coca-Cola,  Gillette,  and  Aetna. 
"We've  been  cautious  for  some  time, 
but  mainly  toward  the  s&p  500's  top 
50  blue  cliips,"  says  Priest,  ceo  of  bea 
Associates,  a  unit 
of  Credit  Suisse 
Asset  Manage- 
ment, which  man- 
ages some  $36 
bilhon. 

So  where  is 
Piiest  putting  the 
cash  from  the 
sale  of  the  mega 
stocks?  Into  the 
mid  to  lower  tier 
of  the  s&p  500, 
stocks  with  mar- 
ket caps  of  $1.5 
billion  to  $20  bil- 
lion.  His  top 
three  choices:  amr  (amr),  parent  of 
American  Airlines;  COMSAT,  (CQ),  a  ma- 
jor provider  of  satellite  and  technology 
sei-vices;  and  Gannett  (GCi),  a  leading 
newspaper  pubUsher  that  also  owns  TV 
and  radio  stations. 

BEA  measures  a  company's  value,  in 
part,  by  how  much  excess  cash  flow  is 
available — after  deducting  the  cost  of 
keeping  up  with  capital  expenses  from 
operating  earnings  and  debt — ^to  piu-sue 
plans  to  maximize  shareholder  value, 
such  as  stock  buybacks  and  acquisi- 
tions. Shares  of  amr,  comsat,  and  Gan- 
nett are  all  undervalued  based  on  this 
method,  says  Priest. 

amr,  which  traded  as  high  as  89  a 
share  in  mid-July,  is  down  to  55,  in  part 
due  to  wonies  over  Asia.  But  amr  isn't 
significantly  dependent  on  the  Asian 
mai-ket,  and  its  Eui'opean  business  is 
thriving.  Trading  at  about  5  times  op- 
erating earnings,  "the  stock  is  really 
cheap,"  says  Priest,  based  on  its  gTowth 
rate.  He  expects  amr,  which  has  di})ped 
to  52%;  on  Sept.  2,  to  hit  90  in  a  year. 

COMSAT,  a  provider  of  satellite  ca- 
pacity to  U.  S.-based  telecoms,  will  ben- 
efit from  the  rapidly  growing  Ion -dis- 
tance market  worldwide,  notes  I'l  iest. 
Its  clients  include  AT&T,  mo,  and 


PRIEST:  Bailed  out 
of  blue  chips 


Sprint.  The  stock,  which  tumbled  to 
26  on  Aug.  31  from  42  in  late  April, 
should  climb  to  the  mid-40s,  he  says. 
On  Sept.  2,  the  stock  raUied  to  29^K. 

Gannett  should  be  another  winner, 
argues  Priest,  because  of  its  pre- 
dictable, stable  earnings  growth.  Shares 
of  the  publisher  of  88  daily  newspa- 
pers, including  USA  Today,  should  re- 
bound to  the  75-80  level,  predicts 
Piiest,  from  its  cuirent  price  of  57'°/b;  it 
was  75  in  early  April. 

HONK  IF  YOU  LIKE 
MERCURY  GENERAL 

Ed  Walczak,  U.  S.  investment  chief 
for  German  bank  Vontobel,  which 
steei-s  $2  billion  in  the  U.  S.,  was  one  of 
those  who  cheered  the  market's  plimge. 
The  imexpectedly  big  fall  gave  him  the 
opportunity  to  bargain-buy  one  of  his 
chief  favorites:  Mercuiy  General  (mcy), 
a  large  auto  insurer  in  California. 

Why  is  he  hot  on  Mercury?  Walczak, 
a  WaiTen  Buffett  disciple,  thinks  Mer- 
cury is  another  GEico,  a  low-cost  in- 
surer that  Buffett  recently  acquired. 
"Mercury  General  is  a  Buffett-type 
stock,  with  insiders  owning  a  big 
stake  in  the  company,"  notes  Walczak. 
The  company,  a 

low-cost  auto  in-      DOWN  BEFORE 
surer  that  sells    THE  DOW'S  DROP 

through  outside  _ 
agents,  has  bene- 
fited from  a  new 
California  law 
requiring  motor 
vehicle  insurance. 
Mercui-y  has 
buyout  appeal, 
says  Walczak.  "It 
won't  be  illogical 
if  Commerce 
Group,  a  large 
auto  insurer  in 
Massachusetts, 
seeks  to  buy 
Mercuiy  in  order  to  expand  in  Califor- 
nia," says  Walczak.  Two  years  ago. 
Commerce  Group  was  laimored  to  be 
interested  in  Mercury.  Other  possible 
buyers:  GEico  and  American  Insui'ance 
Gi'oup,  says  Walczak.  In  a  buyout,  he 
figures  the  stock  is  worth  73. 

Shares  of  Mercury  had  been  in  a 
downdraft  even  before  the  Dow's  big 
drop,  sinking  from  69  on  July  13  to  43 
in  just  a  month.  There  was  concern 
abiiut  earnings  momentum  over  the 
ne\i  several  quarters.  Walczak  thinks 
tht  selHng  was  unjustified.  When  the 


SEPT.  2 
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Dow  crashed  on  Aug.  31,  it  skidde 
some  more,  to  36.  By  Sept.  2,  it  ha 
risen  to  'B9Vk  He  expects  earnings  o 
$3.45  in  1998  and  $3.60  in  1999. 


A  CHANCE  TO  BUY 
AT  THE  BOnOM? 


i 
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GLICKENHAUS: 

likes  Merrill 


Re 


One  of  Wall  Street's  veteran  markel 
gurus,  Seth  Glickenhaus,  thinks  th( 
selling  in  the  market  isn't  over 
"There's  still  some  room  on  the  dowii 
side,  with  more  bad  innings  possible- 
but  we're  nearing  bottom,"  he  says 
So  what's  Glickenhaus'  strategy? 

"We're  buying 
heavily,  but  selec- 
tively— some  of 
the  ones  we  have 
always  liked  and 
some  new  names 
that  have  become 
attractively 
priced,"  he  says. 
Glickenhaus  runs 
a  New  York  in- 
vestment firm 
bearing  his  name, 
which  manages 
more  than  $5.5 
billion.  Among 
the  stocks  Glick- 
enhaus thinks  have  become  compelhni 
buys:  Memll  Lynch  (mer),  which  dov 
TA,  to  66,  on  Aug.  31 — way  off  its  higl 
of  107  on  July  13;  Cluysler  (c),  whie 
skidded  4'X6,  to  45/<,  down  from  61  o: 
July  24;  and  homebuilder  Lenna 
(LEN),  which  fell  5"/s,  to  18K — a  far  cr 
from  its  of  36M.  on  Apr.  20. 

Glickenhaus  notes  that  for  peopL 
betting  on  the  market.  Men-ill  is  thi 
play.  It  has  a  large  in-house  mutual- 
fund  operation,  with  $448  billion  in  as- 
sets under  management.  The  stock  rose 
to  67'%;  by  Sept.  2. 

As  for  Chiysler,  "it's  a  win-win  situ- 
ation" because  of  its  merger  with  Daim- 
ler-Benz, he  says.  Glickenhaus  figure: 
that  if  the  deal  flies,  investors  will  own 
47%  of  a  more  robust  Daimler-Chiysler. 
If  the  deal  collapses,  Chrysler  woul 
still  be  worth  moi-e  than  its  current 
price,  says  Glickenhaus.  The  stock 
inched  up  to  49'Vi6  on  Sept.  2. 

Lennar,  says  Glickenhaus,  is  bene- 
fiting from  the  sui'ge  in  homebuilding 
On  Sept  2,  the  stock  rose  to  19'/. 


For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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Is     IT    POSSIBLE    TO     BE    T  H  I  S     P  A  S  S  I  0  N  A  T  E 

A  B  0  U  T    A    D  O  C  U  M  E  N  T    S  Y  S  T  EM  ? 
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Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for- 
the  remarkable  Minolta  Di62o.  Designed  specifically  to  allow 
you  to' control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  •  At  it's  heart,  an  advanced  digital  image  processing  technology: 
HMOS  (Laser  Intensity  Modular  System).' Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  •  Y^t;Pferhaps  what  really 
warrants  your  personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  three 
positions.  Punches  2-hole  or  three-hole.  Even  foj^'  in  three  ways:  half-fold,  crease-fold  (with 
saddle-stitch),  or  z-fold  for  oversized  pages.  •  Of  course',  you  can  access  all  these  capabilities 
directly  from  your  desktop  using  the  Di62d  as  a  network  printer.  Experience  the  ^^^^ 
power  of  the  Di620.  See.  why  it's  nothing  short  of  a  high  perforn^e  machine.,  ;  J^j^^ 


For  more  information  call  1-800-964-6658.  vyww.minolta^.com/ad. 
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The  Big  Apple's 
Inn  Places  to  Dine 

The  whole  world  seems  to  be  in  a  New  York  state  of 
mind — and  why  not?  Crime  is  way  down  and  the  city  is 
in  great  economic  shape.  The  streets  crackle  with  an 
energy  that  makes  Rudy  Giuliani  the  envy  of  big  city 
mayors  around  the  world. 

To  accommodate  the  full  pockets  of  New  Yorkers  and  out-of-town- 
ers  alike,  restaurateurs  and  hoteliers 
are  opening  places  at  a  feverish 
pace.  That's  fortunate,  as  the  city's 


81'~f  hotel  occupancy  rate 
makes  it  difficult  for  visi- 
toi-s  to  find  a  bed.  Moreover, 
hoteliers,  seeking  to  stem 
the  flow  of  hungry  guests 
out  of  then*  establishments 
to  eat,  are  tapping  world- 
class  chefs  to  ran  their 
kitchens.  You  can  get  four- 
stai'  chefs  cooking  youi-  din- 
ner and  breakfast  \\'ithout 
lea\ing  yom*  hotel. 

Take  the  Mercer  Hotel. 
Located  in  trendy  Soho  in 
a  building  that  more  than 
100  years  ago  housed  the 
offices  of  John  Jacob  Astor, 
the  Mercer  features  fi-ont- 
desk  staffers  and  bellhops 
that  look  like 
they've  jumped 
out  of  a  Calvin 
Klein  ad.  That's 
only  fitting,  be- 
cause Klein  him- 
self has  been  in 
residence  since  the  hotel 
opened  thi-ee  months  ago. 

The  spacious  rooms, 
priced  ft-om  S325  to  $430, 
are  symphonies  in  browm 
that  featvu'e  cordless  tele- 
phones and  backht  closets. 
Owner  Andi-e  Balasz.  whose 
other  hotels  include  the 
Chateau  Marmont  and  the 
soon-to-be-opened  Standard 
in  Los  Angele-s,  has  reaniit- 
ed  the  talented  chef  Jean 


NEW  YORK 


Georges  Von- 
gerichten.  The 
restam*ant  he  rans 
is  called  the  Mercer 
Kitchen,  a  stu-pris- 
ingly  warm  and 
comfortable  dining 
room  located  in  the  hotel's 
basement.  It's  also  shock- 
ingly affordable,  consideiing 
the  quality  of  the  food — two 
people  can  easily  eat  for  less 
than  .SlOO  including  wine. 
Diners  sitting  in  full  viev: 
of  the  open  kitchen  will  no- 
tice a  whii'l  of  cooking  ac- 
tixity,  lots  of  copper  pots,  a 
wood-burning  oven,  and 
spices  in  long,  tall  canistei*s 
that  look  like  ed- 
ible ait. 

Vongerichten's 
food  at  the  Mer- 
cer is  simple,  fla- 
vorful, and  in- 
ventive. He 
shows  off  his  Alsatian  roots 
with  a  pizza-like  taite  flam- 
be  with  tait  fi'omage  blanc, 
onions,  and  bacon.  More  un- 
usual is  the  rotisseried  free- 
range  chicken  with  olive 
vanilla  sauce,  yogui't,  and 
cucumber.  His  molten  choco- 
late cake  with  cai'amel  ice 
cream  is  a  fining  dessert  in 
ii  hotel  decile d  out  in  moi*e 
siiades  of  b  ;wn  than  any- 
c  'le  knew  e\ -ted. 


WiiigenclutL'ii  is  also  lim- 
ning the  culinary  show  in 
the  Tinmp  International  Ho- 
tel &  Tower  on  Columbus 
Cu'cle.  A  room  will  set  you 
back  anwhere  from  S395  to 
S800  a  night — and  even 
that  doesn't  guai-antee  you  a 
view  of  Central 
Pai-k. 

While  the  lunch 
and  dinner  menus 
at  the  eponjTnous 
Jean  Georges  and 
the  more  informal 
Nougatine  have 
been  justly  cele- 
brated, equally  spe- 
cial is  the  breakfast 
at  Nougatine.  Don't 
come  here  for 
sci-ambled  eggs  and 
toast.  Splurge  for 
the  decadent 
shirred  eggs  with 
house-smoked  sal- 
mon, or,  in  season, 
the  poached  eggs 
with  freshly  shaved 
tiiiffles  with  potato 
pancakes.  If  you 
have  a  sweet  tooth. 


ITK 
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R  THE  HIP  AND  HUNGRY:  At  Soko  's  cliic  Mercer  Hotel, 
low),  chef  Vongerichten's  neiv  place  is  warm  and 
nfy;  at  left,  lemongrass  risotto  at  City  Wi^ie  &  Cigar. 


I'Ou  may  want  to  go  for  the 
'rench  toast  with 
aramehzed  apples. 

Ian  Schraeger,  an  origi- 
al  partner  at  the  Studio  54 
iscotheque  who  now  oper- 
tes  some  of  New  York's 
rendiest  hostebies,  installed 
he  contemporary  Chinese- 
latino  restaurant  Asia  De 
'uba  a  year  ago  in  his 
^hilippe  Starck-designed 
(lorgans  Hotel  (smallish 
■ooms  from  $275  to  $300). 
t  has  been  packed  Studio 
>4-style  ever  since  with 
icenemakers,  wannabes,  and 
bodies  who  have  come  to 
iample  the  intriguing  dishes 
;hef  Robert  Ti-ainor  sei^ves. 


Appetizers  and  desserts  far 
outshine  the  entrees  here, 
and  the  appetizer  portions 
fortunately  are  so  big  that 
you  can  head  straight  ft-om 
starters  to  sweets.  One 
must-have  dish  is  the  Chi- 
nese roast  pork-adillo  pan- 
cakes with  sour  orange  and 
ginger  cream. 

Some  of  the  city's  more 
staid  and  established  hotels 
have  enticed  major  chefs  to 
head  their  kitchens.  The 
Stanhope,  located  across  the 
street  from  the  Metropoli- 
tan Museum  of  Art,  con- 
tracted with  the  superb 
young  chef  Matthew  Ken- 
ney  to  rrni  Cafe  M,  a  part- 


ner in  the  venture  with 
hotelier  Balasz,  put  the  stel- 
lar Jeremy  Griffiths  in 
charge  of  the  stoves,  and 
the  resulting  cuisine  has 
been  simple,  flavorful,  and 
just  creative  enough.  The 
one  outstanding  entree  is 
the  charcoal-grilled  lamb 
chops  with  olive  mashed 
potatoes  with  braised  fen- 
nel. But  try  to  save  some 
room  for  the  orange  panna 
cotta  with  caramelized  figs 
for  dessert. 

UPSCALE  PIZZAS.  If  you're 
staying  at  the  Stanhope  and 
v/ant  to  stroll  to  some  tony 
Upper  East  Side  dining  spot 
nearby,  head  to  either  the 
Lobster  Club  (24  E.  80th 
St.,  212  249-6500)  or  Butter- 
field  81  (170  E.  81st  St.,  212 
288-2700).  The  Lobster 
Club's  two-story  dining 
room  is  a  cheerful  setting 
for  Anne  Rosenzweig's 
clever  take  on  contemporary 
American  cuisine.  At  But- 
terfield  81,  Tom  Valenti 
tm-ns  out  fabulous,  earthy, 
French-influenced  fare. 
(Don't  miss  the  lamb  shank 
or  the  sturgeon  chickpea 
pancake  appetizer). 

Not  far  away  sits  the 
Boathouse  in  Central  Park, 
a  few  blocks  south  and  west 
of  the  Met.  Food  lovers 
used  to  regard  the 
Boathouse  with  disdain. 
Now  they're  flocking  there. 
At  26,  wunderkind  chef 
John  Villa  turns  out  food 
that  finally  matches  the 
magical  view  of  the  rowboat 
pond  and  Bethesda  Foun- 
tain. Don't  miss  his  rice-pa- 
per roll  appetizer  or  seared 
tuna  wdth  coriander. 

If  you're  on  a  shopping 
spree,  you  can  eat  well,  too. 
For  example,  Mitchel  Lon- 
don, chef  for  Ed  Koch  when 
he  was  mayor,  is  in  charge 
of  the  food  at  the  quirky 
Parlom-  Cafe  (38  E.  19th  St., 
212  677-2233)  in  the  abc 
Carpet  and  Home  store.  He 
serves  up  world-class  nan- 
cakes,  a  melt-in-your-ii  ;outh 
croque  monsieur,  anii  the 
city's  best  chocolate  :up- 
cakes  as  diners  ogle  c  otic 
housewaj'es  and  fun  "ire 


fr'om  around  the  world.  At 
Fred's  at  Barney's  (10  E. 
61st  St.,  212  8:33-2200),  Mark 
Straussman  turns  out  frites 
and  designer  pizzas  to  die 
for,  including  one  made  with 
Robiola  cheese  and  truffle 
oil. 

Even  museums  are  get- 
ting into  the  haute-cuisine 
act.  Until  the  Museum  of 
Modern  Art  brought  in 
restaurateur  Nino  Esposito, 
it  was  difficult  to  get  a  good 
meal  at  a  museum  in  New 
York.  Now,  at  Sette  moma 
(11  W.  53rd  St.,  212  708- 
9710),  you  can  enjoy  simple 
but  satisfying  Italian  fare 
such  as  pasta  with  aspara- 
gus tips,  oyster  mushi'ooms, 
and  shaved  black  truffles 
while  overlooking  the  mu- 
seum's spectacular  sculptui'e 
garden. 

The  newcomer  Italophiles 
are  most  excited  about  is 
Greenwich  Village's  Babbo 
(110  Waverly  Place,  212  777- 
0303),  located  in  a  beautiful 

Hotels  Where 
The  Food 
Is  Divine 

MERCER  HOTEL 

99  Prince  St. 
212  966-6060 

MERCER  KITCHEN 

212  966-5454 

MORGANS  HOTEL 

237  Madison  Ave. 
212  686-0300 

ASIA  DE  CUBA 

212  726-7755 

STANHOPE  HOTEL 

995  Fifth  Ave. 

212  288-5800 

CAFE  M 

212  717-0303 

TRUMP 
INTERNATIONAL 
HOTEL 

1  Centra!  Park  West 
212  299-1000 

JEAN  GEORGES 

212  299-3900 


mi . 


USIN 
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browTistone  that  housed  the 
legendary  Manhattan 
restaurant  the  Coach  House. 
Babbo  (Italian  slang  for 
Daddy)  is  owned  by  proud 
papas  Joe  Bastianich  (pro- 
prietor of  the  fine  theater- 
district  restaurants  Frico 
Bar  and  Becco)  and  Mario 
Batali  (of  the  Food  Net- 
work's Molto  Mario  show 
and  the  restaurant  Po).  Bas- 
tianich supervises  the  in- 
ventive wine  progi'am  that 
encourages  tasting  by  offer- 
ing q'uartAnos  (thirds  of  bot- 
tles), while  Batali,  along 
with  chef  de  cuisine  Andy 
Nusser,  turns  out  mar- 
velously  inventive  dishes 


such  as  beef-cheek  ravioli 
with  crushed  squab  livers 
and  summer  tnaffles  and  a 
dry-rabbed  ribeye  steak 
with  roasted  potatoes,  garlic 
greens,  and  salsa  verde. 
Don't  pass  up  the  chocolate 
pistachio  semifreddo  and  the 
creamiest,  most  intensely 
flavored  ice  creams  this  side 
of  Rome. 

STILL  COOKING.  Further 
downtowTi,  in  the  shadow  of 
the  World  Trade  Center,  is 
the  Citv  Wine  &  Cigar  Co. 
(62  Laight  St..  212  334- 
2274).  There,  fomner  .Joffrey 
Ballet  dancer  Patricia 
Williams  is  turning  out  dish- 
es such  as  braised  short 


ribs  that  can  stand  up  to 
the  stogies  being  puffed  on 
by  the  likes  of  regulars 
Robert  de  Niro  and  Hai'vey 
Keitel. 

Don't  look  for  the  new 
restaurant  and  hotel  acti\ity 
to  slow  down  in  the  near  fu- 
ture. Architect-designer 
David  Rockwell  and  restau- 
rateur Drew  Nieporent,  the 
force  behind  the  always- 
busy  Nobu  downtowTi,  are 
combining  their  talents  at 
WNew  York  and  its  restau- 
rant Heartbeat  in  the  for- 
mer Doral  Hotel  at  .51st 
Street  and  Lexington  Av- 
enue. It's  scheduled  to  open 
in  November.  Four-star  chef 


Daniel  Boulud  is  unveiling  j 
Cafe  Boulud  in  late  Sep- 
tember, in  the  Surrey  Ho-  \ 
tel   space   that   formerly  J . 
housed  Restam-ant  Daniel  at 
76th  Street  between  Madi- 
son and   Fifth  Avenues. 
Boulud  is  spending  millions 
to  build  the  new  Daniel, 
which  will  open  in  .Januai-;.- 
in  the  old  Le  Cirque  .spact: 
in  the  Ma\^air  Hotel  (now^ 
a  co-op  building).  ^ 
It's  the  ultimate  game  of|l 
restaurant-hotel  Can  You 
Top  This'.',  and  how  far  it 
will  go  is  anyone's  guess.  But 
New  York's  visitoi-s  and  gas- 
tronomes can't  help  but  come 
out  winners.        Ed  Levine 


It  Ain't 
Elegant, 
But. . . 

NEW  YORK  STILL 
LEADS  THE  WORLD  IN 
GREAT  ETHNIC  FOOD 

Certain  eating  experi- 
ences are  mandatorj- 
for  all  residents  and 
visitors  to  New- 
York.  No  reservations  or 
credit  cards  are  needed — 
just  a  hearty  appetite. 

If  deli  is  to  your  liking, 
visit  the  Lower  East  Side. 
Katz's  (20.5  East  Houston 
St.,  212  2.54-2246)  has  been 
hand-slicing  its  pepperj'  and 
garlicky  pastrami  for  sand- 
wiches for  110  years.  Give 
the  coiinterman  a  buck  with 
your  self-service  ticket  to 
further  fatten  an  \^ 
already  huge 
sandwich. 

Nearby,  Mark 
Federman,  a 
lawyer  turned 
lox  maven,  pre- 
sides over  Russ  &  Daugh- 
ters (179  East  Houston  St., 
212  475-4880),  a  takeout 
business  his  grandfather 
started  88  years  ago  from  a 


A  LA  CART:  From  falafel  to 

pizza,  you  can  get  comfort 
food  in  a  New  York  minute 


NEW 


pushcart.  Ask 
and  lox  that's  matle  with  del- 
icately smoked,  satiny  Gaspe 
salmon. 

For  pizza  perfection,  drop 
by  Lombai'di's  in  SoHo  (32 
Spring  St.,  212  941-7994). 
More  than  a  century  after 
(jennaro  Lombardi  intro- 
duced pizza  to  Americans  at 
his  tiny  store,  his  grandson, 
Gerrj',  and  his  partner,  .John 
Brescio,  stiU  tuni  out  fabu- 
lous, coal-ftred,  brick-oven 
pies  at  an  atmospheric  loca- 
tion across  the  sti-eet  from 
Gennaro's  original  site.  Ask 
for  a  clam  pie 
v.ith  fresh- 
shucked  clams, 
garlic,  and  ro- 
mano  cheese.  For 
*  a  completely  dif- 

YORK  fe)-ent  ethnic  ex- 
p^-rience.  New  Yorkers  flock 
to  .Joe's  Shanghai  for  soup 
:  dumplings.  Joe's  restaurants 
in  both  ChiriHtowns — Flush- 
iti'j-.  Quf'cn-   (136-21  37th 


Ave.,  718  539- 
38:i8)  and  low- 
er Manhattan 
(9  Pell  St.,  212 
2;«-8888)— fea- 
ture baskets  of 
delicious  pork- 
and-crab  soup- 
filled  dump- 
lings, which 
explode  with 
flavor — ^and  the 
soup — when  i 
you  bite  into 
them. 

New  York  is  also  the 
street  food  capital  of  Amer- 
ica. You'll  find  Johannes 
Sanzin  turning  out  world- 
class  soups  for  Wall  Street 
titans  and  office  workers  in 
his  storefront  at  77  Pearl 
St.  (212  269-5777).  Try  his 
chicken  soup  with  lemon- 
gi'ass  and  mint  ($5.95  for  a 
regular  container).  And 
don't  overlook  the  falafel  at 
Moshe's,  whose  huge  cart  in- 
fuses the  corner  of  46th 


Street  and  Avenue  of  the 
Americas  with  the  smell  of 
fning  chick})eas.  Moshe  en- 
livens his  falafel  with  cumir;. 
stuffing  it  into  a  fresh  pita 
with  creamy  tahini  and  Mid-f 
die  Eastem  pickles. 

For  those  with  a  sweei 
tooth,  the  flaky,  buttery 
cylinders  of  rugelach  at 
Margaret  Palca  Bakes  in 
Carroll  Gar- 
dens, an  Italian 
neighborhood 
near  the  mouth 
of  the  Brooklyn 
Batteiy  Tunnel 
(193  Columbia 
St.,  718  802- 
9771),  are  sub- 
lime. And  Mau- 
ry Rubin's 
tarts  at  City 
Bakery  (22 
East  17th  St., 
212  366-1414)  resemble  Mon- 
drian  paintings — and  taste 
even  better  than  they  look. 
Sample  the  Milky  Way  or 
creme  biiilee  tart.  And  just 
try  to  resist  the  real  frozen 
custard  at  Custard  Beach 
(33  East  8th  St.,  212  420- 
6039),  made  with  egg  yolks 
and  plenty  of  butterfat.  You 
may  find  yourself  exclaim- 
ing— as  one  ice  cream  exec- 
utive did — that  "this  is 
where  God  goes  to  get  his 
ice  cream."         Ed  Lcrhie 
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lonti:  Where  Roman 
ivmies  Kicked  Back 


IE  CITY'S  OLDEST 
lARTER  IS  NOW  ITS 
1ST  CHARMING 


Roman  holiday  are 
ithe  Colosseum  and 


ssential  stops  on  any 

L^the    Forum.  But 
rely  do  visitors  venture 
-0  the  naiTow  cobblestone 
•eets  of  the  neighborhood 
ndwiched  between  the 
0  landmarks.  In  ancient 
nes    it  was 
:0wn   as  the 
iburra,  or 
eat  slum,  home 
prostitutes, 
psies,  and 
ieves,  and  the 
ice  Julius  Caesar  sent  his 
Dops  to  unwind  after  bat- 
More  than  2,000  years 
;er,  despite  the  ai-ea's  gen- 
ification,  Italian  police  still 
id  the  illegal  brothels 
eked  away  there.  Now 
lied  Rione  Monti,  Rome's 
dest  quarter  is  regarded 
/  many  as  the  most  au- 
lentic  and  tourist-free  dis- 
ilct  in  the  modern  city. 
In  the  square-mile  neigh- 
Drhood  of  Monti,  you're 
cely  to  see  snippets  of  Ital- 
.n  living  from  a  bygone 
"a.  Residents  of  top-floor 
partments,   reluctant  to 
imb  three  or  four  flights 
1  the  heat,  let  down  vnckei- 
askets  from  their  windows 
y  ropes  and  yell  down  to 
earby  shopkeepers  to  fill 
lem.  Once  a  month,  a  man 
ircles  the  streets  with  a 
.ny    motorized    cart  to 
harpen  dull  cutlery  and  fix 
roken  umbrellas. 

Despite  its  location  at  the 
ity's  center,  Monti  is  a  safe 
;land  of  tranquility.  You 
an  wander  through  the  vi- 


coletti,  or  alleys,  and  exam- 
ine ai'chitectural  treasures 
without  the  traffic  and  noise 
in  much  of  Rome.  Buildings 
on  the  tiny  Via  degli  Iber- 
nesi  on  Monti's  southwest- 
ern edge  represent  a  cross 
section  of  architectural  his- 
tory. For  centuries,  resi- 
dents have  added  floors  to 
existing   structures.  You 
might  see  a  medieval  palaz- 
zo  built  on  ancient  Roman 
foundations,  with  a  third 
floor  from  the 
Renaissance  and 
a  1950s'  concrete 
roof  terrace. 

A   woman  I 
know    owns  a 
ROME  house  near  the 

Forum  that  has  columns 
Irom  a  Roman  temple  in  the 
basement.  In  fact,  Monti  is 
built  on  top  of  scores  of  un- 
excavated  Roman-era  tem- 
ples and  monuments,  and 
smugglers  and  bandits  are 
said  to  have  created  a  net- 
work of  secret  passages 
through  this  netherworld. 
Over  the  summer,  archaeol- 
ogists began  uncovering  an- 
cient Roman  treasures  in 
the  part  of  Monti  that  bor- 
ders Rome's  main  square, 
Piazza  Venezia. 
FORTRESSES.  In  the  Dark 
Ages,  the  warring  families 
of  the  city  built  fortified 
towers  to  show  their  wealth. 
By  the  end  of  the  13th  cen- 
tury, Rome  had  200  such 
towers.  Today,  only  about  a 
dozen  remain — five  in  Monti. 
The  most  famous,  the  seven- 
story,  brick  La  Torre  delle 
Milizie,  was  built  800  years 
ago  as  part  of  a  fortress  by 
Pope  Gregory  IX. 

Many  of  Monti's  street 
names  reveal  secrets  fi'om 
its  past.  Piazza  degli  Zingaii 


BYGONE  ERA:  Residents  of  the  square-niUe  neiyhborhood 
still  ijell  down  to  shopkeepers  for  their  provisions 


(Gypsy  Square)  is  built  on 
the  site  of  a  medieval  no- 
mad encampment.  The  Vi- 
colo  delle  Cairette  (Cannage 
Alley)  is  named  for  the  area 
of  Renaissance  Rome  where 
horse-drawn  carriages 
brought  barrels  of  white 
wine  from  the  Castelli  Ro- 
mani  gi'ape-gi'owing  region 
20  miles  away.  As  you  stroll 
these  byways,  it  will  be 
hard  to  miss  the  aroma  of 
traditional  Italian  cooking. 
On  the  main  street.  Via  dei 
Serpenti,  the  Pasticceria  La 
Licata  makes  a  fabulous  ri- 
cotta  cheesecake  and  an  un- 
forgettable honey  pastry 
said  to  come  from  an  an- 
cient Roman  recipe.  On  Via 
Madonna  dei  Monti,  Pizze- 


TRAVEL 
TIP 


►  Pasticceria  La  Licata  on  Via  dei  Serpenti  makes  horn 
pastries  said  to  he  based  on  an  ancient  Roman  recipe 


ria  Le  Carrette  has  perhaps 
the  city's  finest  pizza  and 
exemplary  antipasti  such  as 
fried  olives  stuffed  with 
meat  (olive  oscolmie). 

Before  World  War  II, 
Benito  Mussolini  tore  down 
pai't  of  residential  Monti  to 
build  the  broad  avenue  called 
Via  dei  Fori  Imperiali,  which 
connects  the  Colosseum  to 
Piazza  Venezia.  He  thought 
the  avenue  would  move 
Rome  towai'd  modernity,  but 
the  construction  destroyed 
about  30%  of  the  neighbor- 
hood. Despite  this  wound, 
the  district  has  maintained 
its  flavor  and  today  atti'acts 
people  looking  for  affordable 
homes  in  a  unique  neighbor- 
hood. With  relics  from 
Julius  Caesar  to  more  mod- 
em times,  Monti  is  one  more 
reminder  of  Rome's  eternal 
character     Monica  Lamer 


i 


sUSINESS  WEEK  /  SEPTEMBER  14,  1998  201 


Personal  Business 


Winging  Around 
Europe-Cheaply 

WITH  A  DISCOUNT 
CARRIER,  THAT  $800 
FARE  CAN  BE  $80 


Not  long  ago,  I  need- 
ed to  fly  one-way 
from  Brussels  to 
Barcelona.  "We 
don't  have  one-way  fares," 
snapped  a  salesman  for  Bel- 
gium's national  airline, 
Sabena.  For  the  75-minute 
flight,  he  proposed  a  $400 
round-trip  ticket  that  re- 
quired a  Saturday  night 
stay.  A  midweek  round-trip"? 
$800.  So  I  called  Vii-gin  Ex- 
press, Richard  Branson's 
discount  carrier.  One  way? 
No  problem.  How  much? 
$80 — and  no  restrictions. 
That  was  more  like  it. 

Since  Europe  deregulat- 
ed its  airlines  last  year,  a 
slew  of  low-cost  carriers 
have  followed  the  example 
of  Southwest  AirHnes  and 
other  U.  S.  discounters  and 
have  taken  aim  at  high-fare 
national  carriers  (table). 
Want  to  go  from  London  to 
Edinburgh?  On  Britain's 
easyJet,  fares  start  at  $30. 
Indeed,  the  European  Com- 
mission says  deregulation 
has  brought  down  80%  of 
Europe's  air  fares. 

Most  of  the 
cheap  earners  are 
targeting  leisure 
travelers.  But  they 
are  also  getting 
increasing  business 
from  corporate 
road  warriors. 
EasyJet,  for  exam- 
ple, offers  flights 
in  early  morning 
and  late  afternoon, 
when  competitors' 
fares  tend  to  be 
highest. 

Whether  you're 
considering  dis- 
count tickets  for 
business  or  vaca- 


tion,  be  aware  that  some 
drawbacks  remain.  Most 
low-fare  cai'riers  are  based 
in  Britain  and  fly  to  south- 
ern Europe.  But  be  sure  to 
ask  where  you'll  take  off 
and  land,  as  many  carriers 
use  less  convenient  sec- 
ondary airports.  EasyJet 
has  its  hub  at  London's  Lu- 
ton Airport,  which  is  30 
miles  north  of  the  British 


VIRGIN  EXPRESS:  Stniles  and  Cokes 


capital  and  an  hour  by  bus 
to  Heathrow  or  train  to 
Gatwick.  GO — British  Air- 
ways' discounter — and  Vir- 
gin Express  use  Rome's 
Ciampino  airport, 
which  has  no 
trains,  few  taxis. 


and  poor  bus 
connections  to 
the  Italian  capi- 
tal. And  when    GETTING  THERE 

Ireland's  Ryanair  flies  to 
Brussels,  its  planes  land  in 
Charleroi,  30  miles  south  of 
the  Belgian  capital.  The  45- 
minute  cab  ride  into  town 
will  set  you  back  $125.  The 
use  of  alternative  airports 
makes  it  difficult  to  make 

  connections  with 

transatlantic  lines, 
and  you  could  be 
stranded  if  your 
flight  is  delayed  or 
canceled. 

"Low  cost"  can 
also  mean  different 
things.  EasyJet, 
Ryanair,  and  Virgin 
Express  do  the  bulk 
of  their  business 
through  telephone 
sales  or  the  Inter- 
net. Most  travel 
agents  in  the  U.S. 
don't  sell  their  tick- 
ets, so  a  Web  site 
visit  or  call  to  Eu- 
rope may  be  re- 
quired to  make  a 
reservation.  Once 
you  get  to  the  air- 
port, there  are  no 
seating  assign- 


The  Eurostartups 


AIRLINE 

PHONE*                      WEB  SITE 

HOME 

AB 

44  1849-453-312  www.abairlines.com 

London  (Stanstead) 

AIR  ONE 

39  1478-48880  www.flyairone.it 

Milan  (Linate) 

DEBONAIR 

44  541-500-300  www.debonair.co.uk 

London  (Luton) 

EASYJET 

44  990-292-929  www.easyjet.com 

London  (Luton) 

EUROWINGS 

49  231-9245-333  www.eurowings.de 

Nuremberg 

GO 

44  845-805-4321  www.go-fly.com 

London  (Stanstead) 

KLM  UK 

44  990-074-074  www.klmuk.com 

London  (Stanstead) 

RYANAIR 

353  i-809-7991  www.ryanair.ie 

Dublin 

VIRGIN  EXPRESS 

32  2-752-0505  www.virgin-express.com 

Brussels 

*From  U.S.  and  Canada,  dial  Oil  Lii-tore  number 

ments — and  forget  about 
free  meals  and  roomy  busi- 
ness-class seats.  But  other 
startups,  such  as  ab  Air- 
lines, Debonair,  and  klm  uk, 
offer  travel 
agent  ticketing, 
seat  assign- 
ments, meals, 
and  even  busi- 
ness class.  Ian 
Hawkes,  ab's 
marketing  director,  says  his 
airline's  "business  class  is 
comparable  to  British  Air- 
ways', vdth  newspapers  and 
even  champagne."  ab's 
round-trip  business-class 
fare  between  Berlin  and 
Nice  starts  at  around  $600, 
compared  with  $775  for 
British  Airways. 
DOGFIGHT.  Ti-aditional  air- 
lines are  fighting  back  to 
meet  the  competition. 
Lufthansa,  Iberia,  Alitalia, 
and  KLM  have  started  offer- 
ing bargain  excui'sion  fares. 
After  easyJet  began  flying 
fi-om  London  to  Amsterdam 
for  $45,  for  example,  klm 
quickly  matched  the  fare. 
But  the  discounters  are  ex- 
panding rapidly.  Ryanair  has 
ordered  25  Boeing  737s,  Vir- 
gin Express  has  another 
foui"  737s  on  order,  and  Ger- 
many's Eurowings  is  replac- 
ing its  tui'boprops  with  jets 
and  building  a  European 
network. 

As  in  the  U.  S.,  some  of 
the  startups  could  eventual- 
ly fold.  In  the  meantime, 
though,  I  intend  to  make  the 
best  of  it.  My  Vu-- 
gin  Express  flight 
to  Barcelona  went 
smoothly.  The 
plane  was  clean 
and  comfortable, 
and  the  cabin  staff 
smiled.  A  free 
Coke  refreshed 
me,  and  I  didn't 
worry  much  about 
the  missed  airline 
meal.  I  arrived  on 
time  for  a  dinner 
far  superior  to 
anything  I'd  get 
even  in  the  most 
costly  carrier's 
first-class  seat. 
William  Echikson 
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CHECK  IN  WITH  CONFIDENCE.  CHOOSE  HARDSIDE.  Neu  safety  regulations  may  force  you 
to  check  your  bags.  But  don't  luorry.  Samsonite  tiardside  has  tampei^resistant  locks  and  a  tough 
exterior  to  help  protect  your  belongings.  Noiu  the  only  thing  your  bag  has  to  fit  in  is  the  pla;,- 


^  Samsonite 

WORLDPROOF.. 


A  Dunsum  of  The  McGraw-Hill  (jnnpatues 


BizLmk 

Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 

Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  with 
BizLink,  Business  Week's  electronic  reader  service 
fuLfiLLment  system.  You'LL  get  the  information  you  need  thef 
way  you  want  it — by  fax,  phone,  mail,  e-mail  or 
"HotLink"  directly  to  a  company's  site.  It's  free,  it's  fast 
and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink 
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siness  Week  Index 


DUCTION  INDEX 


PRODUCTION  INDICATORS 


hange  from  last  week:  0.2% 
hange  from  last  year:  3.8% 


PRODUCTION  INDEX 

-Aug.  22=134.4 
1992=100 


,ug,  Dec.  Apr.  Aug 

397  1997  1998  1998 

le  index  is  a  4-week  moving  average 

production  index  continued  to  rise  in  the  vKeek  ended  Aug.  22,  vi/hile  the 
;raged  index  fell  0.5%,  to  134.8,  from  135.5.  After  seasonal  ad|ustment,  rail- 
it  traffic  was  up  0.6%,  with  sharp  increases  in  automotive  traffic  and  loadings 
ushed  stone,  sand,  and  gravel.  Output  of  steel  and  oil  were  also  up.  Production 
itos,  trucks,  coal,  and  lumber  were  down.  Electric  powei  also  fell  with  decreases 
e  available  amounts  of  energy  in  the  New  England  and  Pacific  Northwest  areas. 

^  iduction  index  copyright  1998  by  The  McGraw-Hill  Companies 
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ING  INDICATORS 


CK  PRICES  (8/28)  S&P  500 

LATEST 
WEEK 

1027.40 

WEEK 
AGO 

1081.18 

YEARLY 

7o  CHG 

14.2 

!PORATE  BOND  YIELD,  Aaa  (8/28) 

6.52% 

6.50% 

-10.1 

JEY  SUPPLY,  M2  (8/17)  billions 

$4,233.3  3 

4,230. 7r 

7.1 

riAL  CLAIMS.  UNEMPLOYMENT  (8/21)  thous 

297 

303r 

-8.3 

HGAGE  APPLICATIONS,  PURCHASE  (8/28) 

269.4 

243.1 

30.9 

)TGAGE  APPLICATIONS,  REFINANCE  (8/28) 

1,331.5 

1,211.9 

379.3 

rces:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgag 
■ers  Assn.  (Index;  March  16,  1990=100) 

e 

TOEST  RATES 

lERAL  FUNDS  (9/1) 

LATEST 
WEEK 

5.75% 

WEEK 
AGO 

5.50% 

YEAR 
AGO 

6.23% 

MMERCIAL  PAPER  (9/1)  3  month 

5.44 

5.49 

5.52 

niFICATES  OF  DEPOSIT  (9/2)  3  month 

5.52 

5.57 

5.50 

ED  MORTGAGE  (8/28)  30-year 

7.02 

7.02 

7.72 

JUSTABLE  MORTGAGE  (8/28)  one  year 

5.72 

5.75 

5.73 

IME  (9/2) 

8.50 

8.50 

8.50 

jrces:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


CTFFI    ^Q/OQ^  thniic    r\f  nat  fnnc 

w  1  EEL  [o/iL^i  inous.  01  net  lorib 

LATEST 
WEEK 

2  040 

WEEK 
AGO 

2  127# 

YEARLY 
%  CHG 

-5  1 

HUlUd  [c5/ei.^i  units 

Lei.o 

TRIinif*^  Ifl./OQ^  unite 

1  nuuivo  KoitL^i  units 

138  391 

i  c.O,\jO  i  r  ft 

13  4 

ELCwiniu  rufftn  kqIc.^}  rniiiiuns  ui  KiiuwdLL-iirb. 

ou,oo  J 

/  \J,C.OO  n 

12  9 

CRUDE-OIL  REFINING  (8/29)  thous.  of  bbl./day 

15,688 

15,577# 

1.8 

COAL  (8/22)  thous.  of  net  tons 

21,973# 

21,840 

4.0 

LUMBER  (8/22)  millions  of  ft. 

493. 4# 

489.7 

2.1 

RAIL  FREIGHT  (8/22)  billions  of  ton-miles 

27. 3# 

26.9 

3.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WVi/PAi,  SFPAj,  Association  of 
American  Railroads 

PRICES 

GOLD  (9/2)  $/troy  oz. 

LATEST 
WEEK 

280.150 

WEEK 
AGO 

283.150 

YEARLY 
%  CHG 

-12.9 

STEEL  SCRAP  (9/1)  #1  heavy,  $/ton 

120.50 

120.50 

-17.7 

COPPER  (8/28)  2/lb. 

77.4 

77.0 

-24.3 

ALUMINUM  (8/28)  «/ib. 

64.5 

63.8 

-18.9 

COTTON  (8/29)  strict  low  middling  1-1/16  m.,  ll\b.  72.81 

73.19 

3.2 

OIL  (9/1)  $/bbl. 

13.67 

13.81 

-29.4 

CRB  FOODSTUFFS  (9/1)  1967=100 

213.55 

220.77 

-10.8 

CRB  RAW  INDUSTRIALS  (9/1)  1967=100 

283.33 

287.47 

-29.1 

Sources:  London  Wednesday  final  setting,  Chicago  market,  /Weta/s 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/2) 

UTEST 
WEEK 

137,70 

WEEK  YEAR 
AGO  AGO 

144.53  121.16 

GERMAN  MARK  (9/2) 

1.75 

1.81 

1.82 

BRITISH  POUND  (9/2) 

1.67 

1.64 

1.59 

FRENCH  FRANC  (9/2) 

5.88 

6.06 

6.11 

ITALIAN  LIRA  (9/2) 

1732.0 

1782.5  1773.5 

CANADIAN  DOLLAR  (9/2) 

1.54 

1.56 

1,38 

MEXICAN  PESO  (9/2) 

9.965 

9.810 

7  766 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/2) 

113.4 

116.9 

107,1 

Sources:  Ma]or  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars,  Trade-weigtited  dollar  via  J,P  Morgan, 


iw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components 
tpment,   l=Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn,         3-Free  market  value  NA=Not 


(estimated  and  not  listed)  include  machinery  and  defense 
available       r=revised       NM-Not  meaningful 


THE  WEEK  AHEAD 


\  TflLLMENT  CREDIT 


■|  sday,  Sept.  8,  3  p.m.EDT>  Consumers 
[|  lably  added  only  about  $3  billion  in  new 
^  t  in  July,  says  the  median  forecast  of 
nomists  surveyed  by  Standard  &  Poor's 
,,  a  unit  of  The  Mc(3raw-Hill  Companies, 
dit  had  risen  by  a  large  $6.7  billion  in 
e,  but  in  general,  installment  debt 
eases  have  slowed  this  year.  Consumers 
finding  new  borrowing  avenues,  such  as 
ie  equity  loans. 

EMPLOYMENT  CLAIMS 


irsday,  Sept.  10,  8:30  a.m. edt>-  New 
ms  for  state  unemployment  benefits  likely 
i  to  about  310,000  for  the  week  ended 
)t.  5.  Filings  had  fallen  to  just  297,000  in 


the  week  ended  Aug.  22,  the  first  time  since 
mid-April  that  claims  dropped  below 
300,000.  Economists  will  be  watching  job- 
less filings  for  any  hint  that  labor  markets  are 
loosening. 

CURRENT  ACCOUNT  BAUNCE 

Ttiursday,  Sept.  10,  10  a.m.EDT>  The  cur- 
rent account  deficit — a  type  of  cash-flow 
statement  of  U.S.  international  business, 
including  trade  in  goods  and  services,  net 
investment  income,  and  foreign  transfers — 
likely  rose  to  at  least  $50  billion  in  the  sec- 
ond quarter,  from  $47.2  billion  in  the  first 
quarter,  and  only  $35  billion  a  year  earlier. 
The  widening  is  suggested  by  the  steep  dete- 
rioration in  the  merchandise  trade  gap.  At 


$52  billion,  the  current  account  deficit  would 
equal  2.5%  of  the  economy,  the  highest  ratio 
since  1988.  A  3%  mark  is  usually  when 
questions  arise  about  a  nation's  ability  to 
finance  its  international  obligations  and  its 
currency  begins  to  weaken. 

PRODUCER  PRICE  INDEX 

Friday,  Sept.  11,  8:30  a.m. edt>-  The  s&p 
Mivis  survey  projects  that  producer  prices  for 
a!!  finished  goods  were  likely  unchanged  in 
August,  after  increasing  0.2%  in  July. 
(:.,M:luding  food  and  energy  items,  prices  prob- 
a!  ly  edged  up  only  0.1%  last  month,  the 
Si  ne  small  gain  posted  in  July.  The  steep 
drop  in  import  prices  is  holding  down  overall 
6    ds  inflation. 
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m  index  gives  the  starting  page  for  a  stoiy  or  feature  with  a  sienificant 


AB  Airlines  202 
ABC(DIS)  76 
ABNAmro  46,70 
Accor  16 
Aegon  70 
Aetna  (AET)  196 
Aglis  8 

Airbus  Industrie  131 
Air  France  131 
Air  India  174 
Airspray  70 
Albertson's  (ABS)  98 
Alfa  Romeo  9 
Alitalia  202 
AlliedSignal  (ALD)  58 
Alpha  Equity  Research  178 
American  Airlines  (AMR)  131 
American  Funds  Group  178 
American  Insurance  Group  198 
American  International  Group 
(AIG)  42 

American  Stores  (ASC)  98 
America  Online  (AOL)  164 
AMP  58, 150 
AMR  (AMR)  196 
Aperio  140 

Apple  Computer  (AAPL)  8, 19 
Arctic  Cat  56 
ArgusSoft  8 

Arlen  Communications  164 
Asia  Pulp  &  Paper  68,192 
AT&Trr)  54,112,140,196 
Axa-UAP  70 

B 


Campbell  Soup  (CPB)  39 
Cap  Gemini  94 
Capital  Market  Risk 
Advisors  46 
Carlson  16 

Chase  Manhattan  (CMB)  38, 
46, 188 

Cherkizovsky  Meat  Plant  166 
Chrysler  (C)  39, 196 
Citicorp  (CCD  26,44,46 
Clipper  42 

Coca-Cola  (KO)  39,42,178, 
196 

Colt  Telecom  Group 

(COLTY)  188 
Commerce  Group  196 
Commonwealth  Brands  136 
Compaq  Computer  (CPO)  52, 

54 

COMSAT  (CO)  196 
Corning  (GLW)  150 
Cowen  8 

Credit  Suisse  40, 44, 46,  53, 
70, 196 


Gallaher  136 
Gannett  (GCI)  196 
Gartner  Group  (GART)  140 
Gazprom  166 
GEICO  196 
Gemplus  94 
Gemstar  (GMSTF)  164 
General  Motors  (CM)  38,  58 
GenMar  56 
Giesecke  &  Devient  94 
Gillette  (G)  39,196 
GK  Intelligent  Systems  54 
Goldman  Sachs  40, 44, 72 
Graystone  Financial 
Services  54 
Croupe  Bull  94 
GS  Financial  Sen/ices  54 
H 


Haagen-Dazs  58 
Hewlett-Packard  (HWP)  168 
H.  Lundbeck  A/S  8 
Honda  (HMC)  172 
HSBC  Securities  58,  70 
Hyundai  64 

I 


Baan(BAANF)  168 
Banespa  72 

BankAmenca  (BAG)  40, 46, 
140 

BankBoston  (BKB)  46 
Bankers  Trust  (BT)  46 
Bank  Julius  Baer  70 
Banque  Paribas  72 
Barclays  Bank  (BCS)  46 
BASF  70 

BAT  Industnes  (BTI)  134 
BEA  Associates  196 
BellSouth  (BLS)  76 
Ben  &  Jerry's  (BJICA)  58 
Benckiser  70 
Berger  Select  42 
Bernstein  (Sanford  C  )  134, 
136 

Boeing  (BA)  53,76.131,202 
Bombardier  (BBD)  56 
Booz  Aliens  Hamilton  131 
Borland  International  18 
Britisli  Airways  (BAB)  202 
Brown  &  Williamson  134,136 
Brunswick  Warburg  166 
BT  Funds  Management  70 


Dae  Duck  Industrial  64 
Daewoo  64 

Daimler  Benz  (DAI)  168, 196 
Danone  Group  70 
Darby  Overseas  50 
Debonair  202 
Degen(J.M.)  98 
Dell  Computer  (DELL)  168 
Deloitte  &  Touche  97 
Delta  Air  Lines  (DAL)  131 
Dreyer's  (DRYR)  58 
Drugstore  com  76 
Dunn  Capital  190 


EasyJet  202 
Eh  Lilly  (LLY) 

F 


Farmer's  Feed  Mill  9 
Federal  Express  (EDX)  140 
Fidelity  Investments  178, 188 
Financial  Service  Analytics  44 
First  Call  39,40 
First  Union  Bank  (FTU)  140 
Fleet  Bank  (FLT)  140 
Focus  Systems  168 
Ford  (F)  34, 38, 39, 42,  64, 
76,172 

Forest  Laboratories  (FRX)  8 
Forrester  Research  (FORR)  52 
FoxMeyer  168 

Franklin  Templeton  (BEN)  178, 
192 


Iberia  202 

IBM  (IBM)  18, 19,50,52,54, 
76, 168 

ING  46,  50,  64, 70 

Intel  (INTO)  19,178 

IPO  Plus  Aftermarket  Fund  44 

Izhevsky  Radio  Factory  166 

J 

Japan  Tobacco  136 
Jet  Airways  174 

Ik 

Kawasaki  56 
Kia  Motors  34,39,48,64 
Kiefer  &  Veittinger  168 
KLM  202 

Korean  Electnc  192 
KPMG  Peat  Marwick  97, 98 
Kroger  (KR)  98 
Kuwait  Airways  174 
L 


M 


MacMall  8 
Mac  Zone  8 
Mazda  172 
McDonald's  (MCD)  42 
McGinnis  Advisors  50 
McGraw-Hill  (MHP)  39, 64, 
205 

MCI  Communications 

(MClC)  140, 196 
Mercury  General  (MCY)  196 
Merrill  Lynch  (MER)  40, 44, 50, 

64,196 

Metropolitan  Life 

Insurance  188 
MFK  Renaissance  166 
Microsoft  (MSFT)  18,19,58, 

76, 164, 168, 178 
Millipore  (MIL)  150 
Mitchell  Securities  46 
Mitsubishi  172 
Mobil  (MOB)  112 
Molinos  Rio  de  la  Plata  72 
Monsanto  (MTC)  58 
Morgan  (J.P)  (JPM)  31,34,42 
46 

Morgan  Stanley  Dean  Witter 
(MWD)  40,  42,  70 
Morningstar  42,  64, 1 78 
Mosenergo  50 
Motorola  (MOT)  8, 19 


Pan  American  World 
Airways  63 
PeopleSoft  (PSFT)  168 
Pfizer  (PEE)  8 

Philip  Morris  (MO)  134, 136 
Philippine  Long  Distance 

(PHILD)  192 
Philips  Semiconductors 

(PHG)  76 

Pohang  Iron  &  Steel  (PKX)  64, 
192 

Preussag  70 

Procter  &  Gamble  (PG)  58, 76, 
150 

Proffitt's  (PFD  44 
Prudential  Securities  40 
Putnam  Asia  Pacific  Grovrth 
Fund  64 

Putnam  Investments  178 


Randalls  Food  Markets  98 
Reach  Marketing  98 
Reasor's  Food  Warehouse  98 
Republic  of  New  York  (RNB)  46 
RinacoPlus  166 
RJR  Nabisco  (RN)  134,136 
Roadway  Express  (ROAD)  58 
Robert  Fleming  Securities  72 
Ryanair  202 

S 


Stephens  (G.Z  )  44 
Suez  Lyonnaise  des  Eaux  70 
Sumitomo  Trust  &  Banking  48 
64  j 

Sun  Microsystems  (SUNW)  52, 
76 

Suzuki  172 


N 


NationsBanc  Montgomery 
Securities  (NB)  76 
NBC(GE)  164 
NCR  54 

Nesbitt  Burns  31 
Netscape  Communications 

(NSCP)  164 
New  England  Consulting 

Group  98 

News  Corp.  (NWS)  164 
Nissan  172 
Nokia  70 

Nomura  Research  48 
Nomura  Securities  46 
Northeast  Utilities  (NU)  58 
Northwest  Airlines  (NWAC)  58, 
63 

Norwest(NOB)  40 
Novell  (NOVL)  18 


Gage  Marketing  16 


Laidlaw(LDW)  97 
Lehman  Brothers  (LEH)  53,  97 
Lennar(LEN)  196 
Limited  (LTD)  140 
Lincoln  Capital  39 
I  Loews  (LTR)  134 
Long-Term  Credit  Bank  of 
Japan  48,64 

Loomis  Sayles  Bond  Fund  192 
Lonllard  Tobacco  134, 136 
Lotus  Development  (IBM)  52 
Lufthansa  202 
Lukoil  50 


Ogiivy  &  Mather  42 
Olimpex  International  8 
Olympus  Optical  64 
Oppenheimer  42 
Oracle  (ORCL)  168 
Orga  94 

P 

Pacific  General  Partners  64 
PageMart  19 
PaineWebber  (PWJ)  40, 58 


Sabena  202 

Safeco  Northwest  Fund  53 
Safeway  (SWY)  98 
Saks  Fifth  Avenue  (SKS)  44 
Sakura  Bank  34 
Salomon  Smith  Barney 
(TRV)  40,  44,46,,  134 
Samsung  64 
S&M  Brands  136 
Santa  Fe  Natural  Tobacco  136 
Santal  94 
SAP  70,168 
Sobering  70 
Schlumberger  94 
Schwab  (Charles)  (SCH)  40, 
44, 178 

Scudder  Kemper 
Investments  39 
SEITA  136 
SGL  Carbon  70 
Sherwin-Williams  (SHW)  42 
Siemens  64, 94 
Singapore  Airlines  174 
Softbank  64 
Software  Spectrum  76 
Soundview  Financial  Group  52 
Southwest  Airlines  (LUV)  131, 
202 

Spiegel  (SPGLA)  9 
Spnnt(FON)  140,196 
Standard  &  Poor's  (MHP)  39, 
46, 64, 205 

Standard  Life  Assurance  140 


TASS  Management  50 
Tata  174 

Tele-Communications 

(TCOMA)  164 

Telebras  72 

Telefonos  de  Mexico  72 
Telekom  Malaysia  192 
Tessera  Enterprise 

Systems  140 
Thomson  Consumer 

Electronics  164 
3Com(COMS)  19 
3M(MMM)  112 
Tivoli  Systems  52 
Tokyo  Electron  68 
Toshiba  64 
Total  70 

Toyota  aOYOY)  34,68,172 
Travelers  Group  (TRV)  44 
Trilogy  Development  Group  IE 
Trinity  Capital  Partners  70 
U 


Ukiah  Software  76 
United  Airlines  (UAL)  58, 63, 
131 

United  Financial  Group  166 
United  Video  Satellite  164 
UPS  58 

US  Airways  (U)  58, 131 
USWest(USW)  76,140 
V 


mm 


Valeo  70 
Vinlund  166 
Virgin  Express  202 
Vivendi  70 
Volvo  (VOLVY)  70 
Vons(SWY)  98 
Vontobel  42, 196 
W 


Wal-Mart  Stores  (WMT)  98 
Walt  Disney  (DIS)  150 
Warburg  Dillon  Read  72 
Western  Airlines  63 
Whiripool  (WHR)  168 
WordPerfect  18 


Yahoo'  (YHOO)  76, 164 
Yankee  Group  Research  52 
YPF  72 


Zeneca(ZEN)  58 
Ziff-Davis  64 
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estment  Figures  of  the  Week 


P  soo 

Mar.  Sept.  Aug.  27-Sept.  2 

 1100 


;  990.48 
-  950 


1-week  change 
-8.6% 


MENTARY 

B  s  rule.  No  one  escaped  the 
s}  ;  market  mauling.  In  a  rout 
ti  sred  by  the  Russian  financial 
3  economic  crisis,  the  Dow 
i\  ;  industrials  lost  nearly  1000 
p  s  between  Aug.  26  and  Aug. 
cj  dropping  to  7539.  The  Dow 
t  iced  back  to  7827  on  Sept. 
ut  after  two  failed  af'empts 
ierce  the  7950  barrier  on 
.  2,  stocks  plunged  to  close 
782.  For  the  week,  the  Dow 
1  8.7%  and  wiped  out 
3's  gain.  The  S&P  500,  still 
he  black  for  the  year,  lost 
One  bright  spot:  Investors 
iht  Treasury  bonds  and  bills, 
ling  interest  rates  down. 


BREST  RATES 


iEASURY  BOND  INDEX 

pt    Mar.  Sept.  Aug.  27-Sept.  2 

 ' —  1745 


:  1703.5 
-  1695 


week  change       1-week  change 
:2.6%  +0.9% 

Sloomberg  Financial  Markets 


U.S.  MARKETS 


%  change 
Week  Year 


Dow  Jones  Industrisls 

7782.4 

-8.7 

-1.4 

NA^RAfl  Hnmhinprl  rnmnn^itp 

1592.9 

-9.9 

-1.6 

S&P  MidCap  400 

293.9 

-7.8 

-8.1 

S&P  SmallCap  600 

148.4 

-7.6 

-16.9 

S&P  SuperComposite  1500 

208.4 

-8.6 

4.2 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

326.2 

-9.0 

10.8 

S&P  Financials 

109.7 

-9.8 

2.6 

S&P  Utilities 

232.3 

-3.3 

15.2 

PSE  Technology 

300.3 

-10.5 

-9.6 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5235.8 

-5.6 

5.2 

Frankfurt  (DAX) 

4970.5 

-5.0 

21.1 

Tokyo  (NIKKEI  225) 

14,376.6 

-3.3 

-23.3 

Hong  Kong  (Hang  Seng) 

7355.7 

-6.1 

-50.0 

Toronto (TSE  300) 

5682.5 

-7.9 

-15.2 

Mexico  City  (IPC) 

3178.6 

-2.3 

-35.0 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1 .58  % 

1.44% 

1.63% 

S&P  500  P/E  Ratio  (Last12mos. 

22.8 

26.4 

23.5 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.4 

24.4 

18.5 

First  Call  Earnings  Revision* 

-3.78  % 

-3.26  % 

-0.87% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-rtay  average 

1059.9 

1057.3 

Negative 

Stocks  above  200-day  average 

15.0% 

26.0% 

Positive 

Options:  Put/call  ratio 

0.81 

0.66 

Positive 

Insiders:  Vickers  Sell/buy  ratio 

1.03 

1.09 

Positive 

Data;  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 

Last                               Last  12 
month  %  months% 

Food  Chains 

6.2 

Broadcasting 

62.3 

ElBCtric  Companies 

3.8 

Drug  Chains 

50.6 

nriin  Phoinc 
Ul  blldlMd 

-2.5 

Long-Dist.  Telecomms. 

45.3 

Tobacco 

-3.1 

Drugs 

44.8 

Specialty  Chemicals 

-3.7 

Communications  Equip. 

41.4 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

%                           months  % 

HMOs 

-37.7 

Metals 

-56.2 

Invest.  Banking/Brkrge. 

-29.5 

Oil  &  Gas  Drilling 

-56.1 

Shoes 

-28.5 

Gold  Mining 

^7.7 

Money  Center  Banks 

-26.7 

Oil  Exploration  &  Prod. 

-45.6 

Metal  &  Glass  Containers 

-25.2 

Shoes 

-45.6 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  piice  weakness 

Price 

1-month 
change 

Intel 

76 

-8"/,  6 

Citicorp 

106^/8 

-57 

America  Online 

85 

-31 

IBM 

117'5/ie 

-14  "/16 

General  Electric 

82  "/i  6 

-6 '3/16 

BankAmerIca 

64  V2 

-24^/16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Home  Depot 

41  V4 

5/16 

Conagra 

26% 

Phillips  Petroleum 

43  "/1 6 

Albertson's 

50% 

Adaptec 

11  V2 

'12 

GPU 

37  Vs 

3/4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.11 

5.10 

5.16 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.88 

5.06 

5.14 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

5.05 

5.06 

5.17 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.90 

5.16 

5.57 

GENERAL  OBLIGATIONS 

4.24% 

4.27% 

4.88% 

4.86% 

10-YEAR  TREASURY  NOTES 

5.07 

5.26 

6.33 

PERCENT  OF  TREASURIES 

83.60 

82.12 

91.42 

89.66 

30-YEAR  TREASURY  BONDS 

5.33 

5.44 

6.60 

TAXABLE  EQUIVALENT 

6.14 

6.19 

7.07 

7.04 

LONG-TERM  AA  INDUSTRIALS 

6.28 

6.21 

7.10 

INSURED  REVENUE  BONDS 

4.42 

4.44 

5.05 

5.06 

LONG-TERM  BBB  INDUSTRIALS  6.88 

6.69 

7.47 

PERCENT  OF  TREASURIES 

87.15 

85.39 

94.61 

93.35 

LONG-TERM  AA  TELEPHONES 

6.65 

6.55 

7.36 

TAXABLE  EOUIVALENT 

6.41 

6.43 

7.32 

7.33 

AL FUNDS  . 


-'<l'  ^00'*  sgai  U.S.  Diversified  M  All  Equity 
V  total  return         52-week  total  return 


1^ 


C.  ■  Morningstar,  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 
%    Four-week  total  return 


% 


Prudent  Bear 

ProFunds  UltraBear  Investor 
Comstock  Part.  Cap.  Val.  R 
Comstoch  Part.  Strategy  0 
Rydex  Ursa 

Leaders 

52-week  total  return 


21.2  Lexington  Troika  Russia  -60.4 

11.9  Vontobel  Eastern  Eurcp  Eq. -41.1 

9.8  American  Heritage  -40.5 

6.9  I  nvesco  Latin  American  Gr.  -38.1 
6.6  Excelsior  Latin  America  -36.5 

Laggards 

%  52-week  total  return  % 

Smith  Barney  Telecomms.  Inc.45. 8  Lexington  Troika  Russia  -87.3 

Weitz  Hickory                 39.9  Guinness  FIgt.  Asia  Sm.  Cap -71 .4 

Icon  Telecomms.  &  Utilities    35.8  U.S.  Global  Inv.  China  Reg.  -69.6 

Caldwell  &  Orkin  Mkt.  0pp.     32.6  Montgomery  Emerg.  Asia  R  -69.2 

Flag  Investors  Communs.  A    32.5  Lex.  Crosby  Sm.  Cap  Asia  -68.9 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Utilities 
Japan 

Domestic  Hybrid 
International  Hybrid 
Real  Estate 

Leaders 

S2-week  total  return 


-3.5  Latin  America  -30.4 

-5.0  Diversified  Emerging  Mkts.  -25.0 

-5.2  Precious  Metals  -17.8 

-5.6  Small-cap  Growth  -15.5 

-7.2  Small-cap  Blend  -15.1 

Laggards 

52-week  total  return  % 


% 


Utilities  17.5  Pacific/Asia  ex-iapan  -55.0 

Communications  13.9  Precious  Metals  -49.5 

Europe  12.7  Latin  America  -46.5 

Large-cap  Growth  8.9  Diversified  Emerging  Mkts.  -45.9 

Large-cap  Bi  iit  6.0  Diversified  Pacific/Asia  -41.1 


ta  are  as  of  market  close  Wednesday,  Sept.  2.  1998,  unless  otherwise  indicated.  Industry 
J  include  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  if 
to  us  or  E-m3il  figures@businesswe- 


iS  are  as  of  Sept.  1.  For  a  more  detailed  explanation,  write 
->m.  NA=Not  available  "Vanguard  index  500  Fund 
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Editorials 


REMEDIES  FOR  THE  GLOBAL  CRISIS 


Economic  history  offers  many  cautionary  episodes,  but 
none  quite  so  striking  as  tlie  one  pictured  liere:  Be- 
ginning in  1929,  the  value  of  world  trade  staited  to 
conti'act  until,  four  years  later,  it  amounted  to  a  mere  one- 
third  of  what  it  had  been.  An  unlucky  constellation  of  global 
events — deflation  in  commodity  prices,  the  October  stock 
mai'ket  crash,  and  bank  failui'es  in  the  U.  S.  and  Europe — had 
set  the  global  economy  on  its  downward  course.  But  it  was  a 
series  of  policy  mistakes — too-tight  money,  competitive  de- 
valuations, new  and  onerous  tariff  barriers — that  plunged 
the  world  into  depr-ession  and  made  the  struggle  for  recoveiy 
so  long  and  painful.  Ever  since,  generations  of  economists  and 
policymakers  have  vowed  that 
never  again  would  world  trade 
implode  and  output  shrink  as 
happened  in  the  1930s. 

So  why  the  graphic  re- 
mindei'?  Let's  be  clear.  Global 
depression  is  not  even  on  the 
horizon,  much  less  an  immedi- 
ate prospect.  But  within  the 
past  few  months,  emerging 
Asian  markets  and  their 
economies  have  tumbled  like 
dominoes,  the  Russian  econo- 
my has  cratered,  and  now 
Latin  countries  are  suffering 
capital  flight.  The  once  mighty 
Japanese  economy  remains  co- 
matose. In  Washington  and 
Moscow,  leaders  are  undei-  fii-e. 
Around  the  world,  investors 
have  gone  on  strike,  dumping 
high-risk  paper  and,  more  re- 
cently, trimming  their  sails  on 
Wall  Street.  Commodity  prices 
are  at  20-year  lows.  It  has  been 
several  years  since  the  global  economy  seemed  quite  so  vul- 
nerable. There's  little  room  for  error  at  times  like  these.  A 
few  missteps,  and  problems  can  turn  into  disasters. 

FOUR  POINTS.  Here's  what  needs  to  happen.  First,  the 
Group  of  Seven  nations  should  coordinate  a  cut  in  short-term 
interest  rates  in  an  explicit  move  to  bolster  the  global  econ- 
omy. This  won't  mean  much  in  Japan,  where  already-low 
rates  are  pushing  on  a  string.  It  won't  delight  the  Canadians, 
who  are  trying  to  prop  up  their  currency,  or  please  the  Ger- 
mans, loath  to  appear  undisciplined.  Several  regional  Fed- 
eral Reserve  .  'iiefs  still  fret  that  inflation  might  rear  its  head 
in  the  U.  S.,  while  some  folks  think  lower  rates  would  mere- 
ly be  a  sop  to  Wall  Street.  But  all  this  is  myopia,  pure  and 
simple.  Growth  is  stalled  in  one-third  of  tht  global  economy. 
The  G-7  should  demonstrate  leadership  and  cut  rates  now. 


Next,  some  working  solutions  must  be  found  to  allevi: 
the  strains  on  global  finance.  This  means  Congi'ess  should  p 
vide  the  $18  billion  in  funding  owed  to  the  Internatio; 
Monetary  Fund,  pronto.  But  it  also  means  remaking  the  ii 
The  organization  stumbled  badly  over  the  past  year  in  r 
ommending  painful  austerity  progi*ams  to  its  boiTowers 
needs  to  change  its  tune.  Instead  of  plumping  for  lai'gely  i 
achievable  macroeconomic  goals,  a  reconstituted  IMF,  strip}' 
of  its  bureaucracy  and  populated  by  a  few  more  gi'een-e 
shade  tyj^es,  should  be  actively  reviewing  and  assessing 
balance  sheets  and  risk  factors  of  developing  nations.  Lend,, 
could  then  be  directly  linked  to  creditworthiness. 

This  would  attack  the  gl 


A  CONTRACTING  SPIRAL  OF  WORLD  TRADE 

JANUARY,  1929,  TO  MARCH,  1933: 
TOTAL  IMPORTS  OF  75  COUNTRIES 
MONTHLY  VALUES  IN  TERMS  OF  OLD  U.S.  GOLD  DOLLARS  (MILLIONS) 
APRIL 


FEBRUARY 


JANUARY 


$2,998 


DECEMBER 


AUGUST 


NOVEMBER  SEPTEMBER 
OCTOBER 

DATA  LEAGUE  OF  NATIONS,  MONTHLY BUlUm OF STAIISTICS.  FEBRUARY,  1934 


capital  pi"oblem  at  its  soui'ce 
making  it  harder  for  emer^n 
nations  to  issue  short-term 
at  vriU,  which  in  turn  would  u 
the  hot-money  types  fewer  i  > 
lets.  Intei'ventionist  solutions 
dealing  vrith  the  tidal  waves 
global  capital  are  not  especi 
desirable.  Capital  controls 
subject  to  abuse  and  circumv 
tion,  while  foreign  exchange 
trols,  such  as  those  Malaysia 
cently  announced,  amount  to 
opting  out  of  the  global  fln 
cial  system. 

Third,  the  temptation  to 
back  the  mai'ket-opening  mo 
of  the  past  two  decades  m 
be  squai-ely  resisted.  Thanks 
the  slowdown  in  Asia,  the  U 
trade  deficit  is  already  wide 
as  America  loses  export  m 
kets.  In  Europe,  preoccupat 
with  monetary  union  could 
ily  spill  over  into  a  more  inwaixl-looking  stance,  one  that's 
less  amenable  to  trade  with  Asia  and  Latin  America 
U.  S.  still  possesses  an  extraordinarily  healthy  and  well-b 
anced  economy,  and  it  can  easily  play  the  lone  locomotive 
the  global  economy  for  a  while  if  it  must.  But  it  cannot  do 
indefinitely,  and  as  the  trade  deficit  climbs,  protectionist  se 
timent  is  sure  to  gi'ow. 

Finally,  policymakers  have  to  jettison  their  v/on-ies  abo 
inflation.  The  only  inflation  the  U.  S.  has  suffered  is  in  sto 
prices,  and  that  froth  appeal's  to  be  subsiding.  So  here's  a  rt 
ommendation  that's  simple  but  of  overarching  importanc 
Before  they  make  a  move,  leaders  around  the  globe  shou 
put  every  policy  initiative  to  a  grovrth  test.  Does  the  propo^' 
pi-omote  economic  gi-owth,  or  is  it  restrictive?  Will  it  have  ( 
flationary  consequences?  As  history  so  amply  illustrates,  i 
policy  mistakes  that  turn  slowdowns  into  depressions. 
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i  C  iXliiminlal  All 


Mntthe 

WORLD? 

WE'RE  SELLING 

TICKETS. 


More  than  190  destinations 
in  38  countries  worldwide, 

Latin  America.  The  Caribbean.  Europe.  The  Pacific. 
North  America.  The  world.  For  reservations,  call 
your  travel  agent  or  Continental  Airlines 

at  1-800-523-FARE. 

www.flycontinental.com 
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More,  Better,  Faster: 

The  GAB  Robins  Solution 


INSURANCE  SERVICES  PROVIDER  GAB  ROBINS  INVESTS 
TO  FEED  INFORMATION-HUNGRY  CUSTOMERS 


facilities  of  these  tools  or  their  oy 
reporting  tools. 

We  also  have  customer  based  advi 
councils  and  focus  groups  who  provide 
constant  feedback  loop  on  our  tools  anM 
services  so  that  we  know  we  are  focusej 
on  building  our  information-based  tooli«»' 

rrv  m/^(=»r  rl-n=»ir  ri<a^^^  r 


or  insurers  and  corporate  risk  managers  with  claims  to 
process,  nothing  matters  more  than  information.  It  has  to  be 
quick,  accurate,  and  inteUigent.  Janet  Turoft,  senior  vice- 
president  and  CIO  at  GAB  Robins,  talks  about  how  this 
insurance  services  provider  invested  $40  million  to  create  the  most 
sophisticated  reporting  systems  in  the  industry  for  its  clients. 


I 


O:  How  are  the  needs  of  your  customers 
changing  today? 

A:  There  is  a  phenomenal  rush  toward 
more  timely,  integrated  information. 
Customers  don't  want  isolated  reports. 
WTiat  corporate  risk  managers  and  insur- 
ers want  is  an  integrated  view  of  informa- 
tion which  covers  the  first  report  of  the 
injury  or  loss  all  the  way  through  the 
adjustment  ot  the  claim  to  the  MlS-gen- 
erated  analysis  and  reports. 

O:  How  has  GAB  Robins  evolved  to  meet 
those  needs? 

A:  Historically,  our  mainframe  systems 
made  it  difficult  to  react  quickly  and  flex- 
ibly to  customer  needs.  Over  the  past  few 
years  GAB  Robins  has  invested  over  S40 
million  to  completely  overhaul  our  tech- 
nology infrastructure.  We  made  this  sub- 
stantial financial  commitment  because 
we  realized  that  we  are  not  just  in  the 
insurance  services  business,  we  are  in  the 
information  business  as  well.  That  under- 
standing is  what  differentiates  us  from 
our  competition. 


O:  How  does  that  concept  trans- 
late into  customer  services? 

A:Today  we  can  tailor  our  cus- 
tomers  unique  information 
gathering  requirements  quickly 
and  seamlessly  through  our 
client/server-based  ACIS  ' ' 
(Automated  Claims  Information 
System)  core  claims  processing 
system.  We  can  provide  informa- 
tion-based reporting  back  to  our 
customer  in  whatever  format 
they  prefer  —  paper,  disk,  tape, 
or  through  an  online  facility. 

We  have  customers  with  tens  of  thou- 
sands of  claims.  They  can  access  their 
claims  information  with  us  through  our 
claims  management  products  ClienTell' 
(available  today  to  our  Risk  Management 
customers)  or  the  soon  to  be  released 
ClaimConnect'"  product  (for  our  Insur- 
ance Company  customers).  Customers 
can  download  their  claims  information 
whenever  it  is  convenient  for  them  —  real 
time  or  scheduled  during  off  hours.  Cus- 
tomers c.'.n  use  the  built-in  reporting 


At  a  catastrophe  site,  a  CAB  Robins 
claims  adjuster  uses  an  "unteth- 
ered"  laptop  to  enter  claims  infor- 
mation. The  adjuster  can  enter 
data  and  generate  reports  with  the 
remote  computer,  and  upload  the 
information  later.  This  unique 
system  should  dramatically  speed 
up  claims  processing  for  natural 
disasters,  when  telephone  lines 
may  not  be  readily  available. 


to  meet  their  nc' 

O:  Impressive!  What  kind  of  technologj 
do  you  have  in  place  that  enables  yo 
to  provide  information  so  flexibly?  |jp 

A:  We  have  two  very  strong  vendd 
relationships — with  Hewlett  Packar 
and  Oracle.  We  partnered  with  tlJl^' 
technical  lab  staff  and  the  Cupertino 
California-based   senior  managemes 
teams  of  both  HP  and  Oracle  to  hel 
us  build  a  scalable  system  that  woul 
perform  as  we  need  it  tcjt 
As  a  result,  we  were  the  fir,'''' 
in  the  country  with  thit'  n 
implementation    of  th 
Oracle   Parallel  Serve 
(OPS)  technology  in  a  higi^ 
volume  production  envi  ■ 
ronment.  OPS  is  a  ne\ 
technology    option  th; 
allows  multiple  computet 
to  access  the  same  datab 
with     improved  perfo 
mance  and  reliability.  Th; 
technology  provided 
with  the  boost  we  needed  to  accommo 
date  our  growing  online  population 

Today  we  can  handle  850  concurren 
users  on  our  systems  and  we  can  easil: 
grow  to  1,500  concurrent  users  wid 
the  same  performance.  This  move  t  _ 
client/server  also  allowed  us  to  maximiz 
our  infrastructure  into  the  latest  LAIS  I'A 
WAN,  and  desktop  environments  an( 
provides  us  with  the  ability  to  quickl; 
adapt  to  changing  business  needs  an< 
introduce  new  products 

O:  Were  there  other  benefits  from  thi 
substantial  technology  investment? 

A:  Absolutely!  This  platform  will  allow  u 
to  be  completely  Year  2000  compliant  oi 
our  core  claims  processing  systems 


Janet  Turoff,  senior 
vice-president  and 
CIO,  CAB  Robins 
North  America,  Inc. 


( 

I 


Clara  Van  Hast,  a  New  York-based  writei 
reports  frequently  on  insurance  and  rist 
management. 
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You  know  our  portables, 
now  meet  the  rest  of  the  family. 


You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1  -800-TOSHIBA  or  look  us  up  on  the  Web  at  www.toshiba.com 


you@breakfast^Qiq 

you@backofcab.O0iii 
you@asleepinairport.com 
you@dullmeeting.com 
you@airportbar.com 
you@baclcofcab.com 
you@home.com 
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Up  Front 


TALK  SHOW  ui  was  so  shocked  because  I  didn't  think  the 
ball  had  enough  to  get  out." 

— Ma  rk  McGwire,  after  No.  62 


PAPER  PLAYS 

irS  HARD  TO  KICK 
THATRJR  HABIT 

CARL  ICAHX  LIKED  BEIXf;  AX 
RJR  Xabisco  shareholder  so 
much  he's  back  for  another 
helping.  The  financier  clever- 
ly made  a  bundle  last  year 
by  selling  his  entu*e  6%  stake 
in  R.JR  for  about 
$731  milHon  as  the 
stock  price  peaked 
in  the  high  .30s.  But 
lately,  with  tli- 
price  in  the  l<v' 
20s,  he  has  bouj^i 
back  about  3' 
worth  about  %'Z'-'.^i 
million. 

This  time,  both 
the  food-and-tobac- 
co  giant  and  Wall 
Street  beheve  Icahn  will  be  a 
passive  investor,  though  they 
caution  he  is  unpredictable. 
In  1996,  Icahn  and  financier 
Bennett  LeBow  tried  to  force 
R.JR  into  spinning  off  its 
Nabisco  division.  They  failed 


CARL  ICAHN 


and  cashed  out  in  1997.  But 
their  timing  was  right:  R.JR 
stock  surged  on  prospects  of 
a  national  tobacco  litigation 
settlement,  which  later  fiz- 
zled. Icahn,  who  isn't  talking, 
came  away  with  around  $130 
million  in  profits. 

Now,  analysts  say,  he's 
likely  awaiting  new  attempts 
at  a  tobacco  pact,  which 
would  ease  pjr's 
lawsuit  worries  and 
encourage  it  to  spin 
off  Nabisco.  As 
]  )Ui-e  plays,  the  sep- 
ai'ate  stock  in 
Xabisco  and  tobac- 
rij  would  each  rise, 
says  Salomon 
Smith  Barney  ana- 
lyst Martin  Feld- 
man.  pjr  Chairman 
Steven  Goldstone 
has  said  he  w^ould  like  to  di- 
vest Nabisco,  but  only  after  a 
settlement.  Moving  sooner,  he 
fears,  risks  antitobacco  plain- 
tiffs' objections  that  he  is  re- 
moving assets  from  their 
gi'asp.  Larry  Light 


Son  Country 
JUrBnos 

www.suncountry.com  | 

WILD  BLUE  YONDER 

NO  EXCUSES  NOT  TO 
GOTO  MINNEAPOLIS 


MAXY  TRAVELERS  THINK 
getting  a  plane  ticket  to  Min- 
neapolis as  the  Northwest 
Airlines  strike  drags  on  is 
nearly  impossible.  But  there's 
an  airline  charging  $300  or 
less  for  round-ti'ips  between 
the  Twin  Cities  and  Ki  major 
markets. 

Sun  Countiy  Airlines  is  a 
15-year-old  charter  carrier 
that  stalled  flying  scheduled 
service  two  years  ago  and 
now  stands  to  prosper  fi'om 
Northwest's  woes.  With  $200 
million  in  revenues,  the  Men- 
dota  Heights  (Minn.)  airhne 
is  the  second-largest  canier 
out  of  the  Twin  Cities  after 


Northwest,  which  controls 
809(  of  that  market.  But  Sun 
Countiy  isn't  in  the  comput- 
ers of  most  corporate  travel 
agents  and  doesn't  advertise 
outside  of  Minnesota,  so  few 
know  about  it.  Sun  Country 
flies  one  or  tw^o  nonstop 
flights  daily  to  Chicago,  Los 
Angeles,  and  New  York, 
among  other  cities. 

The  canier,  already  in  the 
midst  of  expanding  schedtiled 
service,  has  stepped  up  the 
pace  because  of  the  stiike.  By 
March,  Sun  Countiy  will  fly 
about  100  scheduled  flights  a 
day,  up  67%  since  eaiiier  this 
summer.  "The  best  thing  that 
could  happen  to  us  is  that 
people  become  awai'e  of  where 
we  fly,"  says  Loii  Barghini, 
Sun  Counti-y's  marketing  di- 
rector.        David  Leonliardt  i 


HONCHOS 

TWO  JUNK-BOND 
STARS  FEEL  TRASHED 

CALL   IT  A  FINANCIAL  CUL- 

ture  clash:  Two  senior  man- 
agers at  Montgomeiy  Securi- 
ties are  so  irate  at 
their  new  corporate 
parent,  NationsBank, 
and  its  takeover  of 
Montgomery's  high 
yield  business,  that 
they  may  quit,  busi- 
ness WEEK  has 
learned. 

Tom  Weisel.  Mont- 
gomeiy's  foiTTier  cliaii- 
man  and  ceo,  and  .Jer- 
ry  Markowitz,  head  of  its 
high-yield  operation,  ai'e  "lean- 
ing" toward  leaving  the 
megabank,  says  a  source  at 
the  company,  despite  contracts 
that  would  rewai'd  them  hand- 
somely for  staging.  WMle  nei- 
ther man  has  vet  made  a  final 


WEISEL 


decision,  both  ai'e  said  to 
furious  that  the  bank  has  u 
en  the  lucrative  junk-bo 
business  away  from  Mor 
gomeiVs  New  York  oiSce  a 
handed  it  to  NationsBa 
managers  in  Charlotte,  ba 
headquarters. 

NationsBa 
spokeswoman  Gin 
Mackin  declined 
comment  on  "rum 
and  speculation." 

The  insider 
tends  that  the  swi 
of  operations  violat 
last  yeai''s  merger  co 
tract,  which  nam* 
Montgomeiy  as  hig 
yield  ovei'seer.  Mack 
had  no  comment  on  th 
allegation. 

Both  Weisel  and  Mai'kow 
are  supposedly  negotiati 
their  exit  packages  in  thi: 
est  clash  between  the  cultiu' 
of  commercial  and  investme: 
banking.  Joan  Ole 


LITIGATION  NATION 

SMOKE  AND  MIRRORS 
FROM  BIG  TOBACCO? 

ANTISMOKING  ACTIVISTS  ARE 

charging  that  the  state  tobac- 
co settlements  in  Texas  and 
Florida  contain  measures  that 
may  make  life  easier  for  Big 
Tobacco  than  fh-st  thought. 
Although  Big  Tobacco  will 
pay  billions  for  health-care 
costs  and  antismoking  educa- 
tion, William  Godshall,  head  of 
SmokeFree  Pennsylvania, 
says  the  settlements  contain 
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"tobacco  industry  protect! 
provisions." 

For  instance,  the  sett 
ments  call  for  laws  makir 
tobacco  possession  by  kids 
criminal  offense  rather  th 
simply  cracking  down  on  r 
tailers  who  sell  to  minorl 
"That  plays  into  the  indui 
try's  strategy'  of  positionin 
smoking  as  an  adult  habit 
says  Robin  Hobart,  co-direi 
tor  of  Americans  for  Noi 
smokers  Rights.  Activis 
feai-  that  as  "forbidden  fitiit 
cigai'ettes  will  actually  attra 
teens.  In  Florida,  which  a 
ready  has  criminalize 
underage  tobacco  possessioi 
authorities  say  more  tha 
2,700  kids  have  bee: 
nabbed,  though  the; 
add  there  is  no  evi 
dence  such  tactics  re 
duce  teen  smoking 
Minors  can  be  finei 
$25  or  sentenced  to  1' 
hours  of  communit; 
service.  The  industr; 
ays  it  also  wants  t 
crack  down  on  retailers 
but  defends  efforts  to  ciimi 
nalize  possession.  John  Caret 
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PRODUCT  PEEK 

MONITORS:  I  CAN  SEE 
CLEARLY  NOW 

IF  you've  ever  looked  at 
your  computer's  screen  and 
had  problems  making  out  the 
small  print  or  the  fine  details 
of  charts  and  photogi'aphs, 
the  problem  likely 
isn't  your  eyes.  The 
relatively  coarse 
grain  of  computer 
displays  just  doesn't 
do  a  good  job  of  ren- 
dering small  ty]:>e  or 
subtle  shadings. 

Help  is  on  the 
way.  On  Sept.  14, 
IBM  will  announce  a 
flat-panel  display 
screen  with  image 
quality  equal  to  a 
good  printed  page. 
Code-named  Roentgen,  after 
the  discoverer  of  X-rays,  the 
16.3-inch  diagonal  screen 
sports  200  pixels  per  inch, 
about  fom-  times  the  count  of 


PERFECT 

Original 
the  scree 


the  best  PC  screens  now.  Pix- 
els are  the  electronic  compo- 
nents of  images — more  and 
smaller  pixels  mean  a  clearer 
image. 

But  don't  expect  your  local 
CompUSA  to  cany  this  screen 
anytime  soon.  Although  IBM 
is  rushing  to  get  Roentgen 
to  market,  there's  not  yet  a 
display  adapter  for 
computers  to  pro- 
duce images  on- 
screen. Even  when 
an  adapter  is  ready, 
IBM  sees  radiologists 
as  the  prime  market 
for  Roentgen,  not 
average  consumers. 
The  doctors  will  be 
able  to  better  read 
X-rays  over  a  PC 
with  much  higher 
quaUty,  a  paiticulai'- 
ly  big  help  for  im- 
ages sent  over  long-distance 
networks.  Expect  Roentgen 
to  cost  in  excess  of  $10,000 
when  it's  commercially  avail- 
able.   Stephen  H.  Wildstroni 


MATCH: 

cnid  on 
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SPOR16  BiZ 

PIGSKIN  PALACES 
IN  THE  SKY  

READY  FOR  FOOTBALL?  THEN 

you — or  your  company — bet- 
ter be  ready  to  lay  out  big 
bucks  to  watch  in  style.  In 
Dallas,  where  skyboxes  are 
sold  for  15-year  terms,  you 
can  watch  Ti-ny  Aikman  for  a 
mere  $2  million-then  shower 
off  the  beer  buzz  in  your 
marble  bathroom.  Prefer 
Florida  in  winter?  Miami  just 
hit  a  per-season  record  of 
$250,000.  Something  a  bit 
lower?  The  Buffalo  Bills  now 
lease  dugout-level  boxes  for  a 
bargain-basement  $40,610. 


BIG  TAB: 

Dallas  suites 
are  $2  million 
for  15  years 

These  boxes 
are  no  luxury 
for  the  teams. 
"The  suites 
are  one  of  the 
vital  keys  to 
success  for  all  teams,"  says 
George  Hayes,  marketing 
vice-president  for  the  Dallas 
Cowboys.  Bill  Dorsey,  of  the 
Association  of  Luxmy  Suite 
Du'ectors,  calls  suites  "an  ex- 
plosive revenue  area,"  ex- 
pected to  bring  in  $250  mil- 
lion this  year  That  sum  can 
only  rise  given  the  six  new 
stadiums  set  to  open  by  2002. 

Coiporations  love  to  woo 
clients  in  luxuiy  boxes.  But 
feeding  the  dealmakers  ain't 
cheap  either:  In  Minneapolis' 
Metrodome,  18  hot  dogs  will 
set  you  back  $58,  while  a 
chip-and-dip  tray  costs  $39. 
But  who  cares,  when  a  sea- 
son's box  there  goes  for  only 
$30,000?  Denn  is  Blank 


DRAWN  &  QUARTERED 
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FASHION  FOLLIES 

WHEN  YOU  WEAR 
WHAT  YOU  EAT 

HAWAIIAN  SHIRTMAKER  CRAZY 

Sliirts  Inc.  has  come  up  with 
a  solution  for  calorie-conscious 
chocohoUcs.  It  has  introduced 
a  line  of  T-shirts 
and  sweats  dyed 
in  Ghirardelli 
chocolate.  Weai- 
one  and  you'll 
smell  like 
you've  indulged 
in  a  chocolate 
fest — without  iiiining 
youi"  teeth. 

And   since  few 
things    go    better  SWEET  SMELLS: 
with  chocolate  than  Shirts  of  coffee 
a  rich  cup  of  java,  and  chocolate 
Crazy  Shirt,  a  pri- 
vately  owned  company  with 
about  $70  million  in  revenues, 
has  also  come  up  with  a  cof- 
fee-dyed T-shirt,  redolent  of 


Hawaii's  famous  Kona  coffee. 
The  company  says  the  choco- 
late smell  lasts  thi'ough  sev- 
eral washings.  The  coffee  fra- 
gr'ance  may  dissipate  sooner 
The  shuts  cost  $24  and  up. 

These  ai*en't  the  first  scent- 
ed shirts.  In  the  early  '70s, 
other  companies  introduced 
scratch-and-sniff  T-shiits, 
which    proved  a 
short-lived  fad. 
But  trends 
analyst   B.  L. 
Ochman  thinks 
these  Crazy 
Shirts  could  be 
the  next  Beanie 
Babies,  although 
"they'll  have  to  come 
up  with  more  fla- 
vors."   So  Crazy 
Shirts  is  working  on 
the  next  generation: 
shuts  dyed  in  beer  Thankful- 
ly, they'll  only  have  the  color, 
says  the  company,  not  the 
smell.      Barbara  Silverbusli 


THE  BIG  PICTURE 


WHAT  DO  YOU  WANT  TO  BE  WHEN  YOU  GROW  UP? 

College-bound  students  peg  health  care  as  their  top  career 
choice,  despite  the  dissatisfaction  of  many  doctors  and 
nurses  with  managed  care.  Meanwhile,  going  into  business 
has  lost  its  appeal  over  the  past  decade.  The  top  five  choices: 


0  5 

►  PERCENT 
DATA:  THE  COLLEGE  BOARD 


10      15  20 

SURVEY  OF  SENIORS 
TAKING  THE  SAT 


FOCTNOTES   Americans  willing  to  spend  more  than  $1,000  on  online  purchases:  men,  ^^;  women,  1% 
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DATA:  FREERIDE  MEDI'- 


Taking  a  Position 
on  Wall  Street. 

THE  PLACE:  A  tight  parking  space 
in  New  York's  fast-paced  financial 
district. 

THE  CAP:  The  quick  and  nimble 
DeVille  Concours  with  Magnasteer. 
intelligent  power-assisted  steering 
that  makes  getting  into  tight  spots 
surprisingly  easy. 

THE  MORAL:  The  smart  money  always 
seems  to  know  the  right  moves. 

•  300-hp  Northstar  System 

•  StabiliTrak 

•  Road-Sensing  Suspension 

•  Variable  Speed-Sensitive  Steering 

•  Driver  &  Front  Passenger  Next  Generation 
Air  Bags 

•  Side-Impact  Air  Bogs 

•  Available  OnStar  System 

•  Coll  1-800-333-ACAD  or  go  to  vAvw.cadillac.com 


DEVI  I— I— E 

For  The  Time  Of  Your  Life 


Group  Disability,  Life  and  Dental  •  Variable  Universal  Life  and  Annuities  •  Long  Term  Care  •  Mutual  Funds 
Individual  and  Small  Group  Health  •  Preneed  •  Provider  Excess  •  Credit  Related  Insurance  Services 


Where  the  spirit  of  the  community  Hves  and  breathes, 

we  find  our  inspiration. 


FORTIS 

Solid  partners,  flexible  solutions'" 


'ortis: 

Special  people  in  special  places  have  shown  us  what  it  takes  to 
leet  the  needs  of  the  community,  and  when  you  need  us,  we'll 
le  there  with  hardworking  insurance  and  investment  solutions 
ar  businesses  and  individuals.  Call  your  insurance  professional 
r  Fortis  at  1-800-377-7282  or  log  on  to  www.us.fortis.com. 
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Readers  Report 


NEW  ECONOMY  OR 

AN  ECHO  OF  THE  1980s?  

"The  21st  centiuy  economy"  (Cover 
Story,  Aug.  24-31)  reinforces  the  idea 
that  America  has  entered  the  New 
Economy.  Our  era,  however,  seems  eeri- 
ly similar  to  the  late  1980s — when  the 
"Massachusetts  Miracle"  was  announced. 
America  in  1998  appears  to  be  at  a 
cyclical  high  point.  Come  a  slowdown 
or  recession,  some  Americans  may  be 
claiming  "depression,"  as  they  did  dur- 
ing the  1990-91  recession. 

America  does  have  strengths:  low  im- 
employment,  steady  gi'owth,  and  overall 
wage  growth.  Nonetheless,  the  long- 
term  trends  of  slow  gTowth  and  high 
inequality  remain.  Both  are  no  better 
than  in  the  1980s.  In  fact,  inequality 
has  increased  more  under  Clinton  than 
under  Reagan. 

Japan  appeal's  to  be  entering  a  finan- 
cial situation  similar  to  the  U.  S.  in  the 
1930s,  while  the  U.  S.  takes  Britain's 
position  (its  '30s  depression  remained 
mild).  Japan  and  Asia  maintain  funda- 
mental strengths  in  production,  while 
America's  production  strength  dimin- 
ishes (1988  saw  record  trade  deficits 
with  both  Japan  and  China).  Is  this  a 
historical  coincidence  or  a  harbinger  of 
America's  tnie  future  role  in  the  New 
World  Economy? 

Drew  Millet 
Vestal,  N.  Y. 

SCIENCE  JOBS 

JUST  DON'T  PAY  WELL . . .  

"Why  the  pace  has  to  pick  up"  (Cov- 
er Story,  Aug.  24-31)  points  out  that 
not  enough  American  students  choose 
careers  in  scientific  research,  thereby 
necessitating  the  importation  of  foreign 
talent.  It  has  been  suggested  that  more 
money  be  given  to  research  fimding  and 
to  gi-ants  and  fellowships  to  gi-aduate 
students.  This  misses  the  point. 

A  prospective  researcher  must  spend 
four  years  on  an  undergi-aduate  degree, 
followed  by  four  or  five  years  of  post- 
graduate education,  followed  by  two  or 
more  years  as  a  postdoctoral  research 


fellow  just  to  have  a  chance  at  obtaini; 
a  position  in  academia  or  govemmt- 
research.  If  one  is  lucky  enough  to  > 
tain  an  assistant  professorship,  then  c: 
has  another  six  years  to  prove  onesf 
worthy  of  tenure.  But  if  unsuccessl 
then  one's  career  is  essentially  on 
scrap  heap. 

There  is,  however,  a  more  serio 
reason  for  avoiding  science:  It  simj 
is  not  respected  in  North  America.  0 
can  expect  to  live  in  poverty  duri 
one's  gi'aduate  and  postdoctoral  yea 
just  when  most  people  are  starting 
family.    Your    neighbors,    be  th 
plumbers  or  janitors,  make  more  mon  • 
than  you  do.  Even  if  you  do  reach  t 
ranks  of  full-time  employment,  typii 
salai-ies  ai-e  a  fi'action  of  what  medicij  ; 
law,  or  commerce  pay.  Sure,  the  work  ;. 
fascinating,  but  try  to  explain  that 
your  wife. 

I  now  work  in  France.  I  earn  t  i- 
same  as  I  did  in  North  America — 
that  is  more  than  most  lawyers, 
countants,  and  even  doctors  over  here 
feel  good  about  myself.  I  am  in  a  pri 
leged  profession.  Each  year,  my  depa 
ment  hires  four  or  five  new  scientis 
who  will  have  lifetime  jobs  from  t 
word  go. 

James  Mitch 
Professor  of  Phys: 
Universite  de  Rerni  :- 
Rennes,  Fran  i  . 


...AND  OUTLAYS  FOR 
RESEARCH  ARE  PALTRY.  TOO 


"The  innovative  society"  (Editoria  ; 
Aug.  24-31)  addresses  the  need  for  i  J 
creased  federal  funding  for  resean  s 
Your  statement  that  Washington  nee 
"an  economic  policy  with  a  top  priori 
of  encouraging  innovation"  was  on  t< 
get.  Om"  coalition,  which  consists  of 
Chambers  of  Commerce  fi"om  all  pal 
of  the  U.S.,  believes  that  federal  i  - 
seai'ch  funding  should  be  increased.  T 
most  critical  need  is  in  defense  bas  i 
research.  Although  it  spun-ed  the  c 
velopment  of  the  transistor  and  the  I  ^ 
ternet,  defense  basic  research  is  do\ 
by  30%  in  real  dollars  since  its  peak 
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il  year  1993.  Regaining  this  lost 
ind  needs  to  be  a  top  priority  in 
ral  budget  deliberations. 

Jim  Klocke 
Executive  Director 
National  Business  Coalition 
for  Federal  Research 
Boston 

S  TIME,  LET  JAPAN 
VE  ITS  OWN  PROBLEMS 


agree  with  "New  day,  new  rales" 
vs:  Analysis  &  Commentary,  Aug. 
I)  that  the  U.  S.  should  not  volun- 
for  a  new  yen  rescue.  Japan  has 
i  repeatedly  and  miserably  to  cor- 
its  mistakes,  share  its  responsibility 
le  world's  second-largest  economy, 
assume  the  leadership  role  it  has 
trying  hard  to  gain  on  the  world 
,  On  the  other  hand,  the  U.  S.  has 
id  Japan  gain  economic  power  since 
d  War  II  and  considei-ed  it  an  ally, 
dally  in  the  cold  war  era. 
lat  era  is  gone  now,  and  Japan  has 
Ti  what  kind  of  ally  it  is  in  the  eco- 
c  crisis  of  the  new  era.  It  failed 
to  help  itself,  let  alone  help  the 
and  other  countries  in  Asia. 

Wei  Xie 
Lansdale,  Pa. 

RMY  WEATHER  AHEAD 
OFFSHORE  INVESTORS 


veral  months  ago,  I  attended  a 
lar  in  Nassau,  Bahamas,  where  one 
le  speakers  was  an  employee  of 
eWebber  ("Offshore  squall  at 
iWebber,"  Finance,  Aug.  17).  The 
r  of  the  talk  was  that  investors 
Id  use  PaineWebber  as  a  vehicle 
ffshore  corporations  (foreign  com- 
is  owned  by  U.  S.  citizens  "indi- 
y,"  the  legal  owner  being  the  off- 

2  agent).  The  talk  ended  with 
sstions  on  how  U.  S.  "indu-ect  owoi- 
could  biing  investment  profits  back 
the  U.  S.  anonymously. 
,  no  time  was  avoidance  of  U.  S. 

3  advocated:  It  just  wasn't  men- 
d.  I  could  tell,  however,  by  talk- 
0  people  at  the  seminar  that  most 
2m  had  concluded  this  was  a  tenific 
to  avoid  U.  S.  income  taxes, 
icause  I  was  concerned  that  these 
tors  were  unknowingly  committing 
.selves  to  actions  that  could  lead 

Internal  Revenue  Service  audit,  I 
e  a  letter,  marked  "personal  and 
dential,"  to  the  president  of 
jWebber,  advising  him  that  an  em- 
-!e  was  less  than  candid  in  his  in- 
ment  presentation.  PaineWebber 
^^linated  the  employee's  sei-vices  with- 
/o  days  and  froze  his  customers' 
mts.  Four  days  after  I  sent  my 
idential"  letter,  a  business  week 


Fra 


ton 
for 
seal 


JjS 
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reporter  called  to  ask  me  about  the  let- 
ter, of  which  she  had  a  copy.  I  refused 
to  comment  on  the  contents  of  my  let- 
ter, but  she  used  it  to  write  her  article. 

Now  that  the  cat  is  out  of  the  bag,  I 
wouldn't  be  suiprised  to  see  the  iRS  fol- 
low through  by  investigating  the  tax 
reporting  by  these  PaineWebber  cus- 
tomers. My  consolation  is  my  belief  that 
it  was  only  a  matter  time  before  this 
"investment  scheme"  came  to  the  at- 
tention of  the  IRS.  At  least,  the  in- 
vestors who  read  the  article  will  be 


forewarned  and  can  file  amended  tax 
returns  and  pay  their  back  taxes  to 
avoid  possible  criminal  prosecution. 

Dan  Ertel 
Schenectady,  N.  Y. 

HOME  LOAN  BANKS  GET 
NO  GOVERNMENT  SUBSIDY 

In  "Uncle  Sam  is  giving  banks  a  free 
ride"  (Finance,  Aug.  17),  you  left  out 
some  facts  and  misinterpreted  others. 
Congi'ess  established  the  Home  Loan 
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CORRECTIONS  &  CLARIFICATIONS 

In  "Why  the  pace  has  to  pick  up,"  one  ot  the 
articles  in  "The  21st  century  economy" 
(Cover  Story,  Aug.  24-31),  the  chart  was 
scaled  incorrectly.  The  scale  should  have 
gone  trom  0%  to  0.46%. 


Banks  to  help  provide  adequate  housing. 
The  12  regionally  operated  banks,  with 
$358  billion  committed  to  nearly  7,000 
community  lenders,  have  done  a  tremen- 
dous job.  But  each  family  that  needs 
better  housing  is  another  reason  we  still 
need  the  home  loan  bank  system. 

Community  lenders  borrow  from  the 
home  loan  banks  because  our  wholesale 
products  ai'e  competitively  piiced.  Those 
savings  are  passed  on  to  Americans  in 
lower  monthly  housing  costs.  Our  at- 
tractive prices  result  from  a  low-risk 
profile,  high  asset  quality,  conservative 
management,  and  liigh  capital  levels — in 
addition  to  our  congi'essional  charter. 

The  home  loan  bank  system  receives 
no  taxpayer  dollars  and  no  government 
subsidy.  IBut  we  provide  more  than  $100 
miUion  annually  in  direct  gi-ants  to  fund 
housing  for  the  neediest  of  Americans. 
And  we  pay  a  flat  tax  of  $300  million 
each  year  into  the  Ti'easury  to  help  fi- 
nance the  government's  1989  Resolu- 
tion Trust  Corp.  bailout. 

Youi'  commentary  is  the  tired  echo 
of  those  on  Wall  Street  and  their  Belt- 
way apologists  who  are  afi-aid  of  facing 
real  competition  on  Main  Street. 

Alfred  A.  DelliBovi 
President  &  Chief  Executive 
Federal  TTome  Loan  Bank 
New  York 

THE  RISKS  OF  TINKERING 
WITH  CANADIAN  HEALTH  CARE 

As  a  Canadian  citizen  and  a  resident 
of  Britain,  I  must  point  out  that 
Britain's  mixed  system  is  fai*  worse  than 
the  one  in  Canada:  In  Britain,  waiting 
times  are  measured  in  months,  not 
weeks  ("Canada's  health-care  system 
isn't  a  model  anymore,"  News:  Analysis 
&  Commentaiy,  Aug.  24-31). 

Private  health  care  competing  vrith 
a  publicly  funded  system  is  the  thin 
edge  of  a  wedge  to  separate  the  two 
completely — ultimately  leading  to  the 
demise  of  universal  coverage.  The  rea- 
son is  simple:  People  using  the  private 
system  would  not  want  to  pay  for  both 
systems  when  they  are  using  only  one. 
Being  wealthier,  they  would  be  more 
capable  of  exerting  political  pressure  to 
reduce  their  taxes,  leaving  the  public 


system  to  strangle  ft'om  underfunding. 

Contrary  to  what  the  Fraser  Insti- 
tute would  have  us  believe,  people 
rarely  directly  pay  for  medical  care  in 
any  system.  Most  prefer  to  "socialize" 
their  risk  privately  througii  insurance. 
As  in  the  U.  S.  and  elsewhere,  insur- 
ance companies  would  have  incentives  to 
cheny-pick  their  clients.  No  doubt  many 
would  find  themselves  denied  coverage, 
perhaps  because  of  age  or  preexisting- 
medical  conditions.  Children  fi'om  fami- 
lies not  able  to  afford  coverage  would  be 
most  at  risk. 

A  single-payer  system  is  still  much 
more  efficient,  at  least  fi'om  an  admin- 
istrative and  bargaining  point  of  view, 
than  any  mishmash  of  private  insurers 
can  ever  be,  so  total  costs  would  be  ex- 
pected to  rise.  This  isn't  to  say  private 
elements  can't,  or  shouldn't,  be  intro- 
duced to  improve  efficiency,  but  their 
impact  on  universality  should  first  be 
put  to  the  test.  While  the  trend  is  to- 
ward private  coverage,  I  question  its 
motives  and  ultimate  desirability. 

Marc  Charron 
Troon,  Scotland 

THE  CPI  TAKES 

ALL  CHARGES  INTO  ACCOUNT 


In  liis  letter  "Prices  may  be  stable, 
but  add-on  fees  are  soaring"  (Readers 
Report,  Aug.  17),  Thomas  J.  Kei-ver  im- 
plies that  movements  in  the  consumer 
price  index  (CPi)  do  not  reflect  service 
charges  and  other  fees  sometimes  as- 
sociated with  consumer  pui'chases.  As  a 
matter  of  fact,  such  fees  are  routinely 
taken  into  account  in  CPi  calculations. 
As  a  rale,  prices  reflect  the  fiill  amoimts 
that  consumers  are  actually  charged. 

Katharine  G.  Abraham 
Commissioner 
Labor  Dept. 
Washington 

A  DELUGE  OF  WARNINGS 
FROM  THE  WEATHER  SERVICE 

The  National  Weathei-  Service  sup- 
poits  public  and  private  dissemination  of 
information  and  applauds  companies, 
such  as  those  mentioned  in  "A  blizzard 
of  weather  sites"  (Personal  Business, 
Aug.  3),  for  {placing  so  much  infomiation 
on  the  Internet.  But  your  readers 
should  also  know  that  while  Dorothy 
may  have  avoided  a  trip  to  Oz  by  learn- 
ing of  an  a]iproaching  twister  through 
the  World  Wide  Web,  there  is  technolo- 
gy in  place  today  that  could  have  alert- 
ed her  of  pending  tornadoes  even  if  she 
wei'e  asleep  or  away  from  her  I'c! 

The  National  Weather  Service  oper- 


ates National  Oceanic  &  Atmosph' 
Administration  Weather  Radio,  wi 
broadcasts  severe  weather  warnings 
forecasts  nationwide  to  the  publi( 
hours  a  day.  The  newest  NOAA  Weat 
Radio  receivers  can  be  programiiG 
down  to  the  coimty  level  and  ai'e  abk| 
tmn  themselves  on  and  alert  even  sle 
ing  people  of  dangerous  weather. 

Yet  advances  in  technology  and 
provements  in  warning  times  are  u 
less  if  individuals  are  not  prepared.  ''. 
National  Weather  Service  encoura 
people  to  plan  ahead  for  hazards  that 
feet  their  area  and  to  move  to  a  \ 
designated  place  of  safety  when  a 
nado  warning  is  issued  by  any  medii 
John  J.  Kelly 
Direc 

National  Weather  Ser 
Commerce  D 
Silver  Spring, 
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Fortunately,  there's  a  global  • 
delivery  service  as  good  as  UPS.  ; 

UPS  Worldwide.  Just  imagine,  the  same  fast,  reliable  service  yovi're  used  to  over  here,  all 
around  the  world.  In  fact,  UPS  guarantees  on-time  delivery  to  over  200  countries  worldwide. 
Your  shipments  get  electronic  customs  clearance.  On-line  tracking,  in  16  different  languages. 
And  better  yet,  we're  so  confident  we'll  get  your  shipment  there,  :??<{^e.'ll  give  you  your  money 
back  if  we  don't!  That's  a  promise  that  sounds  good  in  any  language.  So  when  you're 
shipping  overseas,  do  the  same  thing  you  do  at  home.  Just  call  PSOO -PICK- U^        |    ^  |^ 


MOVING  at  the  SPEED  o/^  BUSINESS:  [UpS 

l-800.-PlCK^U  PS/ www.ups.com  ^^w^ 


©  \'>'>H  Uiiiu-d  Pnrccl  Service  of  America,  lnc,  *Call  for  guarantee  details, 
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'For  more  information  on  our  limited  warranties,  see  our  web  site  at  www.fujitsu-pc.com    "Availability  expected  in  late  1998 

Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  and  LrfeBook  is  a  trademark  of  Fujitsu  Umited  Built  for  Humans  and  ErgoTrac  are  trademarks  of  Fujitsu  PC  Corporaaon.  Intel  and  Penoum  are  registered 
trademarks  and  MMX  s  a  trademark  of  Intel  Corporaoon  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporaoon  "Jester",  jack-in-the-box  toy.  ©  1 997.  Schylling  Toys.  Ipswich.  MA 
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STORY  #194: 


IsOoncferfufft^ 
CPrecficiaSfe  C7u/are 


Risk 


LeT'S  just  say  you're  the  CEO  of  a  large  investment  firm. 
You've  got  one  eye  on  NASDAQ,  one  eye  on  Dow  Jones  and  four 
hundred  hands  trying  to  grab  the  best  stocks  in  both.  You  also  know  '''\ 
you  have  to  face  two  hundred  employees  who  want  more  money,  better 
coffee,  a  parking  place  and  notebooks  that  can  handle  a  volatile  market.  / 

is    okay    in    my    line    of   work,    hut  I 

sure    a  o  n    t    nee  A    it  f  r  o  m    my  notehooks,"\ 

is  your  motto.  And  who  can't  use  a  little  more  predictability?  That's  why  Fujitsu 
PC  Corporation  offers  qualified  customers  Lifeline,  our  Lifecycle  Management 
Program  for  select  LifeBook   notebooks.  This  unique  program  helps  you  control 
tomorrow's  technology  costs  today — with  options  like  technology  upgrades, 
aggressive  lease  rates  and  optional  warranties.*  So  no  matter  what  wild  ride 
your  investments  might  take,  you  can  be  certain  that  the  investment  you  made 
in  Fujitsu  notebooks  will  always  be  a  sound  one. 

Now    we    all  get    something    w  e    can  use 

or    a  r o u  n  d  here: 


Lifeline  lifecycle  Management  Options 


m  ore 


s  e 


c  u  r  i  t  y  ,  ] 


Custom  Configuration  to  fit  £oc(i  User  kqwu'-^K" 
n-montb  Technoloi^  Refresh  end  Asset  Momse^ 


VorioWe  Levels  of  Support, 
and  Screen  Protection 


you  might  announce.  And  this  is  one  "buy"  order 
everyone  can  appreciate,  leading-edge  technology, 
reliability  and  technical  support.  Plus  the  peace  of 
p^^l^f^pionniniondVariotisLi'""'"'"'  '  ^nind  helping  you  understand  your  cost  of  owner- 

ship. So  maybe  you'll  never  know  which  stocks  will  perform  well  in  the 
future.  But  now  you  definitely  know  which  notebook  computer  will. 
There  are  millions  of  Fujitsu  notebooks  out  there — each  with  a  story  of  its  own 

FUJITSU 

FUJITSU  PC  CORPORATION 

Built    for    H  u  m  a  n  s . 

For  more  info,  visit  www.fujitsu-pc.com/is 
or  call  1-888-4-ON-THE-GO. 


Books  i 


EAST  AND  WEST 

China,  Power,  and  the  Future  of  Asia 

By  Christopher  Patten 
Times  Books  •  304pp  •  $25 


THE  BOOK  MURDOCH 
TRIED  TO  QUASH 


IaiTived  in  Hong  Kong  one  month 
after  Chris  Patten  came  to  town  in 
July,  1992.  It  was  the  beginning  of 
an  exciting  time,  as  the  colony's  last 
British  governor  tried  modestly  to  ex- 
pand democracy  despite  intense  opposi- 
tion from  China's  Communist  leaders. 
He  angered  the  comrades  so  much  that 
they  referred  to  him  as  "the  whore  of 
the  East." 

Now,  after  reflecting  on  Ws  five  years 
in  Asia,  Patten  draws  some  seai-ing  con- 
clusions in  East  and  West:  China,  Pow- 
er, and  the  Future  of  Asia.  This  is  the 
book  that  caused  a  flap  in  February, 
when  publisher  HaiperCollins  reneged 
on  a  contract  to  publish  it  in  Britain.  At 
first,  the  publishing  house  suggested 
that  the  manuscript  w^as  below  stan- 
dards. Later,  it  was  forced  to  apologize 
when  an  internal  memo  surfaced,  .sug- 
gesting another  motivation:  corporate 
wonies  about  fiiction  with  China,  where 
HarperCollins'  boss,  Rupert  Mtu'doch, 
has  many  business  interests. 

As  expected,  Patten  takes  aim  at  the 
Chinese.  But  they're  not  his  only  tar- 
gets. He  admonishes  the  British  for  hold- 
ing back  the  development  of  a  democratic 
political  CLiltui'e  in  Hong  Kong.  He  lu'ges 
the  West  to  stop  "coddling  dictators" 
who  are  expert  at  placing  off  one  batch 
of  barbarians  against  another.  And  he 
condemns  the  mainland  for  its  ciu'tail- 
ment  of  civil  liberties,  accusing  the  Com- 
munist Party  of  "cynicism  and  deca- 
dence." "The  Chinese  government 
believes  that  all  it  has  to  do  is  to  crack 
the  whi{:j — thi'eaten  a  blocked  order  here, 
a  pai'chase  fi'om  a  rival  there . . .  and  we 
will  all  jump  back  into  line.  And  by  and 

large  we  actually  do  " 

But  Ea^i  and  West  is  not  a  screed 
against  critics  who  objected  to  Patten's 
unbending  commitment  to  democratic 
principles  and  his  willingness  to  stand 
up  to  Beijing.  Nor  is  it  a  memoir.  (Re- 
gi-ettably,  he  dedicates  only  three  of  the 


book's  10  chapters  to  Hong  Kong,  and 
these  lack  the  drama  of  the  best  inside 
accounts.)  The  book  is  mainly  an  at- 
tempt to  assess  such  lofty  concepts  as 
whether  there  is  a  con-elation  between 
economic  prosperity  and  political  plu- 
ralism. Patten  believes  there  is. 

He  dismisses  the  idea  that  so-called 
Asian  values,  with  their  emphasis  on 
stability,  hierarchy,  and  family,  are  re- 
sponsible for  regional  gi'owth.  Progi'ess 
in  the  East,  he  argues,  has  more  to  do 
with  free  trade  and  tech- 
nology' than  with  anything 
inherently  Asian.  The  next 
millennium,  he  believes,  be- 
longs to  open  societies 
where  innovation  and  cre- 
ativity thrive. 

Sound  familiar?  Such  in- 
sights would  have  been 
more  thought-provoking 
during  Asia's  boom,  when 
authoritarian  leaders  got 
away  with  heavy-handed 
policies  because  they  could 
also  take  credit  for  high 
gi'owth  rates.  Now,  more 
than  a  year  into  the  financial  crisis,  any 
number  of  analysts  have  already  made 
Patten's  point  that  "Asian  values"  were 
just  "a  shorthand  for  the  justification 
of  authoritaiianism,  bossiness,  and  closed 
collusion  rather  than  open  accountabih- 
ty  in  economic  management."  And  who 
seriously  talks  about  any  Asian  eco- 
nomic "miracle"  these  days? 

Patten's  most  provocative  chapter  is 
on  China.  He  contends  that  the  West 
should  treat  it  like  any  other  country 
and  refuse  to  kowtow  to  a  regime  that 
is  "at  the  end  of  an  era."  There  is  no 
coirelation  between  bending  to  Beijing 
and  benefiting  economically,  he  says. 

On  the  other  hand,  Patten  believes 
that  trade  issues  should  be  kept  sepa- 
rate from  human  rights  and  other  polit- 
ical hot  potatoes.  He  says  Washington's 


[ 


yearly  review  of  China's  most  favorflil^ 
nation  trade  status  "distorts  poUcy"  ai 
"plays  into  China's  hands."  Beijir 
doesn't  believe  the  U.  S.  will  yank  mf 
so  it  doesn't  modify  its  behavior. 

It  is  also  not  in  Washington's  interes 
Patten  argues,  to  impede  the  ft'ee  flo 
of  goods.  He  believes  we  should  negol 
ate  hard  with  China  on  trade  issue 
drop  "our  Marco  Polo-like  obsessioi  1 
with  the  Chinese  market,"  and  let  bus 
ness  leaders  detemiine  whether  China 
worth  the  risk.  He  even  suggests  th 
'a  moratorium  on  high-level  trade  vi 
its"  would  be  "a  great  bonus  all  ai'ound 
At  the  same  time,  governments  shou 
pui-sue  issues  from  weapons  proliferatk 
to  human  rights  forcefully  in  intern; 
tional  fomms  and  directly  with  China 
It's  really  the  West — and  not  Ch 
na — that  has  the  upper  hand,  as  Pa 
ten  sees  it.  "Without  our  money  an 
our  purchase  of  Chinese  goods,  the  ver 
future  of  the  Communist  regime  woul 
be  imperiled,"  he  says.  "W 
spin  the  wheels  for  them 
That's  worth  saying.  Bt 
as  thoughtful  as  this  boo 
may  be,  it  wasn't  the  one 
wanted  to  read.  There  ar 
plenty  of  pimdits  around  t 
examine  the  Asian  crisi: 
But  Patten  was  unique! 
placed  to  give  personal  ir 
sights  on  the  str-uggle  fo 
Hong  Kong's  heart  and  soi 
in  the  last  days  of  th 
British  empii-e.  For  such 
outspoken  leader-,  he  cer 
tainly  shied  away  fi-or 
naming  names  of  those  who  lobbied 
cur-b  freedoms  that  he  believes  ar-e  es 
sential  to  Hong  Kong-'s  well-being. 

Patten's  hands-on  leadership  is  missec  % 
by  many  people  in  Hong  Kong,  espe 
cially  since  his  successor,  a  tycoon  wit)  r 
no  appar-ent  political  skills,  seems  t 
vanish  whenever  contr-oversy  arises 
consummate  politician.  Patten  thrive; 
on  contr-oversy  and  continues  to  gener 
ate  it.  Recently,  a  Hong  Kong  book 
stor-e  canceled  a  book-signing  session 
saying  his  analysis  was  too  critical 
China.  (Wliat  on  earth  could  the  owneri 
have  expected  fr-om  Patten?)  I'm  sur( 
the  last  gover-nor  will  have  a  few  choice 
words  to  say  about  that. 

BY  JOYCE  BARNATHAr4ir; 
Baniathan  is  BUSINESS  week's  Horn, 
Kong  bureau  chief. 


BENDING  TO  BEIJING  WON'T  PAY  OFF  IN 
ECONOMIC  BENEFITS,  PATTEN  CONTENDS 


at-: 
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ilVING  THE  OFFICE 
L  TOUCH  OF  COLOR 


new  generation  of 
k-jet  printers  are 
eal  for  small  and 
idsize  businesses 


ot  long  ago,  ink-jet 
printers  wei'e  regard- 
ed as  little  more  than 
ys.  The  inexpensive  color 
inters  were  fine  for  home 
e  and  great  for  kids'  school 
ojects.  But  they  were  not 
ien  seriously  in  the  office. 
That's  changing  fast.  Not 
ly  have  people  leai-ned  that 
lor  can  add  a  lot  of  punch 
a  business  document,  but 
inufacturers  are  offering 
inters  tailored  to  the  office 
irket.  Epson  and  Hewlett- 
ickard  are  leading  the  way 
th  ink-jet  printers  that  can 
plugged  right  into  the 
hemet  network  common  to 
Sees.  These  machines  are 
5al  for  a  small  to  medium- 
;e  business  or  a  corporate 
)rk  group. 

ACK  ART.  The  $549  Epson 
ylus  850N  is  a  version  of  the 
pular  Stylus  850  with  an 
;hernet  connector  added  to 
e  existing  PC  and  Macintosh 
rts.  This  allows  the  print- 
to  be  hooked  up  to 
.ything  from  a  net- 
Drk  run  by  a  big 
rporate  Novell  Net- 
are  server  or  Win- 

iWS    NT    LAN    to  a 

nple  Windows  net- 
Drk  vrith  no  ded- 
ited  server.  ^ 
Epson  didn't 
op  at  making  the 
HAI|' inter  network-ready;  they 
3nt  a  long  way  toward  mak- 
g  networking  simple.  Mi- 
osoft  has  always  treated  the 
■ocess  of  adding  a  piinter  to 
Windows  network  as  a 
ack  art.  The  instructions 


have  been  hidden  in  obscui'e 
manuals  and,  once  found, 
were  comprehensible  only 
to  network  administra- 
tors. Epson  has  demys- 
tified the  process.  The 
manual  and  software  ^ 
with  the  850N  provide 
step-by-step  instruc- 
tions that  make  in- 
stalling it  almost  as 
simple  as  putting  a 
printer  on  a  Mac 
network. 

The  $1,199  HP 
DeskJet  2000CN,  as  its  price 
would  indicate,  is  aimed  at  a 
somewhat  liigher  mai'ket  seg- 
ment. The  Epson  can  hold 
100  sheets  of  blank  paper, 
while  the  hp  holds  400.  The 
hp's  two  paper  trays  allow 
loading  two  different  types 
of  paper,  such  as  plain  stock 
and  letterhead  stationery.  The 
hp  is  also  bigger,  heavier,  and 
more  solid. 

hp  has  tried  to  simpUly  the 
job  of  network  installation, 


but  while  the  instmctions  are 
reasonably  easy  to  follow, 
they're  not  as  simple  as  Ep- 
son's. Part  of  the  problem  is 
the  software  provided  for 
managing  piintere  over  a  net- 
work. HP  supplies  a  copy  of 
its  JetAdmin  package.  This 
is  an  excellent  tool  for  man- 
aging dozens  of  printers  of 
different  types  on  a  large 
network,  but  it's  a  bit  over- 
whelming. Epson's  software 


HEWLETT-PACKARD 
DESKJET  2000CN 


$1,199 


SYSTEMS 
SUPPORTED: 
Windows  3.1,95,  98,  NT4.0 


EPSON  STYLUS  850N 

SYSTEMS  SUPPORTED: 
Windows  3.1,  95,  98, 
NT  4.0;  Macintosh 

DATA:  MANUFACTURERS 


$54 


is  only  intended  to  handle  an 
Epson  ink-jet  or  two,  but  it's 
much  simpler  to  use. 

Most  consumer  ink-jet 
printers  use  ink  cartridges 
that  are  much  more  expen- 
sive than  they  need  to  be  be- 
cause you  have  to  replace  the 
complete  piint  head,  including 
electronics,  every  time  you 
run  out  of  ink.  Epson  long 
ago  separated  the  ink  supply 
from  the  longer-lived  print 
head.  Now,  HP  has  gone  a 
step  further,  using  four 
ink  tanks  instead  of  two, 
so  you  don't  have  to 
throw  away  cyan  and 
yeUow  ink  because  you've 
run  out  of  magenta,  hp 
estimates  a  set  of  the  car- 
tridges will  provide  1,700  col- 
or pages  and  1,400  black-only 
pages.  Epson's  black  car- 
tridge is  rated  for  900  pages, 
and  the  three-color  tank  is 
good  for  300  pages.  Your 
mileage  will  vaiy,  obviously, 
but  both  companies  estimate 
the  cost  of  supplies  at  3.2<2 


per  black-only  page.  HP  color 
is  cheaper:  5.2(Z  per  page  vs. 
Epson's  8.8c. 

Although  the  hp  claims  to 
be  significantly  faster,  I  found 
very  little  difference.  Print- 
ing 10  copies  of  a  one-page 
black-only    memo    took  1 
minute,  54  seconds  on  the 
Epson  and  2:10  on  the  HP, 
measured  from  the  time  I 
chcked  the  "print"  button  in 
Microsoft  Word  until  the  last 
page  emerged  fi-om  the  piint- 
er. A  nine-page  document 
mixing  text  and  color 
graphics  took  4  minutes 
,/   on  the  HP  and  4:07  on 
the  Epson. 

The  quality  compari- 
son was  a  mixed  bag. 
With  plain  paper  at  each 
printer's  standard  cjuality 
setting,  the  Epson  pro- 
duced slightly  crisper  text. 
Both     were  acceptable, 
though  neither  was  as  good 
as  a  monochrome  hp  Laser- 
Jet 3100.  The  HP  gave  shai-p- 
er  and  much  less  grainy 
gi'aphics. 

SOLID  CHOICE.  Neither  of 
these  printers  is  designed  to 
produce,  say,  100  copies  of  a 
memo  or  a  flyer  for  distribu- 
tion. Jobs  like  that  are  better 
suited  for  color  laser  print- 
ers, v/hich  start  at  about 
$3,000.  Of  coiu-se,  you  can  al- 
ways print  out  a  single  copy 
of  a  color  document  and  then 
have  it  duplicated  by  a  cor- 
porate graphics  department 
or  an  outside  copy  service. 
But  either  is  a  solid  choice 
to  be  shared  by  perhaps  a 
dozen  users  (or  as  a  sec- 
ondary printer  for  a  larger 
group  of  workers  who  occa- 
sionally need  color).  The  more 
rugged  HP  is  designed  for 
heavier-duty  use,  since  it 
holds  far  more  paper  and  re- 
quii-es  fewer  ink  changes.  But 
if  you  have  Macs  on  your 
network,  Epson  is  the  only 
choice,  since  the  hp  supports 
only  Windows. 

In  price,  as  well  as  capa- 
bility, these  units  fit  neatly 
between  personal  printers 
and  big  coiporate  workhoi's- 
es.  They  are  likely  to  find  a 
place  in  many  offices. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek,com  or  fax  (202)  383-2125 


BUSINESS  WEEK  /  SEPTEMBER  21,  1998  19 


\ 


AN  ALLY  Public  networks.  Campus  networks.  LANS,  WANS,  remotes  -  your  network  is 
miore  complex  than  ever  before.  Whafs  it  going  to  take  to  get  on  top  of  it?  (Short  of 
seriously  staffing  up?)  For  starters,  Lucent  NetCare  Services.  Provides  comprehensive 
Lifecycle  Support  for  networks  of  every  size.  From  consulting  and  planning  to 
integration  and  ongoing  management  and 
maintenance.  (Our  new  St.  Pete,  FL  service 
center  has  350  data  network  experts  at  the 
ready  to  provide  the  most  reliable  service 
around.)  We  know  how  to  create  an  easy-to- 
manage  network.  And  we  can  help  you  manage 
yours.  (So  you  can  manage  your  business.) 

We  make  the  things  that  make  communications  work: 


Lucent  Technologies 

6e/(  Labs  Innovations 


211  Mt.  Airy  Road 
Basking  Ridge,  NJ  07920 
l-800-4NetCare 
www.4netcare.com 


©1998  Lucent  Technologies 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


A  FEW  HOME  TRUTHS 
AMID  THE  GLOBAL  TUMULT 


ANXIETY: 

The  "irrational 
exuberance" 
in  the  markets 
a  couple  of 
years  ago 
gave  way  to  a 
rush  for  the 
exits  that  was 
equally 
irrational 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser. 


What's  an  economic  pimdit  to  do  when 
faced  with  the  challenge  of  winting 
an  opinion  column  for  business  read- 
ers in  a  period  of  such  gTeat  uncertainty  in 
global  financial  markets?  There  are  so  many 
momentous  questions  to  explore.  Will  Japan 
pass  a  credible  bank  reform?  Who  will  lead 
Russia  fi'om  the  brink  of  bankruptcy?  Will 
China  devalue?  Will  the  hordes  of  new  in- 
vestors in  the  U.  S.  stock  market  lose  their 
cool  and  flee  to  safer  portfolios?  Will  the  Fed- 
eral Reserve  lower  interest  rates? 

Frankly,  I  can't  answer  any  of  these  ques- 
tions with  certainty,  and  unlike  many  pun- 
dits, I'm  not  foolish  enough  to  pretend  I  can. 
So  I've  decided  to  reflect  on  the  economic 
truths  that  have  been  confii-med  by  recent 
developments. 

First,  greed  is  not  enough.  Without  a 
strong  nile  of  law,  ti'ansparent  financial  insti- 
tutions, and  legitimate  coipoi'ate  and  political 
governance,  gTeed  spawns  not  the  marvels 
of  the  market  but  the  mischief  of  crony  capi- 
talism. A  working  tax  system  may  distort 
mai'ket  incentives.  But  Oliver  Wendell  Holmes 
was  right — taxes  are  the  price  foi-  a  civilized 
and  orderly  society.  Strong  central  banks  may 
create  large  bureaucracies  and  regulatory 
headaches.  But  without  them,  economies  can 
be  brought  to  their  knees  by  the  excesses  of 
misguided,  sometimes  conupt,  investors.  With 
mles  in  place,  privatization  can  promote  in- 
novation; without  them,  it  can  amount  to  little 
more  than  sophisticated  robbery. 
DISRUPTIVE  CHANGE.  Second,  growing  eco- 
nomic interdependence  among  nations  has 
both  benefits  and  drawbacks.  Although  freer 
cross-border  flows  of  capital  facilitate  the  ef- 
ficient allocation  of  investment  around  the 
world,  they  can  also  produce  disruptive 
changes  in  exchange  rates  and  asset  prices, 
setting  off  a  vicious  cycle  of  financial  collapse, 
deflation,  and  contagion.  Unfortunately,  what 
Alan  Greenspan  refers  to  as  the  "patchwork 
of  arrangements  and  conventions  to  govern 
the  international  financial  system"  has  not 
kept  pace  with  its  breakneck  dynamics.  The 
world  needs  new  multilateral  governance 
arrangements,  and  whatever  its  shortcom- 
ings in  Asia  and  Russia,  the  International 
Monetary  Fund  must  play  a  key  role. 

Third,  massive  short-term  borrowing  in 
foreign  cuirency  is  especially  risky  business. 
Countries  with  the  deepest  crises  over  the 
past  year  attracted  vast  amounts  of  short- 


teiTn  foi'eign  capital  by  offering  the  promise  ( 
high  I'etums  and  fixed  exchange  rates.  Whi' 
the  promise  proved  hollow,  foreign  lendin 
contracted  suddenly  and  violently,  and  eve 
creditworthy  projects  found  themselve 
starved  for  liquidity.  By  contrast,  China's  ir 
sulation  from  short-tenn  capital  also  insulate 
it  from  overnight  changes  in  credit  availabi 
ity.  Even  some  straitlaced  economists  hav 
begun  to  question  the  case  for  the  free  move 
ment  of  short-term  capital  into  emerging 
market  economies.  Is  Prime  Minister  Ma 
hathir  Mohamad  of  Malaysia  right? 
THE  UNTHINKABLE.  Fourth,  the  U.S.,  alon 
with  the  other  members  of  the  Group  of  Sev 
en,  should  have  put  together  a  new  Marsha' 
Plan  to  ease  the  transition  of  the  fonner  Sc 
viet  empire  into  the  global  economy.  It  wa 
willing  to  finance  a  huge  cold-war  militar 
budget  but  not  spend  even  a  fraction  of  tha 
amount  to  promote  Russian  reform.  Now  j 
Russia  has  done  the  unthinkable.  It  has  uni 
laterally  declared  a  debt  rescheduling  tha 
has  badly  burned  foreign  private  creditors 
making  it  even  less  likely  that  private  capiti 
fiows  will  be  sufficient  to  transform  Russi 
into  a  stable  mai'ket  democracy.  The  recent  ri 
ots  in  Indonesia  were  unnerving;  the  possi 
bility  of  similar  riots  in  Russia  with  its  nul 
clear  weapons  is  positively  chilling.  \. 

Fifth,  at  critical  moments  in  the  worldj 
economy,  whether  it's  the  old  economy  of  th| 
1930s  or  the  new  economy  of  the  1990s,  hu: 
man  emotions  can  over-whelm  market  funda 
mentals.  Euphoria  about  the  Asian  economil 
model,  about  develoi)ment  in  Russia,  aboui 
the  potential  of  Interiiet  and  infor-mation  techjs 
nologies,  and  about  the  end  of  the  busines| 
cycle  in  a  world  of  flexible  pr'oduction  tech' 
niques  led  investor's  to  discount  risk  and  t 
price  equity  markets  for-  perfection.  Then,  a 
they  began  to  r"ealize  that  their  expectation 
wer'e  um-ealistic,  panic  bliuTed  their-  ability  t( 
perceive  meaningful  differences  in  the  eco 
nomic  fundamentals  of  individual  countriei 
and  companies.  "Irr-ational  exubei-ance"  gavi 
way  to  an  ir-rational  r-ush  for  the  door-,  an( 
confidence,  which  is  essential  to  the  smooti 
functioning  of  mar-kets,  was  shattered.  Whicl 
just  goes  to  show  that  no  matter  how  so 
phisticated  the  worid's  technologies  become 
they  may  never  be  able  to  control  the  r-ecur 
r-ent  bouts  of  euphoria  and  panic  that  an 
part  of  the  himian  psyche  and  an  essential  in 
gredient  of  the  business  cycle. 
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We 

know 

what 

you're 

lookinc 

for. 


Whether  it's  high-volume  black  and 
white  or  full-color  solutions, 
Canon  has  the  right  tools  for  the  job. 

When  faced  with  an  overwhelming  work- 
load, it  s  good  to  have  office  equipment 
that's  up  to  the  task.  Like  Canon  s  high- 
volume  systems.  Digital  or  analog,  our 
high-volume  machines  are  designed  so  you 


ver>-  little  effort.  And  all  have  finishing 


tivity  right  from  the  start.  Not  to  mention 
the  image  quality  and  reliability  that  have 
become  the  standard  in  the  industry.  So 
choose  the  right  equipment-  high-volume 
black  and  white  and  full-color  solutions 
from  Canon.  Suddenly,  those  big  jobs  aren't 
so  big  anymore. 


can  handle  your 


biggest  jobs  with 


capabilities  that  can  improve  your  produc- 


Canon 

1-800-OK-CANON,  www.usa.canon.com 


Economic  Trends 


BY  GENE  KORETZ 

WHICH  WAY  ARE 
WAGES  HEADED? 

A  key:  Wbrker  views  of  job  security 

By  most  counts,  the  emplo\Tnent  pic- 
tui-e  in  the  U.  S.  couldn't  be  much 
better.  The  jobless  rate  is  hanging  in 
at  close  to  a  30-year  low.  Although  man- 
ufactui-ers  affected  by  Asian  woes  are 
no  longer  expanding,  overall  job  gi-owth 
remains  healthy.  And  both  the  average 

AMERICANS  STILL  FRET 
ABOUT  JOB  SECURITY 

75  

PERCENT  OF  WORKERS  WHO  ARE: 


VERY  SATISFIED 
WITH  THEIR  OWN 
JOB  SECURITY 


VERY  CONCERNED  ABOUT 
THE  JOB  SECURin 
OF  OTHERS 


DATA;  HELDRICH  CENTER  fOR  WORKFORCE  DEVELOPMENT,  RUTGERS  U.; 
CENTER  FOR  SURVEY  RESEARCH  &  ANALYSIS,  U.  OF  CONNECTICUT 

dui'ation  of  unemplojTnent  and  the  num- 
ber of  workers  who  have  been  work- 
ing part-time  involuntarily  hit  cycUcal 
lows  in  August.  Yet,  even  as  their  own 
situations  improve,  Americans  still  be- 
lieve that  job  security  is  a  major  prob- 
lem confi-onting  workers. 

According  to  a  new  quarterly  nation- 
wide survey  of  U.  S.  workers  inaugu- 
rated in  August  by  Rutgere  Univei-sity's 
Heldrich  Center  for  Workforce  Devel- 
opment and  the  University  of  Connecti- 
cut's Center  for  Survey  Research  & 
Analysis,  some  59%  of  the  respondents 
say  they  are  veiy  concemed  about  job 
security  for  "those  cuiTently  at  work" — 
that  is,  for  workers  in  general.  An  ad- 
ditional 28%  indicate  they  are  "some- 
what concerned."  (Interestingly,  only 
31%  say  they  are  very  concemed  about 
the  perfoi-mance  of  the  stock  market.) 

That  doesn't  mean  that  people  are 
fearful  of  being  laid  off.  When  asked 
about  their  own  jobs,  55%  of  workers 
report  that  they  are  very  satisfied  with 
their  job  security:  31%  say  they  are 
somewhat  satisfied.  But  a  fifth  doubt 
that  working  hard  would  guarantee 
them  a  job  until  retirement,  and  less 
than  half  expect  to  be  working  for  the 
same  employer  in  five  years.  "People 
may  be  feeling  more  secui'e  in  today's 
strong  labor  market,"  says  Caii  E.  Van 


Hom  of  Rutgers  University,  "but  the 
perception  of  decHning  job  security  in 
the  economy  is  still  very  much  ahve." 

The  issue,  of  course,  is  more  than 
academic.  With  wages  rising  more  rapid- 
ly over  the  past  year  and  the  jobless 
rate  so  low,  feai-s  of  a  shai-p  infiationaiy 
acceleration  in  labor  costs  are  rampant 
in  financial  circles.  Many  obsei'vers.  in- 
cluding Federal  Resen'e  Board  Chair- 
man Alan  Greenspan,  have  attributed 
slow  wage  growth  in  the  current  ex- 
pansion to  "gi-eater  worker  insecurity." 
If  workere  become  more  secui'e  and  less 
docUe,  so  the  reasoning  goes,  inflationaiy 
pressures  will  escalate. 

WTiether  this  is  happening  yet  is  open 
to  question.  Siu'\Ty  results  aside,  a  key 
measure  of  woi'ker  security — the  quit 
rate,  or  voluntaiy  job  leavers  as  a  per- 
cent of  those  unemployed — continues  to 
languish  below  the  levels  reached  in 
earlier  expansions,  suggesting  that 
workers  still  lack  confidence  about  job 
prospects.  The  acceleration  in  wage 
gi'owth  over  the  past  year  appears  to  be 
more  the  result  of  employers  bidding 
for  scarce  workers  than  of  employees 
putting  pressure  on  theu*  bosses. 

If  the  economy  slows  in  the  months 
ahead,  as  many  forecasters  are  predict- 
ing, wage  pressui'es  should  abate.  And 
woiTies  about  job  secuiity  will  probably 
grow.  Indeed,  one  ominous  trend  fi-om 
the  standpoint  of  workers  is  a  sharp 
pickup  in  layoffs  by  U.  S.  companies. 
According  to  Challenger,  Gray  &  Christ- 
mas Inc.,  w-hich  tracks  such  announce- 
ments, planned  job  cuts  through  Au- 
gust are  up  37%  fi'om  last  year 


TO  HAVE,  TO  HOLD, 
TO  PROSPER 

Why  most  married  men  earn  more 

It's  well  known  that  manied  men  on 
average  earn  10%  to  20%  more  than 
theii-  male  peel's  (those  with  sirmlai"  ages, 
educational  backgi'ounds,  etc.)  who  have 
never  tied  the  knot.  Less  clear  is  the 
reason  for  this  "maiiiage  premium." 

Many  people  believe  that  it's  the  in- 
stitution of  maniage  itself  that  makes 
the  difference — by  inspiiing  men  to  set- 
tle down  and  by  allowing  them  more 
time  to  devote  to  then*  careers  rather 
than  to  household  tasks.  Others  ai'gue 
that  manied  men  earn  more  because 
women  tend  to  select  good  providers 
and  because  men  who  choose  to  man-y 
tend  to  be  good  workers. 

In  a  recent  study,  economists  Donna 
Ginther  of  Washington  University  in  St. 


Louis  and  Madeline  Zavodny  of  th 
Federal  Resen^e  Bank  of  Atlanta  throi 
light  on  this  issue  by  comparing  th 
wage  profiles  of  a  gi'oup  of  married  me 
in  "shotgun  weddings" — men  whos 
marriages  were  followed  by  a  birt 
within  seven  months — with  the  wag 
histories  of  similar  men  whose  mai 
liages  weren't  followed  by  such  buths 

If  marriage  itself  causes  the  wag  * 
premium,  they  wiite,  then  both  gi'oup 
of  men  should  do  equally  well.  If  th  i 
premium  reflects  a  selection  process  pr  s 
or  to  maniage,  on  the  other  hand,  me  w^if, 
forced  into  shotgim  weddings  shout  ^ 
fare  worse.  (The  study  uses  data  fror 
the  1970s,  when  out-of-wedlock  birth 
were  less  common.) 

Theu'  finding:  Men  involved  in  shot"'''*' 
gun  weddings  don't  show  the  wage  ad 
vantage  that  other  manied  men  do 
short,  the  marriage  premium  appear 
mainly  to  reflect  a  selection  process, 


THE  REWARDS  OF 
QUALITY  AWARDS 

They  presage  bottom-line  gains 


Receiving  a  quaUty  award  is  mor( 
than  a  feather  in  the  cap  of  corpo 
rate  management.  According  to  a  studi 
by  Vinod  Singhal  of  the  Georgia  Instia- 
tute  of  Technologj'  and  Ke\in  Hendiicki 
of  the  College  of  William  &  Mary-,  sueff- 
awards  herald  long-lasting  improve 
ments  in  companies'  bottom-Line  resultslfo 

The  study  assessed  the  peifoi-mancei 
of  some  600  publicly  traded  winners  o: 
140  annual  awards  doled  out  bv  stat( 


id 


I- 


HOW  WINNERS  TJ' 
WIN  ON  WALL  STREET 

STOCK  PRICE  CHANGE 
OVER  FIVE  YEARS* 

■  QUAUTY  AWARD  WINNERS 

■  CONTROL  GROUP 


and  private  agen- 
cies, as  well  as  by 
major  coi-porations 
to  suppliers.  Com- 
paring their  track 
records  over  five- 
yeai'  periods  (from 
a  year  prior  to  an 
award  to  four 
years  later)  with 
a  control  sample 
of  matched  compa- 
nies, it  found  that 
the  awai'd  winnei-s 
did  about  50% 
better  in  stock  ap- 
preciation, and 
two  to  three  times 
as  w-ell  in  gi'owth 

of  operating  income,  sales,  assets,  andf^ 
emplojTTient. 

The  results,  says  Singhal,  "indicatek> 
that  effective  adoption  of  quality  princi-  3 
pies  makes  good  economic  sense." 


▲  PERCENT 


•FROM  ONE  YEAR  BEFORE  RECE;.'  ". 
AWARD  TO  FOUR  YEARS  AFTER  ^6 ; 
AWARD  mmi  FROM  1 983  TO  !  ^  - 

DATA:  VINOD  SINGHAL  AND 

KEVIN  HENDRICKS      ^  j^-. 
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e  world's  major  biotech  clusters 
3W  a  great  diversity  of  location 
d  emphasis.  All  of  them  do,  how- 
er,  have  something  in  common: 
w  they  got  started.  And  that 
IS  by  serving  a  locally-based, 
jh-powered  life  sciences  sector, 
ese  sectors'  size  and  out-put,  in 
•n,  derive  directly  from  inno- 
tiveness  of  their  areas'  research 
inmunities. 

jrmany's  state  of  Hessen,  one 
the  world's  great  biotech  cen- 

mirrors  this  thi'ee-part 
age.  The  state  is  home  to  what 
arguably  the  country's  largest 
)tech  cluster,  the  Rhine-Main 
gion,  which  is  centered  in 
•anlcfiirt  and  which  extends 
roughout  southwestern  Hes- 
n  and  eastern  Rheinland-Pfalz. 
lere  are  over  100  biotech  com- 
nies  in  Rhine-Main. 


le  such  company  is  B.R.A.I.N. 
iotechnology  Research  and 
ait  il  formation  Network)  in  Zwin- 
intl  ii  nberg.  Dr.  Martin  Langer, 
rrector  of  molecular  biology  of 
. 'R.A.I. N.,  answers  questions 
out  his  company's  develop- 
snt  in  Hessen. 


ease  outline  the  developmen  t 
If  our  biotech  operations,  both 
neral  and  specific,  in  Hessen 
id  in  Germany. 

)ur  company  was  founded  in 
'93.  It  served  as  a  consultant 
id  had  two  employees.  In  1994, 
3  began  conducting  research  in 
nted  laboratories.  In  1996,  we 
oved  into  proprietary  facihties. 
>day,  we  have  28  employees 
id  provide  our  customers,  gen- 
ally  small  and  medium-sized 
mpanies  and  the  large  multi- 
itionals,  with  full-service  re- 
arch  outsourcing  services, 
ar  ability  to  do  so  is  predicated 
)on  om*  having  all  official  per- 
its  and  our  stock  of  in-house 


horizons 


What  factors  induced  your 
company  to  set  up  shop  in 
Hessen?  Please  describe  the 
site  selection  process. 

"We  conducted  the  site  selec- 
tion process  in  1995.  We  sur- 
veyed communities  in  several 
states  including  Hessen.  Our 
reasons  for  setting  up  shop  in 


"We  work  closely  with  the 
state's  universities  and  dedi- 
cated research  institutes." 

Synergies  in  research 

Over  the  past  decade,  biotech 
has  been  added  to  the  range  of 
expertise  of  universities  and 
polytechnics.  Much  of  their 
biotech  research  and  develop- 


jch  in  Hessen: 


(Mittelstandische  Beteiligungs- 
gesellschaft  Hessen),  a  company 
fimded  by  the  jjublic  sectoi' 
and  by  members  of  the  state's 
powerful  financial  sector  or 
from  the  state's  Ufe  sciences 
producers  themselves.  Frank- 
furt's MainGen  Biotechnologie 
GmbH  is  a  very  good  example. 
Recently  founded  by  Frank- 


lere  we  have  a  large  customer, 
ibcontractor  and  suppKer  base/' 

,  Martin  Langer,  director  of  molecular  biology,  B.R.A.I.N. 


Hessen  was  the  commitment 
to  promoting  biotech  displayed 
by  the  state's  Ministi-y  of 
Economic  Affairs.  This  com- 
mitment has  taken  the  form  of 
assistance  services  and  support. 
Also  important  to  us  was  the 
state's  central  location.  Frank- 
furt, Darmstadt,  Heidelberg 
and  other  major  centers  of 
pharmaceutical  and  chemical 
activity  are  within  immediate 
reach  of  Zwingenberg,  a  com- 
munity located  in  the  state's 
southern  reaches.  The  Rhine- 
Main  and  Rhine-Neckar  re- 
gions ai'e  two  of  Eui"ope's  most 
important  business  hubs. 
For  us,  this  centrality  means 
that  we  have  immediate  ac- 
cess to  a  large  number  of 
customers,  subcontractors 
and  suppliers." 

In  which  ways  do  your  re- 
searchers a7id  developers 
avail  themselves  ofHessen  's 
biotech  resources  such  as  local 


ment  is  now  being  carried  out 
at  institutes  on  or  near  their 
campuses. 

These  new  facilities  include 
the  University  of  Giessen's 
Institute  for  Biochemistiy  and 
its  Center  for  Intei-discij^linaiy 
ReseaiX'h  into  Bioscientific 
Methods  of  Protecting  the  En- 
vii-onment,  and  the  University 
of  Frankfurt's  Center  for  Bio- 
sciences. Also  recently  set  up 
have  been  a  range  of  biotech- 
related  technology  transfer 
centers,  including  Marbui'g's 
Center  for  Applied  Bioelectro- 
chemical  Sensorics  and  Gies- 
sen's Mid-Hessen  Biotechno- 
logy Institute. 

Substantial  state  support 

These  projects  also  have  some- 
thing in  common:  how  they 
got  stalled  up.  And  that  was 
with  the  help  of  generous  sup- 
port from  the  government  of 
Hessen.  This  support  often 
comes  in  the  form  of  equity  or 


furt's  Asta  Medica  and  by 
scientists  working  for  the  Uni- 
versity of  Frankfurt,  the  new 
comi)any  will  market  biogene- 
tic-based  methods  of  treating 
cancer. 


Hessen.  centrally  positioned 
in  Europe,  is  one  of  Germany's 
most  dynamic  federal  states  with  a 
thriving  diversified  economy 
which  includes  the  country's 
financial  capital  Frankfurt.  In  fact, 
Hessen  is  among  Germany's  lead- 
ing federal  states  in  attracting  for- 
eign direct  investment 

"Horizons"  is  published  by  HIT,  the 
Economic  Development  Agency 
of  the  German  federal  state  of 
Hessen,  to  provide  U.S.  com- 
panies and  their  managers  with 
regular  information  about  the 
economic,  corporate  and  political 
environment  in  Germany.  To  find 
out  more  about  investment  oppor^ 
tunities  in  Hessen,  please  contact 

HLT,  Economic  Development 
Agency  of  the  State  of  Hessen 
Mr.  Rainer  Stenzenberger 
Abraham-Lincoln-Strasse  38-42 
D-65189  Wiesbaden,  Germany 
Tel.:  (611)  774-253 
Fax:  (611)774-265  U 
http://wvtAv.hit.de/us  mm  11  I 


So,  Ixoitfv  exactly  are  tliLe-y  dLisafeledl? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization 
on  Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourage 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 


°1 


TRUSTEES  CIRCLE 

The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 
The  McGraw-Hill  Companies,  Harold  McGraw  III 
Merrill  Lynch  &  Co.,  Inc.,  David  H.  Komansky 

CHAIRMAN'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Ferm 

Fannie  Mae,  James  A.  Johnson 

Provident  Companies,  Inc.,  J.  Harold  Chandler 

Reicher  Capital  Management  Co.,  Jeffrey  P.  Reich 

United  Parcel  Service,  James  P.  Kelly 

UNUM  Corporation,  James  F.  Orr  III 

Westinghouse  Electric  Corporation,  Michael  H.  Jordan 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neil 

Chrysler  Corporation,  R.J.  Eaton 

Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 
Eastman  Kodak  Company,  George  M.C.  Fisher 
H.J.  Heinz  Company,  Anthony  J.F.  O'Reilly 
Mobil  Corporation,  Lucio  A.  Noto 
New  York  Stock  Exchange,  Richard  A.  Grasso 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
USF&G,  Norman  P.  Bloke,  Jr. 
Xerox  Corporation,  Paul  A.  Allaire 


Don't  put 
a.  limit  on 
wKat  can  toe 
accomplished. 

-  Christopher  Reeve 
Vice  Chairman  of  N.O.D. 


PRESIDENT'S  CIRCLE 

Ameritech,  Richard  C.  Notebaert 

AT&T,  C.  Michael  Armstrong 

CBS,  Inc.,  Michael  H.  Jordan 

Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

CNA,  Dennis  H.  Chookaszian 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R.  Lee 

Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 

Kellogg  Company,  Arnold  G.  Langbo 

Kemper  Insurance  Companies,  David  B.  Mothis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

National  Broadcasting  Company,  Robert  C.  Wright 

Northrop  Grumman,  Kent  Kresa 

Owl  Hollow  Enterprises,  Philip  E.  Beekmon 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 

The  Washington  Post  Company,  Donald  E.  Graham 

Wm.  Wrigley,  Jr.  Company,  William  Wrigley 

Woolworth  Corporation,  Roger  Farah 


LEADERSHIP  CIRCLE 

Alex  Lee,  Inc.,  Boyd  L.  George 
Allstate  Insurance  Company,  Jerry  D.  Choate 
Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 
Apple  Computer,  Inc.,  Steven  Jobs 
Avon  Products  Inc.,  James  E.  Preston 
Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 
Capital  Cities/ABC,  Inc.,  Robert  A.  Iger 
CIGNA  Group  Insurance,  John  K.  Leonard 
Cubic  Corporation,  Walter  J.  Zable 
The  Dun  &  Brodstreet  Corporation,  Volney  Taylor 
Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 
Ford  Motor  Company,  Alexander  J.  Trotman 
Fortis  Benefits  Insurance  Company,  Robert  B.  Pollock 
Gannett  Broadcasting,  Cecil  L.  Walker 
General  Electric  Company,  John  F.  Welch,  Jr. 
General  Motors  Corporation,  John  F.  Smith,  Jr. 
The  Hearst  Corporation,  Frank  A.  Bennock,  Jr. 
Henry  Ford  Health  System,  Gail  L.  Warden 
Ingersoll-Rand  Company,  J.E.  Perrella 
ITT  Hartford  Life  Insurance  Companies,  Lowndes  A.  Smith 
Johnson  &  Johnson,  Ralph  Lorsen 
Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 
Motorola  Inc.,  Chris  Galvin 
NationsBank  Corporation,  Hugh  L.  McColl,  Jr. 
NEC  America,  Inc.,  Dr.  Mineo  Sugiyama 
PPG  Industries,  Inc.,  Jerry  E.  Dempsey 
RJR  Nabisco  Holdings  Corp.,  Steven  Goldstone 
Shell  Oil  Company,  Philip  J.  Carroll 
Sony  Electronics  Inc.,  Carl  J.  Yonkowski 
Steelcose,  Inc.,  James  Hackett 

Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
ULLICO,  Inc.,  Robert  A.  Georgine 
United  Capital  Group,  JP  Mililli 
U.S.  Can  Company,  William  J.  Smith 
Warner-Lambert  Company,  Melvin  R.  Goodes 
Worthington  Industries,  John  P.  McConnell 
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i  KEY  PROP  UNDER  DEMAND 
[S  IN  DANGER 

Viil  the  stock  market  correction  lead  to  slower  job  growth? 


us.  ECONOMY 


A  PRELUDE  TO  LOOSER 
LABOR  MARKETS? 


The  U.  S.  stock  market's 
volatility  in  recent  weeks  has 
)cused  attention  on  the  outlook  for  economic  growth — 
ad  rightfully  so.  Up  to  now,  exceptionally  supportive  fi- 
ancial  conditions,  including  both  rising  stock  prices 
nd  falling  long-term  interest  rates,  along  with  the 
:rongest  job  market  in  a  generation,  have  been  the 
ower  behind  domestic  demand.  Spending  by  con- 
imers  and  businesses  has  swamped  the  sizable  drag 
jming  from  the  financial  meltdown  outside  the  U.  S. 
ut  now,  market  weakness  threatens  that  crucial  un- 
erpinning.  And  if  U.  S.  demand  cools  off,  the  labor 
larkets  are  sure  to  feel  the  chill. 

Federal  Reserve  Chairman 
Alan  Greenspan  mentioned 
these  concerns  on  Sept.  4  at 
the  University  of  California  at 
Berkeley.  Greenspan's  speech 
was  devoted  almost  exclusive- 
ly to  the  question:  "Is  there 
a  new  economy?"  The  gist  of 
his  answer:  "Let's  wait  and 
see."  But  he  did  digress  briefly 
to  say  that  greatly  increasing 
stress  in  the  world  was  un- 
kely  to  leave  the  U.S.  unscathed.  "As  dislocations 
Droad  mount,  feeding  back  on  our  financial  markets,  re- 
Taint  is  likely  to  intensify,"  he  said. 
In  this  context,  Greenspan  made  only  one  policy-re- 
ited  statement,  saying  that  by  the  time  of  the  Aug.  18 
olicy  meeting,  the  risks  between  higher  inflation  and  a 
'eaker  economy  "had  become  balanced."  That  com- 
lent  strongly  suggests  that  the  Fed  rescinded  its  inter- 
leeting  policy  bias  toward  higher  interest  rates  that 
ad  been  in  place  since  May,  and  that  it  had  adopted  a 
eutral  stance.  He  also  said  that  the  Fed  "will  need  to 
insider  carefully  the  potential  ramifications  of  ongoing 
evelopments  since  that  meeting." 

HE  PRESS  AND  THE  STOCK  MARKET  interpreted 

lat  remark  as  leaving  the  door  open  for  a  cut  in  in- 
irest  rates.  The  Dow  Jones  industrial  average  surged 
30  points  on  Sept.  8.  Greenspan  did  not,  however, 
gnal  that  a  rate  cut  was  imminent.  For  that  inter- 
retation  to  be  true,  the  Fed  chief  would  have  to  have 
laced  a  greater  risk  on  a  weakening  economy  than  on 
igher  infiation,  a  statement  that  would  have  implied 
lat  the  Fed  had  shifted  its  inter-meeting  stance  all  the 


EMPLOYMENT- 
POPUUTIOK  RATIO 
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A  PERCENT  OF  ADULTS  WITH  JOBS 
DATA:  UBOR  OEPI 


THE  TWO  SIDES  OF 
THE  TREND  IN  PAYROLLS 


way  to  a  bias  toward  easing.  He  didn't  go  that  far. 

For  now,  the  Fed  seems  content  to  continue  sitting 
on  the  sidelines,  especially  since  the  Wall  Street  cor- 
rection is  essentially  doing  the  Fed's  job  of  keeping 
growth  at  a  sustainable,  noninflationary  rate. 

That  wasn't  the  case  a  few  months  ago.  Greenspan 
also  noted  in  his  speech  that  the  stock  market's  wind- 
fall gains  had  "financed  not  only  higher  personal-con- 
sumption expenditures  but  home  purchases  as  well." 
In  fact,  he  said  that  it  was  difficult  to  explain  the  re- 
cent record  level  of  home  sales  without  reference  to 
earlier  stock  market  gains,  and  he  added  that  the 
rise  in  stock  prices  also  had  cut  the  equity  cost  of  cap- 
ital, fueling  additional  capital  investment. 

Strong  domestic  demand 
was  why  Greenspan  and  oth- 
ers at  the  Fed  had  been  so 
concerned  about  the  inflation 
potential  of  tight  labor  mar- 
kets. Now,  though,  continued 
strength  in  job  gi'owth  cannot 
be  taken  for  granted.  The  em- 
ployment-population ratio  has 
edged  lower  in  recent  months, 
suggesting  that  the  economy 
is  less  able  to  absorb  incoming 
workers.  And  the  weakness  in  manufacturing  payrolls 
has  intensified  as  a  result  of  weaker  exports  (charts). 
Absent  the  market  component  of  spending  growth, 
overall  demand,  including  the  service  sector,  seems 
likely  to  slow  a  notch — and  so  will  payrolls. 

IN  FACT,  JOB  GROWTH  may  have  begun  to  slow  in 
the  third  quarter.  August  work  rosters  increased  by 
365,000  employees,  after  rising  only  68,000  in  July.  The 
General  Motors  Corp.  strike  distorted  the  monthly  pat- 
tern: Some  150,000  workers  in  auto  and  auto-related  in- 
dustries were  off  the  job  in  July  and  then  returned  to 
work  by  August.  On  balance,  payroll  gains  in  July  and 
August  averaged  217,000  per  month,  but  that  was  be- 
low the  244,000  averaged  in  the  first  half.  Moreover,  all 
of  the  August  hiring  decisions  were  made  before  the 
stock  market  began  to  tank. 

The  hiring  slowdown  can  be  traced  to  one  of  this 
year's  economic  trends:  deteriorating  manufacturing 
activity  offset  by  a  strong  service  sector.  Factory  pay- 
rolls rebounded  by  95,000  in  August,  after  dropping  by 
200,000  in  July.  That  pattern,  however,  masks  a  wors- 
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ening  trend.  Factory-job  losses  averaged  23,000  per 
month  in  May  and  June,  but  looking  through  the  strike 
impact,  factories  have  shed  more  than  50,000  workers 
per  month  since  June. 

So  far,  though,  sei-vice  employment  shows  no  signs  of 
slowing  down.  Excluding  government,  gains  in  private- 
sector  service  jobs  averaged  220,000  per  month  in  July 
and  August,  actually  faster  than  the  203,000-a-month 
average  for  the  first  half. 

The  question  is:  How  long  can  service-job  growth  re- 
main strong  amid  the  erosion  in  manufacturing,  on 
which  many  service-sector  jobs,  especially  in  whole- 
sale and  retail  trade,  depend?  Moreover,  finance  has 
been  a  key  source  of  job  gi'owth,  but  Wall  Street's  ex- 
pected trading  losses  could  hit  hiring.  That's  why  all 
eyes  will  be  on  the  September  and  October  job  data,  as 
well  as  weekly  initial  jobless  claims,  looking  for  early 
evidence  that  job  markets  are  loosening  up. 

SEVERAL  FED  POLICYMAKERS  are  undoubtedly 
hoping  that  some  easing  in  labor-market  conditions 
will  stem  the  acceleration  in  wages — and  any  resulting 
inflation  pressures  that  they  bring.  But  for  now,  wage 
gains  show  no  sign  of  abating.  Hourly  pay  jumped 
0.5%  in  August,  after  increasing  0.2%  in  July,  although 
some  of  that  pickup  reflected  the  return  of  highly 
paid  auto  workers.  Still,  during  the  past  three  months, 
pay  has  risen  4.2%  from  the  same  period  a  year  ago. 


FRANCE 


WHERE  PAY  GAINS 
ARE  HOT-ANDCOLD 


up  from  a  3.7%  annual  clip  this  time  last  year 
Just  as  in  job  trends,  the  service  sector  is  powering 
pay  gains  (chart).  Measured  over  three-month  periods 
service  wages  are  gi'owing  at  a  4.8%  clip  from  a  yeai 
ago.  Meanwhile,  factory  wage  growth  has  slowed  t( 
2.5%,  after  hitting  3.5%  in  early  1997.  Factory  paj 
gi'owth  is  now  the  slowest  in  three  years. 

It's  not,  however,  the  infla- 
tion consequences  of  acceler- 
ating pay  raises  that  bear 
watching  right  now.  With 
global  turmoil  limiting  the 
pricing  power  of  U.  S.  compa- 
nies, faster  wage  growth  is 
more  likely  to  shrink  profits. 
Weaker  earnings  could  ham- 
mer stock  prices  further  and 
depress  capital  spending,  both 
of  which  could  ultimately  lead 
to  layoffs  or  weaker  job  grov/th. 

So  far,  global  turmoil  is  playing  into  Greenspan' 
hands.  His  top  concerns  for  months  have  been  stron: 
demand,  an  overvalued  stock  market,  and  tight  laboi 
markets.  But  now,  the  stock  market  looks  less  frothy, 
and  chances  are  better  that  overall  demand  will  slow. 
To  be  sure,  the  Fed  stands  ready  to  act  should  the 
economy  need  help.  But  up  to  now,  the  script  is  un- 
folding just  the  way  Greenspan  would  probably  Hke. 


'MANUFACTURING 


WAGE  GROWTH 
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LETTING  IIP  ON  THE  ACCELERATOR 


France's  SociaUst-led  govern- 
ment has  benefited  ft'om  the 
growing  economy  it  inherited  last 
year.  It  easily  met  the  Maastricht 
budget-deficit  target,  joblessness 
has  been  falling,  and  1998  growth 
is  headed  toward  3%, 
the  fastest  pace  since 
1989.  Now  comes  the 
hard  part.  The  econo- 
my is  set  to  slow,  per- 
haps considerably. 

The  slowdown  will 
make  it  difficult  for 
the  government  to  de- 
liver on  its  promises  of 
350,000  new  jobs  by 
2000  and  more  outlays 
for  education  and  health  while 
meeting  its  1999  budget-deficit 
target  of  2.3%  of  gross  domestic 
product,  as  outhned  in  the  budget 
blueprint  released  on  Sept.  9.  A 


IS  FRENCH  ECONOMIC 
GROWTH  ABOUT  TO  SLOW? 
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tion  of  the  taxe  professionnelle, 
which  has  limited  the  hiring  of 
unskilled  workers. 

The  budget  projects  3.1%  gdp 
gi'owth  in  1998,  slowing  to  2.7%  in 
1999,  but  private  analysts  say 

that  figure  should  be 
closer  to  2.5%.  They 
say  the  government  is 
underestimating  the 
degTee  to  which  eco- 
nomic turmoil  in  Asia 
and  Russia  will  offset 
domestic  demand. 

Second-quarter  real 
GDP  rose  0.7%,  slightly 
faster  than  the  first 
quarter's  0.6%  gain. 
Further  growth,  however,  will  de- 
pend critically  on  domestic  de- 
mand. Consumer  spending,  which 
had  been  stagnant  for  three 
years,  led  overall  gi'owth  last 


key  proposal  includes  the  elimina-    quarter,  rising  a  solid  1%.  Also, 


housing  is  accelerating,  buoyed  by 
rising  real  incomes  and  low  inter- 
est rates.  Unemployment  is  down, 
and  confidence  is  high. 

On  the  other  hand,  French  job- 
lessness, at  11.8%,  is  exceeded  in 
the  11-country  euro  area  only  by 
Spain  and  Finland.  And  with  man- 
ufacturing output  now  slowing, 
gnadging  decHnes  in  the  jobless 
rate  are  likely  to  taper  off.  Facto- 
ries had  put  on  many  temporary 
and  part-time  workers,  and  the 
temporary  jobs  added  because  of 
the  World  Cup  are  now  gone. 

Exports,  which  had  led  the 
economy  for  two  years,  have 
ground  to  a  halt.  They  barely 
rose  last  quarter  and  were  a  net 
negative  in  the  first  half.  Few 
economists  believe  that  strong 
trade  within  the  euro  zone  can 
offset  the  drag  from  the  rest  of 
the  world. 
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DINERS  CLUB, 

VOTED  #1  REWARDS  PROGRAM. 

OBVIOUSLY  FREQUENT  TRAVELERS 
EVEN  PACK  THEIR  WALLETS 
CORRECTLY. 


It  wasn't  surprising  when  the  readers  of  InsideFlyer  magazine  voted  our 
Club  Rewards 'program  "the  best."  After  all,  everything  we  do  is  with 
the  needs  of  the  frequent  traveler  in  mind.  That's  why  our  rewards  program 
is  the  only  one  that  allows  you  to  earn  miles  that  can  be  redeemed  on  every 
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News:  Analysis  &  Commentary 


We're  about  to  learn  just  how 
cnacial  information  technology 
really  is  to  U.  S.  prosperity. 
With  economic  malaise  spread- 
ing from  Asia,  Russia,  and  Latin  Amer- 
ica, and  plunging  markets  dimming  the 
prospects  for  the  financial-ser-vices  busi- 
ness, high  tech  is  increasingly  critical 
to  the  U.  S.  economy.  In  coming  months, 
the  performance  of  high-tech  compa- 
nies— everything  from  chipmakers  to 
operators  of  Web  seaixh  engines — could 
become  a  barometer  for  the  economy, 
not  just  a  signal  of  what's  hot  in  the 
stock  market.  So  fr-om  Silicon  Valley  to 
Boston,  high-tech  execs  are  anxiously 
trying  to  detennine  how  quickly  busi- 
nesses and  consumers  will  continue  to 
snap  up  computers,  wireless  phones, 
networks,  and  all  the  other  high-tech 
gear. 

A  falloff  in  technology  spend- 
ing would  hurt  the  economy  in 
several  ways.  Lately,  high-tech 
spending  has  generated  roughly 
30%  of  the  growth  in  U.S.  gross 
domestic  product,  according  to  cal- 
culations by  BUSINESS  WEEK.  In  ad- 
dition, business  investments  in  new 
technology  are  one  of  the  major  rea- 
sons for  strong  productivity  growth 
and  low  inflation.  And  with  lower  rev- 
enue and  earnings,  tech  companies 
might  fall  behind  in  developing  the 
next  breakthroughs  to  spur  further 
productivity  gains. 

"VERY  DEPRESSING."  Can  high  tech  keep 
chugging  away?  Some  prognosticators 
are  already  predicting  that  it  can't  and 
warn  of  a  hit  to  the  overall  economy. 
"It's  going  to  slow  U.  S.  gi"owth,"  says 
Genio  Staranczak,  director  of  long-tenn 
forecasting  for  WEFA  Group  Inc.  In- 
deed, after  six  years  of  amazing 
gi'owth,  several  segments  of  the  high- 
tech industry  are  slowing — at  least  in 
the  near  term. 

Some  companies,  such  as  software 
giant  Computer  Associates  Interna- 
tional Inc.  and  IBM,  are  falling  short  of 
revenue  and  profit  goals  in  part  be- 
cause of  the  Asian  crisis.  Microsoft 
Corp.  had  revenues  of  $400  million  in 
Japan  for  the  quarter  ended  in  June — 
down  27%  from  the  previous  quarter. 
"What  we  see  in  the  Japanese  economy, 
at  least  in  our  segment,  is  very,  very 
depressing,"  says  Greg  Maffei,  Mi- 
crosoft's chief  financial  officer.  "It's  a 
huge  drag  on  our  business." 

Back  in  the  U.  S.,  PC  makers  are 
feeling  the  pinch  from  plunging  prices 
in  the  consumer  business.  You  can  buy 
a  new  PC  for  as  little  as  $399  today, 
and  that  may  not  be  the  bottom.  So 
even  though  unit  demand  is  strong, 
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earnings  are  weak:  After  falling  by 
20%  in  the  first  quarter,  gross  margins 
for  PC  makers  edged  back  up  by  only 
8%  in  the  second  quarter,  according  to 
Deloitte  &  Touche.  And  in  the  more 
profitable  corporate  market,  the  out- 
look has  dimmed.  Microsoft's  NT  5.0  op- 
erating system  and  Intel  Corp.'s  pow- 
erful Merced  computer  chip  have  both 


been  delayed,  causing  some  customers 
to  put  off  buying. 

There  are  also  signs  of  a  cyclical 
slowdown,  as  companies  scale  back  cap- 
ital spending  in  anticipation  of  slower 
growth  in  the  U.  S.  That  hits  makers 
of  high-tech  gear  hard.  Says  Vladi 
Catto,  chief  economist  for  Texas  Instru- 
ments Inc.:  "We've  seen  a  very  sharp 
reduction  in  capital  spending  all  over 
the  place."  Orders  for  new  infonnation 
technology  equipment  in  the  U.  S.  grew 
by  only  8.2%  for  the  three  months  that 
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ended  in  July,  down  from  an  average 
of  11%  for  the  past  two  years,  according 
to  U.  S.  Census  Bm-eau  data.  Communi- 
cations equipment  and  electronic  com- 
ponents— categories  that  include  the 
building  blocks  for  big  infrastructure 
projects — are  especially  hard  hit. 

One  big  stimulus  for  high-tech  sales 
may  now  have  peaked:  Between  1994 
and  this  year,  spending  on  new  gear 
and  services  to  head  off  the  Year  2000 
problem  jumped  from  2.1%  of  coi-porate 
revenues  to  4.1%  in  1998,  according  to 
the  Gailner  Group  Inc.  That  was  a  huge 
windfall  for  technology  companies,  but 
the  biggest  y2K  spending  may  be  past. 
The  bottom  line:  The  market  for  in- 
formation technology  in  the  U.  S.,  to- 
taling $316.6  billion  in  1997,  will  giw 
at  10.5%  this  year,  compared  with 
12%  in  1997,  according  to  Interna- 
tional Data  Coip.  Because  the  U.  S. 
market  is  maturing,  it  spending 
"won't  grow  at  the  high  rates  of 
the  '80s  and  early  '90s,"  says 
Matthew  M.  Toolan,  manager  of 
global  research  for  IDC. 

That's  hardly  a  disaster.  But 
slower  growth   and  falling- 
prices  can  only  spell  more  bot- 
tom-line trouble:  Computer 
makers,  according  to  analysts 
polled  by  First  Call  Corp., 
ai-e  expected  to  post  a  prof- 
it drop  of  2%>  this  year, 
while  the  net  income  of 
communications  technolo- 
gy makers  is  forecast  to 
fall  10%-. 

That,   however,  is 
nothing  compared  with 
the  woes  of  chipmak- 
ers,  who  compete  in 
a  glutted  global  market. 
Many  analysts  predict  an 
uptick  in  1999,  but  First  Call's 
consensus  estimates  predict  a  35%- 
plunge  in  profits  of  U.  S.  chipmakers 
in  1998. 

Industry  giant  Intel  is  a  clear  victim. 
The  company  has  recently  rejiggered  its 


strategy  to  win  back  the  sub-$ 1,000  PC 
market,  where  rivals  such  as  Advanced 
Micro  Devices  Inc.  have  made  big  in- 
roads. Such  machines  account  for  more 
and  more  of  the  market,  but  they  re- 
quire cheaper  microprocessors  that  will 
crimp  Intel's  earnings.  On  top  of  that, 
Intel  is  feeling  the  Asian  flu.  "The  Asia 
crisis  is  extending,  and  it  has  affected 
us,"  says  Andy  Biyant,  Intel's  CFO.  "Our 
gi'owth  rate  is  slowing."  On  average,  an- 
alysts expect  Intel  earnings  to  fall  17% 
in  the  third  quarter,  and  Thomas  P. 
Kui'lak,  an  analyst  with  Men-ill  Lynch  & 
Co.,  says  the  company  could  wind  up 
reporting  a  22%  drop  in  net  income  for 
the  third  quarter,  to  $1.2  billion,  on  a 
3%  decline  in  sales,  to  $5.9  billion. 
SKITTISH.  Makers  of  semiconductor 
equipment  feel  their  customers'  pain. 
Intel  is  scaling  back  its  $5  billion  capital- 
spending  plans  by  as  much  as  10%. 
"Many  chipmakers  worldwide  have 
stopped  investing  while  they  reassess 
theii-  positions,"  says  James  C.  Morgan, 
chairman  of  Applied  Materials  Inc.,  the 
world's  No.  1  supplier  of  chipmaking 
equipment.  Comphcating  that  process, 
he  adds,  is  the  volatility  in  global  stock 
markets.  Because  semiconductors  are 
the  most  capital-intensive  products 
around,  plunging  share  prices  make 
chipmakers  skittish.  Until  that  changes, 
Morgan  says,  the  outlook  for  chip  equip- 
ment remains  bleak. 

Despite  all  this,  however,  industry 
executives — and  many  analysts — remain 
bullish  about  long-term  gTowth  pros- 
pects. In  that  respect,  the  overall 
picture  hasn't  changed:  High  tech 
will  continue  to  be  the  fastest-gi'ow- 
ing,  most  dynamic  driver  of  the  econo- 
my. The  question  is  whether  high- 
tech companies  can  work  through  their 
own  near-term  problems  quickly 
enough  to  save  the  U.  S.  from  the  glob- 
al malaise. 

By  Paul  C.  Judge  in  Boston,  with 
Peter  Burrows  and  Andy  Rheiyihardt 
in  San  Mateo,  Calif.,  Otis  Port  in  New 
York,  and  bureau  reports 
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COMMENTARY 


By  Michael  J.  Mandel 


IS  AMERICA  WHERE  THE  GROWTH  IS? 


Chaos  in  Russia,  depression  in 
Japan,  troubles  in  Brazil.  All 
around  the  globe,  countries  are 
flirting  with  economic  disasters — and 
policymakers  are  trying  to  avoid  a 
global  meltdown  that  could  pull  the 
U.  S.  into  recession  as  well. 

Against  this  backdrop,  U.  S.  corjjo- 
rate  execs  and  investors 
may  want  to  rethink 
some  basic  assumptions. 
For  many  years,  the  con- 
ventional wisdom  has 
been  that  foreign  growth 
would  be  the  driving 
force  for  profits  and  re- 
tui'ns  in  the  future.  The 
U.  S.  was  characterized  as 
a  "mature"  economy,  vdth 
limited  gi-owth  potential. 
By  contrast,  the  emerging 
markets  were  supposed  to 
offer  rapidly  expanding 
demand  from  a  growing 
population  and  enoiinous 
investment  opportunities. 

Well,  guess  what?  So 
far  in  the  1990s,  it  hasn't 
turned  out  that  way. 
Since  1993,  foreign  trade 
has  cut  about  0.4  percent- 
age points  off  annual 
gi-oss  domestic  product 
growth,  rather  than 
adding  to  growth,  as 
many  analysts  expected. 
Over  the  same  stretch, 
domestic  profits  have 
risen  by  84%,  outpacing  a 
79%  increase  in  profits 
from  overseas  operations, 
as  measured  by  the  Com- 
merce Dept.  And  the 
U.  S.  stock  market  has 
left  its  foreign  counter- 
paits  in  the  dust,  even 
before  the  Asian  crisis  and  emerging- 
markets  meltdown.  From  fall,  1993, 
to  the  start  of  1998,  the  Standard  & 
Poor's  500-stock  index  rose  111%, 
while  the  rest  of  the  world's  stock 
markets  i-ose  only  33%,  according  to 
Morgan  Stanley  Capital  International. 

Part  of  the  difference  was  unantic- 
ipated weakness  abroad.  But  more 
important,  the  U.  S.  economy  has 
turned  out  to  be  much  more  dynamic 
than  most  forecasters  expected — 
more  gi'owth,  bijiger  productivity 
gains,  stronger  vv  ige  increases,  bet- 


1993  forecast  projected  that  corpo- 
rate operating  profits,  adjusted  for 
inflation,  would  rise  by  only  4%  over 
the  next  five  years,  and  real  wages 
would  fall.  It  turned  out  that  real 
profits  rose  by  55%  and  real  wages 
jumped  by  some  4%,  helping  to  fuel 
a  larger-than-expected  increase  in 


NO  PLACE  LIKE  HOME? 

The  assumption  that 
the  U.S.  is  too  mature 
to  see  strong  leaps  in 


consumer  spending. 

Now,  the  question 
is  whether  this 
strong  performance — 
characteristic  of  the 
so-called  New  Econo- 


ter  profitability.  Fur  example,  one 


demand,  while  overseas  my— will  continue,  if 
markets  are  where  the  it  does,  that  changes 
action  is,  may  be  wrong  f"^  '^^^^'^^ 
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which  may  conclude  that  the  best  op- 
portunities for  expansion  may  well 
be  at  home  rather  than  abroad.  It 
also  suggests  that  troubles  overseas, 
as  long  as  the  global  financial  system 
doesn't  implode,  may  have  less  effect 
on  corporate  profits  and  the  U.  S. 
stock  market  than  expected. 

Even  what  looks  like  an  over- 
whelming flood  of  cheap  imports 
could  tui-n  out  to  be  a  real  plus.  The 
fundamental  theorem  of  free  trade 
says  that  except  under  unusual  cir- 
cumstances, a  fall  in  the  price  of  im- 
ports can  only  help  a  country.  A  fall 


in  the  price  of  cars  may  be  bad  news 
for  U.  S.  auto  makers,  but  for  con- 
sumers it  makes  more  money  avail- 
able to  spend  on  such  items  as  recre- 
ation and  computers,  driving  up 
profits  elsewhere  in  the  economy. 

To  be  sure,  this  behef  in  the  long- 
term  strength  of  the  U.  S.  economy 
is  still  a  minority  view 
among  both  economic  fore- 
casters and  corporate 
strategists.  Most  economic 
forecasts  still  call  for  slow 
gi'owth  at  home  and  rapid 
gi'owth  abroad  in  the  long 
run,  despite  the  latest  up- 
heavals. Consider  Stan- 
dard &  Poor's  DRi's  latest 
forecast,  which  forms  the 
basis  for  many  official  and 
corporate  projections.  Ac- 
cording to  DRi,  domestic 
GDP  will  gi'ow  at  only  a 
2.3%  rate  over  the  next 
five  years  and  personal 
consumption  will  grow  at 
the  same  anemic  pace. 
Meanwhile,  real  foreign 
consumption,  despite  the 
recent  woes,  is  projected 
to  rise  at  a  sprightly  2.9%. 
GLOBAL  BETS.  Most  corpo- 
rate execs  also  remain 
committed  to  overseas  ex- 
pansion despite  the  dan- 
gers. Take  Coi'ning  Inc., 
the  world's  largest  maker  of  fiber-op- 
tic cable.  Even  though  the  Asian  re- 
cession has  forced  dovra  the  price  the 
company  can  charge  for  its  optical 
fiber  as  much  as  30%  and  hurt  its 
margins,  ceo  Roger  G.  Ackei-man  be- 
lieves that,  long  term,  "there  is 
tremendous  growth  in  Asia."  Gillette 
CEO  Alfred  M.  Zeien  also  figui'es  that 
emerging  markets  will  eventually  re- 
sume grovring  at  a  rate  "higher  than 
anywhere  else  in  the  world."  Wal- 
Mart  Stores  Inc.,  meanwhile,  is  ac- 
quiring four  stores  and  six  undevel- 
oped sites  in  Korea.  "It's  a  good  time 
to  estabhsh  a  position  in  the  market," 
says  J.  J.  Fitzsimmons,  Wal-Mart's  se- 
nior vice-president  for  finance. 

They  may  be  right.  But  for  the 
past  five  years,  it  has  been  a  mistake 
to  bet  against  the  U.  S.  economy — 
and  it  shouldn't  be  counted  out  now. 

Mandel  is  business  week's 
economics  editor. 
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THE  GLOBAL  CURRENCY  CRISIS 
iREEK  TO  YOU? 

ere's  a  guide  to  capital  controls,  currency  boards,  and  the  like 


rrading  in  the  Malaysian  ringgit  ac- 
counted for  0.1%  of  the  rouglily  $1.5 
trilhon  in  currencies  traded  last 
an  So  Malaysia's  Sept.  1  move  to  re- 
•iet  linggit  transactions  should  have 
oduced  barely  a  ripple  in  world  mar- 
ts. Instead,  investors  everywhere  fi'et- 
1  that  other  nations  would  follow  suit, 
ith  any  cmrency  move  likely  to  set  off 
actions  around  the  globe,  it's  no  won- 
r  terms  such  as  currency  contagion, 
pital  controls,  dollarization,  and  cui- 
ncy  boards  have  entered  our  lexicon, 
it  what  they  sigTiify  can  be  confus- 
j:'.  Herewith,  some  clarification: 

lat  is  "currency  contagion"? 

Once,  currencies  were  bought  and 
id  mainly  to  finance  international  trade 
d  long-term  investment.  Money  did 
t  flow  freely  across  borders:  Most 
untries  fixed  exchange  rates  against  a 
Id  or  dollar  standard,  and  controls  on 
pital  flows  were  common.  Over  the 
st  two  decades,  though,  global  finance 
s  been  untethered.  Most  exchange 
tes  are  not  fixed  but  float  freely — al- 
ijugh  central  banks  sometimes  peg  or 
inage  rates.  Many  governments  have 
sed  restrictions  on  capital  and  wel- 
med  foreign  investors.  And  while  ex- 
I'ters  and  importers  still  buy  cuiren- 


cies,  it  is  investors  who  propel  the  mar- 
kets, swapping  currencies  to  buy  stocks 
and  bonds  or  placing  huge  bets  on  the 
movement  of  different  currencies. 

In  good  times,  investors'  bullishness 
buoys  markets.  But  contagion  works  in 
reverse,  too:  With  few  exits  barred, 
global  capital  fled  many  Asian  economies 
over  the  past  year,  forcing  governments 
to  risk  recession  as  they  raise  interest 
rates  to  attract  foreign  capital. 

So  what  are  capital  controls,  anyway, 
and  would  they  counteract  contagion? 

Capital  controls  come  in  two  flavors: 
bitter  and  bitterer.  Less  onerous  con- 
trols usually  involve  taxing  short-term 
capital  flows.  Cliile,  Colombia,  and  other 
countries  use  them  to  discourage  "hot 
money" — fickle  investments  that  flow  in 
and  out  on  a  wlrim.  Ironically,  at  a  time 

when  other  nations   

ai'e  contemplating  con- 
trols, the  Chilean  gov- 
ernment in  July  de- 
clared short-term 
flows  less  of  a  threat 
and  cut  the  tax  on  for- 
eign deposits  under 
one  year's  duration  to 
10%  "from  30%. 

More  onerous  are 


Once-arcane 
economic  terms 
have  quickly  come 
into  common  usage 


controls  such  as  Malaysia's, 
which  curb  foreign  ex- 
change transactions  in  an 
effort  to  wall  off  the  econ- 
omy. The  idea  was  to  al- 
low Malaysia  to  follow  do- 
mestically oriented  policies. 
In  fact,  interest  rates  fell, 
and  after  an  initial  sell-off, 
the  Malaysian  stock  mar- 
ket recovered. 


Does  that  mean  controls 
should  be  adopted? 

Certainly,  hot  money  af- 
fects small  economies.  A 
vocal — and  growing — mi- 
nority of  economists  now 
suggest  that  controls  on 
short-term  flows  might  be 
useful,  provided  they  are 
temporary  and  not  subject 
to  abuse — a  fairly  tall  or- 
der. More  restrictive  measures,  such  as 
exchange  controls,  are  still  more  prob- 
lematic, especially  because  they  can  shut 
off  foreign  investment. 

Just  what  is  dollarization? 

In  ceitain  countries  where  inflation 
is  iTinning  liigh,  the  dollai'  has  become  a 
parallel  or  second  cuirency,  widely — but 
illegally — used  for  private  transactions. 
Russians  hold  an  estimated  $40  billion  in 
gi-eenbacks.  Such  dollainzation  could  ease 
the  adoption  of  a  currency  board, 
though. 

O.K.,  so  what's  a  currency  board? 

Currency  boards  have  worked  in 
places  such  as  Argentina  to  stave  off 
hy]3erinflation  by  cincliing  the  monetary 
system  into  a  sti'aitjacket.  Boai'ds,  which 
may  have  non-national  representatives, 
supersede  central  banks.  The  domestic 
currency  is  backed  by  foreigTi  reserves 
and  fixed  against  the  dollar  There's  no 
way  to  counteract  recessions,  but  prices 
are  stabilized  and  fiscal  measures  may 
be  taken  to  shore  up  the  economy. 

CuiTency  boaixls  ai'e  meant  to  be  fi-ee 
of  political  interference  to  ensure  then- 
credibility.  It's  difficult  to  see  that  hap- 
pening in  covmtries  verging  on  economic 
chaos,  such  as  Russia.  Indeed,  keeping 
  politics  out  of  global  fi- 
nance may  be  impos- 
sible. These  days, 
world  leaders  feel  the 
need  to  do  some- 
thing— almost  any- 
thing —  to  guard 
against  the  tidal  waves 
of  global  capital. 

By  Karen  Pennar 
in  New  York 
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BRAZIL'S 
ILL  WINDS 

A  recession  could  spread  throughout  Latin  America 


Pedro  Malan's  image  on  the  TV 
screen  perfectly  reflected  the 
somber  mood  of  a  country  bat- 
tered by  global  financial  markets. 
Dark-suited  and  wearj'-looking,  Brazil's 
Finance  Minister  announced  $10.8  bil- 
lion in  painful  budget  cuts  on  Sept.  8. 
Foui-  days  eai'lier,  the  Central  Bank  had 
raised  interest  rates  by  10  points.  That's 
not  exactly  voter-fiiendly  news  with  na- 
tional elections  looming  on  Oct.  4.  But 
the  economy  in  Brazil  is  facing  desper- 
ate times  once  again.  And  President 
Fernando  Hem-ique  Cardoso  had  to  do 
something  substantial  to  stem  the  exo- 
dus of  money  and  con\Tnce  investors  he 
is  committed  to  defending  Brazil's  cui'- 
rency,  the  real. 

As  the  region's 
biggest  economy.  Brazil 
is  the  Latin  lightning 
rod  for  the  financial 
storm  triggered  by 
Russia's  default  and  the 
banknaptcy  of  much  of 
Asia.  If  fleeing  capital 
forces  Cardoso  to  de- 
value the  real,  other 
Latin  countries — start- 
ing with  Argentina — 
will  come  under  intense 
pressure  to  follow  suit. 
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The  result  could  be  economic  tm-moil 
throughout  the  region,  wiping  out  much 
of  the  progi'ess  toward  economic  stability 
achieved  in  recent  yeai-s.  Multinationals 
W'Ould  reconsider  their  ambitious  invest- 
ment plans  for  Latin  America.  And  U.  S. 
hopes  of  forging  a  prosperous  hemi- 
spheric fi-ee-trade  paitnei-ship  would  dim, 
possibly  for  years  to  come. 
CATCH-22.  Even  if  Cardoso  manages  to 
keep  the  real  afloat,  the  cost  will  be  a 
shai-p  economic  slowdown,  veiy  possibly 
a  recession.  Bi"azil's  downturn  would  sti- 
fle the  economies  of  such  trading  part- 
ners as  Argentina.  That,  in  turn,  could 
transform  the  emerging-market  crisis 
into  a  palpable  drag  on  the  U.  S. 

Brazil  is  already 
slowing.  High  interest 
costs,  now  30%  for  the 
Central  Bank's  key 
lending  rate,  and  pro- 
posed deep  cuts  in  gov- 
ernment outlays  ai-e  de- 
pressing corporate 
investment  and  con- 
sumer spending.  Mai'ce- 
lo  Cai'\'alho,  economist 
for  .J.  P.  Morgan  &  Co. 
in  Sao  Paulo,  forecasts 
a  2%  shrinkage  of 
Brazil's  gi'oss  domestic 


product  in  1999,  down  from  previous  pro  r^: 
jections  of  2%  growth.  For  all  of  Latii  ^ 
America,  Morgan  is  now  predicting  0.89i 
next  yeai",  re\ised  downward  fr-om  3.49? 

The  catch-22  in  Cardoso's  game  plai  j; 
is  the  shai-p  increase  in  the  cost  of  fij-, 
nancing  Brazil's  .$260  billion  domesti( 
debt.  Proposed  spending  cuts  to  rein  ii 
the  government's  huge  budget  deficit  ;r 
equal  to  7%  of  gdp,  ai-e  "palliative  steps 
that  it  hopes  will  hold  until  the  eleo 
tions,"  says  Carl  Weaver,  Sao  PaulO' 
based  head  of  Brazil  research  foit- 
Banque  Paribas.  "But  it's  not  cleai, 
whether  it  will  be  enough."  Growing  j,^- 
worries  over  Brazil's  shaky  finance^ 
have  sent  capital  fleeing,  cutting  BrazD'; 


FEELING 
THE  SQUEEZE 
IN  MEXICO 

Until  a  few  weeks  ago,  autos  made 
by  Ford,  Nissan,  and  General  Mo- 
tors were  selling  in  Mexico  like 
tacos  at  a  fiesta.  The  reason:  zero- 
interest  pajTnent  plans  offered  thi'ough 
Mexican  dealers.  But  when  the  shock 
fi'om  Russia's  default  doubled  Mexican 
interest  rates,  to  40%,  auto  makers 
could  no  longer  afford  the  incentives.  In 


early  September,  they  scrapped  the 
deals  and  lowered  sales  forecasts.  Still, 
even  with  annual  projections  scaled 
back  by  9%,  caiTnakers  are  expected  to 
sell  close  to  610,000  autos  in  Mexico  this 
year,  compared  with  503,000  in  1997. 

That's  a  good  summarj'  of  where 
Mexico  stands:  The  global  meltdown  has 
meant  slower  gi-owth  but  not  economic 
crisis  so  fai'.  Ti-ue,  the  Mexican  peso  has 
been  pummeled,  and  the  countrj^'s  inter- 
est rates  have  shot  up.  But  after  toeing 
the  fiscal  line  since  its  disastrous  1994 
devaluation,  Mexico  is  in  better  shape 
than  other  emerging  markets,  including 
Brazil.  Mexico  has  a  budget  deficit  of 
1.25%  of  gross  domestic  product,  com- 


pai'ed  with  Brazil's  7%.  And  while 
oO  prices  are  hurting  the  economy, 
CO  has  chopped  fedei-al  spending  bjt 
billion  this  year  to  compensate.  Me 
while,  through  nafta,  Mexico  has  i 
access  to  the  U.  S.  market  as  its  ov 
mestic  market  slows — a  big  advant  jj 
over  other  emerging  coimtries. 
"CLOSED  MARKETS."  Given  these  f^. 
fives.  Finance  Minister  Jose  Ange 
ria  Trevino  predicts  the  economy  v 
grow  about  4.5%  this  year,  down  f-. 
the  government's  earher  target  of 
That's  likely  even  though  the  fallir 
peso  is  expected  to  push  inflation  i 
17%,  government  economists  argu< 
Outside  the  government,  assessi 
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rrency  reserves  to  an  estimated  $59 
lion  in  early  September,  from  a  peak 
$75  billion  last  April. 
What's  clear  is  that  Brazilian  busi- 
ss  is  already  headed  for  the  bunkers, 
ito  makers,  a  key  sector,  have  ah-eady 
ighened  credit  terms.  General  Motors 
(ip.'s  Bi-azO  unit,  which  exports  20%  of 
output,  has  cut  back  production  be- 
use  of  reduced  demand  in  such  mar- 
ts as  Venezuela  and  Russia.  Brazil 
■alty,  a  real  estate  developer  partly 
ned  by  U.  S.  financier  George  Soros, 
s  postponed  construction  of  four 
artment  projects,  fearing  that  higher 
erest  rates  will  hurt  demand.  The 
rsher  economy  wUl  eliminate  scores  of 


companies,  from  steelmakers  to  elec- 
tronics stores.  "Only  the  best  will  stay 
around,"  says  Zeke  Wimert,  chairman 
of  the  American  Chamber  of  Commerce 
in  Sao  Paulo. 

The  impact  of  Brazil's  slowdown  is 
already  spreading.  In  Argentina,  which 
sends  30%  of  its  exports  to  Brazil,  fore- 
casts of  6.5%  GDP  gi-owth  this  year  and 
5%  in  1999  have  been  cut  to  4.5%  and 
3.7%.  Fiat's  Ai-gentine  unit,  which  has 
200,000  cars  sitting  in  Brazilian  ports, 
will  halt  production  for  seven  days  this 
month  as  Brazilian  demand  dries  up. 

Now,  looming  beyond  Brazil's  slow- 
down, is  the  specter  of  deflation  in  a 
country  notorious,  not  long  ago,  for  hy- 


Slower  global 
growth  and  the 
costs  of  financing 
its  $260  billion 
debt  are  crippling 
domestic  growth 


perinflation.  Supermarket  prices 
dropped  a  head-turning  1.4%  in 
just  the  last  week  of  August. 
Overall,  consumer  prices  fell  1% 
for  the  month,  the  lowest  in  the  45 
years  in  which  records  have  been 
kept.  Price  deflation  and  rising  fi- 
nancing costs  could  quickly  lead  to 
layoffs  and  more  economic  strife. 

Until  recently,  a  major  strength 
of  Brazil  has  been  its  attraction 
for  foreign  direct  investment.  But 
economists  are  already  predicting 
that  this  year's  $20  billion  inflow  will 
not  be  matched  in  1999,  despite  recent 
commitments  by  companies  such  as  Dell 
Computer  Corp.  and  Caterpillar  Inc.  to 
expand  in  Brazil. 

Can  Brazil  right  itself  and  save  the 
other  dominoes?  Cardoso  will  have  to 
persuade  a  reluctant  Brazilian  Congress 
to  accept  his  cuts  and  enact  reforms  of 
Brazil's  bloated  public  payrolls,  social 
security  system,  and  inefficient  tax 
structure.  And  for  that,  he'll  need  a 
strong  populai"  mandate  in  October  Un- 
fortunately, high  interest  rates  and  in- 
creased unemployment  have  never  been 
a  great  recipe  for  political  popularity. 

By  Ian  Katz  in  Sao  Paulo 


)mier.  Banco  de  there,  too,  become  prohib- 
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international  markets  as  costs        which  sells  most  of  its  merchandise  on 


credit  terms  as  long  as  43  weeks,  is 
stocking  cheaper  goods  such  as  smaller- 
screen  TVS.  With  721  stores  in  Mexico, 
Central  America,  and  Peru,  Elektra  has 
also  decided  to  delay  a  planned  move 
into  Chile.  Despite  the  credit  squeeze, 
most  analysts  believe  Mexican  companies 
should  make  on-time  payments  on  about 
$4.3  billion  in  hard-currency  debt  over 
the  next  16  months.  The  government 
also  has  plenty  of  resei-ves — $30  bUUon — 
to  cover  bills  coming  due.  So  Mexico's 
challenge  is  to  ride  out  the  immediate 
storm,  while  persuading  investors  that 
it's  different  from  its  neighbors. 

By  Geri  Smith,  with  Elizabeth 
Malkin,  in  Mexico  City 
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COMMENTARY 

By  Dean  Foust  '] 


GREENSPEAK:  WHEN  RHETORIC  CREATES  REALITY 


In  less  tumultuous  times,  Federal 
Reserve  Chairman  Alan 
Greenspan's  ponderous  speech 
about  the  New  Economy  in  Berkeley, 
Calif.,  on  Sept.  4  would  have  attract- 
ed little  attention  outside  economic 
circles.  But  with  world  financial  mar- 
kets churning,  Greenspan  knew  he 
would  have  a  huge  audience.  So  he 
inserted  two  paragraphs  at  the  start 
of  his  address  to  assure 
investors  that  the  Fed  was 
prepared  to  come  to  the  aid 
of  the  U.  S.  economy  should 
it  be  sucked  into  the  global 
maelstrom. 

Greenspan  never  said  what 
the  Fed  would  do — or  when. 
But  that  didn't  stop  tradere 
from  concluding  that  a  rate 
cut  was  in  the  bag — sparking 
explosive  i-allies  in  Asia  and 
Europe,  and  a  record  381- 
point  gain  in  the  Dow  Jones 
industrial  average  when  Wall 
Street  reopened  on  Sept.  8. 
And  the  Bank  of  Japan's  move 
to  cut  rates  the  next  day 
fanned  speculation  that  a 
synchi'onized  easing  by 
the  Fed  was  in  the  offing. 
BIG  CHANGE.  The  markets 
once  again  have  gotten 
ahead  of  the  Fed,  moving  on 
Greenspan's  words,  not  on 
Fed  actions.  True,  there  was 
a  marked  change  in 
Greenspan's  tone  since  July, 
when  he  said  the  Fed  was 
leaning  toward  an  interest 
rate  hike  to  cool  a  robust 
economy  which  remained — it 
seemed — unaffected  by  Asia's 
deepening  distress.  Now,  with 
fears  that  the  financial  conta- 
gion overseas  would  infect  the  U.  S., 
Greenspan  felt  compelled  to  rule  out 
an  imminent  rate  hike  and  open  the 
door  to  an  easing  of  monetary  policy. 

But  Greenspan's  carefully  hedged 
pledge  to  "consider  carefully . . .  ongo- 
ing developments"  suggests  the  cen- 
tral bank  will  need  to  see  more  signs 
of  a  weakening  economy  before  cut- 
ting rates.  "Greenspan  didn't  promise 
a  rate  cut,  although  that's  what  the 
markets  wanted  to  heai;"  says  Joel 
Prakken,  a  St.  Louis-based  economist 


The  Federal  Open  Market  Commit- 
tee's next  move  "is  going  to  depend 
on  the  incoming  data,  and  the  domes- 
tic data  haven't  shown  convincing  evi- 
dence of  a  slowdown." 

Nobody  should  be  surprised  that 
traders,  investors,  and  economists 
made  the  most — and  perhaps  far  too 
much — of  Greenspan's  Sept.  4  speech. 
It's  the  latest  example  of  how  the  Fed 


Greenspan 
wonders 
rhetorically 
whether  an 
"irrational 
exuber- 
ance" is 
building  in 
U.S.  stocks 


Humphrey 
Hawkins 
testimony, 
Greenspan 
hints  that  a 
rate  hike  is 
in  the 
offing 


Appearing 
before  Con- 
gress, 
Greenspan 
warns  the 
economy  is 
on  an 

"unsustain- 
able track" 


chief  uses  his  opaque  public  utter- 
ances to  cany  out  a  virtual  monetary 
policy — or  what  Michael  R.  Englund, 
chief  economist  for  Standai-d  &  Poor's 
MMS,  calls  Greenspan's  "open  mouth 
policy."  The  Fed  has  barely  changed 
interest  rates  since  1995,  yet  through- 
out that  time  Greenspan's  carefully 
timed  rhetoric  has  sent  stock  and 
bond  prices  soaring  and  plummeting. 

When  the  Fed  chau-man  mused  in 
December,  1996,  that  "irrational  exu- 
berance" might  be  building  on  Wall 


Street,  traders  decided  a  rate  hike 
was  in  the  offing.  The  result:  The 
Dow  plunged  as  much  as  162  points 
the  next  day.  But  the  Fed's  only  mon- 
etary response  was  to  nudge  up  the 
federal  funds  rate — the  rate  for 
overnight  loans  between  banks — by  a 
modest  quarter  of  a  point  three 
months  later.  That  rate  hasn't  moved 
since  March,  1997.  "The  Fed  had  a 
bias  to  tighten  most  of  the 
time  for  the  past  18 
months — but  didn't,"  notes  G. 
David  On-,  chief  capital  mar- 
kets economist  for  First 
Union  Corp.  The  markets  fig- 
ured that  out  too,  and  stocks 
«5  headed  for  new  highs. 
'J*      Greenspeak  isn't  al- 
ways aimed  at  the  public, 
either.  Greenspan's  latest 
comments  may  have  been 
intended  for  hawks  on  the 
Fed  who — until  recently — 
have  been  pressing  for  a  rate 
hike  to  ward  off  inflation. 
The  chairman  has  been  far 
more  worried  about  Asia's 
potential  drag  on  the  econo- 
my. Greenspan  recently  told 
confidantes  he  was  relieved 
the  Fed  barely  avoided  a 
hike  last  spring.  The  Berke- 
ley speech  suggests 
Greenspan  is  "publicly  lobby- 
ing the  hawks  to  think  about 
the  possibility  of  a  rate  cut," 
says  Da\id  D.  Hale,  an  econ- 
omist at  Zurich  Kemper  In- 
vestments Inc. 

Will  Greenspan  have  to 
follow  up  his  words  with  ac- 
tion— a  cut  at  the  Sept.  29 
FOMC  meeting?  His  comfort- 
ing rhetoric  may  have  slowed 
a  sickening  slide  in  the  stock  market. 
And  by  bolstering  investor  and  con- 
sumer confidence,  Greenspan  may 
help  keep  the  economic  expansion  go- 
ing vrithout  a  stimulative  rate  cut. 
The  lesson  for  investors  who  bet  on 
interest-rate  moves:  Watch  what  Alan 
Greenspan  does,  not  what  he  says. 
Talk  can  be  cheap,  even  if  it  comes 
from  the  mouth  of  the  chairman  of 
the  Federal  Reserve. 

Foust  covers  the  Fed. 


Says  Fed  is 
shifting 
focus  from 
inflation  to 
the  risk 
that  the 
global  crisis 
would  slow 
the  U.  S. 
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We're  born  with  ears  as  standani  equipment.  Sadly  however,  as  most 
people  grow  older  we  hear,  but  often  lose  our  ability  to  listen. 

And  sales  reps.''  Apparently  their  ears  are  for  decoration  only.  Except 
Danka  people. 

We  compete  with  office  imaging  equipment  companies  that  are  house- 
hold names.  So  how  do  we  compete  with  them  it  you've  never  heard  of  us? 

With  our  ears.  Before  we  do  anything,  we  listen  to  you,  analyze  your 
operations,  consult  and  then  recommend  the  best  equipment  for  your 
specific  imaging  needs. 

With  Xerox®,  you  get  Xerox  equipment.  With  Danka,  we  choose  from 


the  world's  leading  manufacturers:  Kodak,  Hewlett-Packard,  Toshiba, 
Canon,  Minolta,  OmniFax  and  more.  All  backed  by  responsive  service, 
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over  30  countries  be  more  productive,  efficient  and  cost-effective.  Danka's 
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Call  1-800-OK-DANKA.  ■ 
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News:  Analysis  &  Commentary 


TRUSTBUSTERS 


THE  CASE  OF  THE 
MISSING  PC  MAKERS 

Why  Justice  couldn't  persuade  any  to  testify  against  Microsoft 


For  yeai-s,  high-tech  cii-cles  have  been 
abuzz  with  Paul  Bunyon-size  tales  of 
Micr-osoft  Corp.'s  power  and  the  ag- 
gi'essive  tactics  Chief  Executive  William 
H.  Gates  III  employs  to  get  his  way. 
Now,  in  its  landmark  antitrust  case 
against  Microsoft,  the  Justice  Dept.  is 
attempting  to  prove  that  these  were  not 
just  computer-industry  legends  about  a 
mean-spirited  bully  but  proof  of  Mi- 
crosoft's anticompetitive  behavior  to  ex- 
tend its  monopoly. 

But  just  when  they  need  com 
puter  execs  to  come  forward 
with  stories  to  bolster  their 
case,  the  feds  aren't  getting 
much  cooperation.  Justice's 
witness  list  for  the  upcoining 
trial,  released  on  Sept.  4, 
contains  a  cross-section  of 
high-tech  corporate  icons. 
But  conspicuously  absent 
are  the  most  obvious  vic- 
tims of  alleged  Microsoft 
coercion — PC,  makers  who 
are  the  most  important  ve- 
hicle for  Microsoft  products 
to  consumers.  Microsoft's  ef 
forts  to  prevent  manufacturers 
from  shipping  rival  products  have 
been  a  coinei-stone  of  the  antiti-ust  action 
against  Microsoft,  but  the  only  Pf  maker 
to  take  the  stand — Compaq  Computer 


Corp. — is  testifying  for  Microsoft.  "That's 
the  big  hole,"  says  Rich  Gray,  an  antitrust 
attorney  with  Bergeson,  Eliopoulos, 
Grady  &  Gray  in  San  Jose,  Calif. 

So  does  that  mean  the  Justice  case  is 
weak — or  that  PC  manufacturer  have  no 
complaints?  Not  necessarily.  Some  in- 
dustry insiders  contend  it  is  the  very 
power  Justice  seeks  to  cur"b  that  has  left 
it  without  certain  key  witnesses.  "No- 
body in  the  PC  business  wants  to  be  near 
this,"  says  one  former  PC  company  ceo. 
What  it  means,  adds  Gray,  is  that 
"they  couldn't  find  anyone  brave 


KEY  JUSTICE  WITNESSES... 

SCOTT  VESEY  at  Boeing  may  testify 
about  how  Microsoft  pressured  the 
company  to  abandon  Lotus'  E-mai 
software,  even  after  it  had  scored 
highest  in  the  aircraft  maker's 
technical  evaluations. 

STEVEN  McGEADY,  a  vice-president 
at  Intel,  will  likely  be  asked  about  a 
meeting  m  which  Bill  Gates  pressured 
Intel  to  cease  certain  software 
development  projects  and  withhold 
support  for  Sun's  Java. 

JAMES  BARKSDALE,  president  of 
Netscape,  will  be  asked  about  a  1995 
meeting  where  Microsoft  allegedly  tried 
to  persuade  Netscape  to  leave  the  Win- 
dows browser  market  to  Microsoft. 


38  BUSINESS  WEEK  /  SEPTEMBER  21,  1998 


enough  to  come  forward  and  risk  th 
wrath  of  Microsoft." 

Even  giant  Compaq  is  careful  not  t 
offend.  A  soui'ce  close  to  the  No.  1  pi 
maker  says  that  two  years  ago  Microsof 
pressured  it  to  undo  a  deal  vrith  Americ; 
Online  Inc.  that  would  have  featurei 
aol's  opening  screen  before  Window; 
Microsoft   threatened,   and  Compad 
backed  down,  the  Compaq  source  saysl 
Then,  Compaq  marketing  execs  ai'gueq 
that  a  fight  with  Microsoft  was  not  wortl| 
it.  The  PC  maker  has  also  attested  in  de 
positions  to  Justice  that  Microsoft  ap-| 
plied  pressui'e  when  Compaq  attempted 
to  put  Netscape  Communications  Corp.'^ 
Web  browser  on  its  desktop  vdth  Win-j 
dows.  Now,  however,  Compaq  is  on  Mi-| 
crosoft's  witness  list  and  not  Justice's. 
CROSSFIRE.  Privately,  government  offiJ 
cials  confiiTn  that  because  Justice  could 
offer  no  real  protection,  PC  makers  wera 
reluctant.  No  company  wanted  to  be  sin-l 
gled  out,  and  attempts  to  band  togethen 
fizzled.   In  May,  Compaq,  Gateway] 
Hewlett-Packard,  Sony,  and  Packard  Bell 
had  scheduled  a  meeting  with  Justice] 
One  by  one,  they  dropped  out,  each  con-| 
eluding  that  the  group  was  not  bid 
enough  to  protect  against  retaliation.  Thq 
meeting  was  canceled. 

Also  missing  fi-om  the  Justice  witness] 
list  ai'e  executives  from  Sun  Microsys-^ 
terns  Inc.  and  Apple  Computer  Inc.,  botH 
of  which  figui'e  prominently  in  court  filn 
ings.  The  government  alleges  that  Mi-^ 
crosoft  tried  to  stifle  Java,  the  Sun  pro-^ 
gramming  language.  Thanks  to  a  privatd 
suit  brought  by  Sun,  Justice  has  access  to 
considerable  evidence  to  back  its  casej 
making  executive  testimony  less  neces- 
saiy.  In  conti-ast,  the  omission  of  Apple  is 
less  clear.  Here,  Justice  suggests  Mi- 


...AND  CONSPICUOUS  OMISSIONS 

PC  MAKERS  Despite  extensive  efforts  to 
investigate  dealings  between  Microsoft 
and  PC  makers,  Justice  has  not 
called  any  to  testify.  A  witness 
from  IBM,  John  Soiring,  does 
not  work  for  its  PC  division. 
Instead,  he  is  expected  to 
testify  about  competing 
with  Microsoft  in  operating 
systems. 

APPLE  COMPUTER  Papers  filed  by  Justice  cite 
Microsoft's  dealings  with  Apple  as  key  evidence  of 
its  attempts  to  stifle  competition  from  Netscape's 
browser  and  Sun  Microsystem's  Java. 

BILL  GATES  is  at  the  center  of  Justice's  allegations. 
But  beyond  his  depositions,  neither  side  is  expected 
to  call  him  as  a  witness. 
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crosoft  may  have  pressui-ed  Apple,  in 
which  it  invested  S150  million,  into  ship- 
ping its  Internet  Explorer  browser, 
mher  than  Netscape's.  It  also  claims  Mi- 
crosoft tried  to  pei-suade  Apple  not  to 
offer  competing  multimedia  software. 

iIia*osoft  denies  that  it  thi-eatens  com- 
panies that  attempt  to  defy  it  or  that  it 
i-etaliates  against  those  that  do.  But  such 
companies  have  a  way  of  getting  caught 
in  the  crossftfe.  Ask  Rob  Glaser.  the  ceo 
of  RealNetworks  Inc..  a  startup  that 
makes  softwai'e  for  sending  \ideo  over 
the  tntemet.  On  July  2A,  Glaser.  a  foiTner 
Mcrosoft  exec,  testified  at  Senate  Judi- 
daiy  Committee  heai-ings  that  Microsoft 
placed  a  bug  in  a  rival  \\indows  pro- 
gram that  •'broke"  RealNetworks'  soft- 
wai'e. (A  similai'  chai'ge  was  made  by 
Caldera,  the  owner  of  dr-dos,  which  filed 
a  private  suit  against  Microsoft.)  Mi- 
crosoft denied  the  chai-ges.  setting  off  a 
public  spat  between  Glaser  and  Mia*osoft. 
In  its  wake,  RealNetworks'  shai'es 
plunged  25%,  from  S44  on  the  day  of 
Glasers  testimony  to  S33  the  day  after. 

That  lesson  was  not  lost  on  other  in- 
dustiy  execs.  "The  biggest  feai*  is  not  of 
Microsoft,  but  of  youi-  o\yn  shareholders 
and  board  members,"  fi-ets  Ltiis  F. 
Machuca,  executive  \ice-president  for 
Packai-d  Bell  XEC  Inc.  "This  thing  \\ilh 
RealNetworks  is  a  huge  windfall  for  Mi- 
crosoft. It  will  have  a  chilling  effect." 
MEMORY  LAPSES.  That's  not  good  news 
for  Justic-e,  which  needs  all  the  ammunition 
it  can  gather  to  biing  its  broadened  mo- 
nopolization case.  Unless  Justice  swaps  in 
a  K'  witness  before  the  trial,  it  wiU  have 
to  rely  on  subpoenaed  depositions  and 
contracts — and  on  testimony  by  such  Mi- 
crosoft competitoi"s  as  A(:)L  and  Intuit. 

Neither  the  government  nor  Microsoft 
has  called  the  most  intriguing  witness: 
Gates.  After  deposing  the  bilhonaii'e 
chaiiTnan  in  August.  Justice  lambasted 
his  "astonishing  lack  of  recall"  For  its  de- 
fense. Microsoft  will  rely  on  midlevel  ex- 
ecs it  says  were  most  dh^ectly  involved  in 
the  alleged  incidents  cited  by  -Justice — al- 
lowing Gates  to  duck  cross-examination. 

Microsoft,  meanwhile,  is  still  seeking 
the  case's  dL^missal.  It's  also  contesting 
what  it  calls  an  llth-houi*  shift  in  .Jus- 
tice's case,  and  U.  S.  District  Judge 
Thomas  R  Jackson  on  Sept.  17  wUl  iTile 
on  whether  the  expanded  e\idence  is  ad- 
missible. If  it  is.  which  experts  say  is 
likely  then  Microsoft  could  seek  a  delay  of 
up  to  six  months  to  prepai'e  its  defense. 
In  that  time,  more  tall  tales  ai'e  likely  to 
be  told.  The  question  is:  WUl  anybody  be 
willing  to  teU  them  to  the  judge? 

By  Amy  Cortese  in  Xeiv  York,  with 
Susan  B.  Garland  oi  Washington  and 
Steve  Hamm  in  San  Mateo.  Calif. 


COMMENTARY 


Bv  Stan  Crock 


STAR  WARS  JR.: 
PRICEY  PIE  IN  THE  SKY? 


India  and  Pakistan  set  off  nucleai* 
blasts  in  May.  Iran  launched  a 
medium-range  missile  in  July: 
North  Korea  followed  suit  on  Aug. 
31.  And  chaos  in  Russia  could  put  its 
nucleai"  ai'senal  at  risk  of  being  ped- 
dled for  hard  cash.  There's  no  ques- 
tion that  the  world  suddenly  looks 
like  a  much  scarier  place. 

Even  so,  does  it  make  .  - 

sense  to  accelerate 
the  deplojTnent  of 
a  scaled-do\TO 
version  of  Ronald 
Reagan's  Star 
Wai"s  missile-de- 
fense system? 
GOP  leaders 
think  so.  And 
while  they 
couldn't  force  a 
vote  on  the  S18- 
biHion  Stai'  Wai-s 
Jr.  progi-am  in  the 
Senate,  it  appeal's 
likely  to  pass  the 
House,  pro\"iding  an  op- 
portunity for  a  second  tv\' 
in  the  Senate. 

TOO  HURRIED?  Despite  the  womsome 
developments  ai'ound  the  globe,  lush- 
ing technologj'  into  development  be- 
fore it  has  been  thoroughly  tested  is  a 
mistake.  CuiTently.  the  Clinton  Ad- 
ministration plans  to  do  two  more 
yeai-s  of  research  and  development 
and  then  make  a  decision  on  whether 
to  deploy  by  2003.  Even  that  sched- 
ule, both  a  Pentagon  study  and  a  re- 
port by  the  General  Accounting  Office 
insist,  is  too  hurried. 

As  v.ith  the  original  Strategic  De- 
fense Initiative,  the  critical  question 
is:  Can  this  technology'  work?  Admit- 
tedly, the  mission  to  develop  the  ciu'- 
rently  contemplated  system,  being  at- 
tempted by  Boeing  Co..  isn't  as 
daunting  as  Reagan's  \ision  of  a 
shield  against  thousands  of  interconti- 
nental ballistic  missiles  launched  by 
the  E\t1  Empire.  This  version  is  sup- 
posed to  protect  the  U.  S.  from  a 
handful  of  such  long-range  missiles 
fired  by  a  rogue  state. 

That's  still  the  equivalent  of  hitting 
a  bullet  with  a  bullet.  And  so  fai',  the 


technology-  is  pi'o\"ing  difficult  to  de- 
velop. Take  Lockheed  Martin  Corp.'s 
Theater  High-Altifade  Ai'ea  Defense 
(TH-\-\D)  system,  an  even  smaller-scale 
attempt.  Designed  to  defend  troops  in 
the  field  against  l.OOO-rmle-range  mis- 
siles. nL-v.!!)  has  failed  in  five  straight 
tests.  The  Pentagon  is  considering 
whether  to  suspend  the  program.  The 
proposed  national  defense 
system  would  h^ve  to 
be  able  to  hit  a 
missile  traveling 
15,000  miles  an 
hotu",  t%nce  as 
fast  as  some 
theater  missiles. 
Finally,  some 
experts  wonder  if 
Star  Wat's  Jr.  can 
defend  against  the 
most  Hkely 
threat.  They  ai'- 
gue  that  the 
weapon  of  choice 
for  rogue  states  will 
be  shorter-range  cruise 
missiles — making  even  a 
working  Star  Wai-s  Jr.  useless. 

^Io\'ing  pi-udently  has  not  deprived 
the  project  of  necessai-y  appropria- 
tions, either.  As  it  stands,  Washington 
is  spending  -SI  bUhon  annually  to  de- 
velop the  system,  and  a  decision  to 
deploy  sooner  would  probably  not 
di'amaticaUy  affect  that  number.  WTiat 
such  a  decision  would  do,  however,  is 
Umit  the  U.  S.'s  options  on  pursuing 
alternative  technology'. 

On  the  foreign  front,  the  g<3P  must 
also  consider  the  1972  Anti-Ballistic 
ilissile  Treaty  with  Russia.  \  oting  to 
deploy  Star  Wars  Jr.  would  be  a  dis- 
avowal of  the  ti'eaty  at  a  time  when  the 
U.  S.  is  ti'ying  to  get  Russia  to  sign  new 
aiTHS-control  measiu'es  on  its  nukes: 
the  biggest  thi'eat  the  U.  S.  faces. 

Rapid  deployment  of  a  missOe  de- 
fense is  an  admirable  goal — and  a 
comforting  thought.  But  hmrying  de- 
velopment of  a  flawed  Star  Wars  will 
pi'o\ide  only  iUuson'  protection.  After 
all,  this  is  rocket  science. 

Crock  covers  nationaZ  security 
issues  in  Washington. 
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TELECOMMUNICATIONS 


FOR  LUCENT,  HUNTING  SEASON 
IS  ABOUT  TO  BEGIN 

Its  targets:  Networking  companies  and  foreign  partners 


Even  in  the  red-hot  telecom-equip- 
ment market,  Lucent  Technologies 
Inc.  has  been  a  star.  Still,  ceo 
Richard  A.  McGinn  hasn't  hesitated  to 
point  out  Lucent's  weaknesses,  conced- 
ing that  it  needs  to  offer  better  gear  for 
data  networking  and  participate  more 
aggi-essively  in  overseas  markets.  The 
simple  solution  would  be  to  buy  compa- 
nies that  fill  those  strategic  holes. 

Until  now,  however,  McGinn  has  been 
limited  in  liis  ability  to  do  that.  Despite 
Lucent's  soai-ing  stock,  up  sixfold  to  $80 
a  share  since  its  public  offering  in  1996, 
the  company  hasn't  been  as  free  as  ri- 
vals such  as  Cisco  Systems  Inc.  to  use 
its  shares  as  acquisition  currency.  The 
reason:  Accounting  loiles  bar  spin-offs 
such  as  Lucent — formerly  a  unit  of 
AT&T — fi'om  using  an  accounting  method 
called  "pooling  of  interests"  for  deals 
until  they  have  been  independent  for 
two  yeai-s.  Pooling  lets  companies  avoid 
taking  chai'ges  against  earnings  to  write 
down  "goodwill" — the  price  above  book 
value  they  pay.  Lucent's  second  birthday 
is  Oct. 

PLUGGING  HOLES.  So  what  will  Lucent 
buy  itself  as  a  gift?  The  company  won't 
comment.  But  investors  and  analysts 
are  buzzing  about  possible  targets,  in- 
cluding networking-equipment  maker 
Ascend  Communications, 
France's  Alcatel,  and  Finland's 
Nokia.  With  a  mai'ket  capital- 
ization of  more  than  $100  bil- 
lion, Lucent  could  pull  off 
deals  that  would  set  records 
in  an  industiy  already  mai'ked 
by  merger  mania.  Targets 
could  include  Ascend,  with  a 
mai'ket  caj^italization  of  $9  bil- 
hon,  or  even  Nokia,  valued  at 
$48  billion.  "Eveiybody's  sort 


data-networking  gToup,  is  speai'- 
heading  the  networking  initia- 
tive. Ben  J.  M.  Vei-waayen,  Lu- 
cent's co-chief  operating  officer, 
is  trolling  for  global  deals.  Lu- 
cent has  used  Goldman,  Sachs  & 
Co.  or  Morgan  Stanley  Dean 
Witter  for  big  deals  in  the  past 
but  does  not  have  an  exclusive 
investment  bank  this  time,  the 
bankers  say. 

Lucent's  most  immediate 
need  is  for  data  networking. 
The  market  for  data  gear  is 
gi'owing  25%  a  yeai;  says  Banc- 
Boston  Robertson  Stephens, 

about  double  the  traditional  LIBERTY:  McGiyin  ivill  soo)i  have  more  freedom 
telecom-equipment     market,  to  use  Lucent  shares  as  acquisitions  currency 
And  Lucent  is  weak  in  two 
fast-growing  areas:  asynchronous  trans- 
fer mode  (ATM)  and  Internet  protocol 
(IP)  routing  technology. 

That's  where  Ascend  comes  in.  The 
Alameda  (CaUf.)  company  is  the  mai'ket 
leader  in  ATM  and  has  some  IP  routing 
expertise.  "That's  not  rocket  science," 
says  Mai'k  Dicioccio,  a  managing  director 
and  head  of  Lehman  Brothel's  Inc.'s  tele- 
com-equipment practice.  "Ascend  is  pret- 
ty much  the  last  one  standing."  Ascend 
says  it  plans  to  remain  independent  but 
would  listen  to  an  overtiu'e.  If  Ascend 


LUCENT'S  MOST-WANTED  LIST 

ASCEND  COMMUNICATIONS  The  $1.2  billion  compa- 
ny would  give  Lucent  additional  expertise  in  the  fast- 
growing  market  for  data  networks.  The  firm  would  proba- 
bly cost  more  than  $10  billion,  and  Wall  Street  deems  it 
Lucent's  most  likely  target. 

NOKIA  The  $9.8  billion  Finnish  telephone-equipment 
maker  has  been  a  rising  star,  thanks  partly  to  its  wireless 
technology.  It  would  give  Lucent  a  needed  boost  in 
of  holding  their  breath  to  see    .^IJ^oP^^and  _a_ Presence a  jq^^    ^^^^^    ^^^^j      ^^jj  ^j,^ 

SIEMENS'  TELECOM  UNIT  The  German  conglomerate, 
which  makes  everything  from  locomotives  to  medical 
equipment,  has  a  strong  $15  billion  telecom-equipment 
business. 


balks,  Lucent  could  target  other  net-] 
working  companies  such  as  Newbridg( 
Networks,  the  No.  2  atm  player. 

Overseas,  where  Lucent  generated 
only  about  $6  billion  of  its  $26.4  bilHor 
in   1997  revenue,  bankers  say  the 
strongest  candidate  would  be  Finland's 
Nokia  Corp.  Nokia  would  give  Lucent 
expertise  in  Eiu'ope's  most  populai'  wii'e 
less  technology  and  would  provide  valu 
able  customer  relationships  in  some  4.' 
countries.  Nokia  declined  comment. 
Several  other  companies  would  alsc 
help    in    foreign  markets 
France's  Alcatel  has  opera- 
tions in  130  countries  and 
gi'owing  data  expertise.  But 
the  company,  which  dechned 
comment,    may    resist  £ 
takeover,  and  Lucent  is  un- 
likely to  attempt  a  hostile  e*  i 
deal.  Siemens'  telecom  unit  p, 
would    also    give    Lucent  ^ 
greater  international  reach 
But  a  spokesman  for  Siemens 


what  Lucent  will  do,"  says 
William  Schaff,  chief  invest- 
ment officer  at  San  Francis- 
co-based Bay  Isle  Financial 
Coi-p.,  a  Lucent  shareholder. 

Lucent  is  actively  looking  at 
networking  and  international 
deals,  according  to  two  invest- 
ment bankei-s  who  have  talked 
to  company  executives.  WilHam 
O'Shea,  the  head  of  Lucent's 


ALCATEL  The  $30  billion  French  giant  offers  interna- 
tional reach,  with  operations  in  130  countries.  It  has 
bulked  up  its  digital  capabilities,  notably  with  its  $4.4 
billion  acquisition  of  DSC  Communications  in  June. 
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com  business  on  its  own. 

How  soon  will  Lucent  make 
its  move?  It  can't  have  sub- 
stantial negotiations  before 
Oct.  1  without  running  afoul' 
of  accounting  guidelines.  But 
McGinn  has  a  head  start — the 
shopping  list  he  has  been  car- 
rying ai'ound  for  two  years. 

By  Peter  Elstrom 
in  New  York 
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HE  SEC  GETS  TOUGH 
IN  BONDS  

i;THUR  LEVITT  JR.  IS  OUT  TO 

^mystify  the  bond  market, 
n  Sept.  9,  the  Securities  & 
xchange  Commission  chair- 
an  called  for  new  reporting 
•quirements  on  every  cor- 
jrate  bond  transaction, 
evitt  directed  the  National 
ssociation  of  Securities 
ealers  to  start  a  database 
■  all  coi-porate  debt  transac- 
ms,  with  bond  dealers  re- 
sting their  prices  to  nasd. 
lis  paves  the  way  for  en- 
epreneurs  to  take  the  next 
ep:  making  bid  and  offer  in- 
rmation  available  through 
iline  trading  systems.  Levitt 
so  is  beginning  a  new  sm- 
'illance  progi'am  following 
1  SEC  study  unearthing 
)uses,  including  possible  in- 


CLOSING  BELL 


UP,  UP,  AND  AWAY? 

^  bit  of  good  news  after  a  lot 
3f  bad  can  do  wonders  for  a 
itock.  After  falling  44%  from 
ts  July,  1997,  peak,  shares  of 
3oeing  have  soared  14%,  to 
since  Aug.  31.  Some  of 
:he  credit  goes  to  a  Sept.  1 
nanagement  shuffle,  includ- 
ng  appointing  a  new  presi- 
Jent  for  Boeing's  commercial 
aircraft  division.  Boeing  also 
>aid  between  Sept.  7  and  9  it 
lad  more  than  $5  billion  in 
lew  jet  orders  from  Varig,  KLM 
^oyal  Dutch  Airlines,  and 
:hree  big  leasing  companies. 
Analysts  say  the  stock  could 
lit  66  within  a  year. 
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sider  trading  among  bond 
market  players.  The  Bond 
Market  Assn.  has  opposed 
new  reporting  mandates  in 
the  past,  but  now  says  it 
looks  forward  to  working 
with  regulators. 


WHAFS  GROUNDING 
NORTHWEST  TALKS 

Eleven  days  into  the 
strike  at  Northwest  Air- 
lines, Ti-ansportation  Secre- 
tary Rodney  Slater  and 
Deputy  White  House  Coun- 
sel Bruce  Lindsey  on  Sept.  8 
tried  to  jump-start  talks 
between  the  pilots'  union 
and  the  company.  But  it 
won't  be  easy.  For  one  thing, 
numerous  proteges  of  corpo- 
rate raider  and  union  neme- 
sis Frank  Lorenzo  now  hold 
senior  positions  at  North- 
west. Chief  negotiator 
Richard  Hirst  and  marketing 
head  Michael  Levine  worked 
under  Lorenzo  in  the  '80s. 
And  on  Sept.  3,  Northwest 
made  special  projects  officer 
Mickey  Foret — who  was 
president  of  Continental  Air- 
lines under  Lorenzo — chief 
financial  officer. 


A  NEW  DIESEL 
ON  GM'S  EASEL 

TEAM  eptort:  general 
Motors  announced  on  Sept. 
9  a  $320  million  joint  ven- 
ture with  Isuzu  Motors  to 
build  a  new  generation  of 
diesel  engines  at  a  new  plant 
in  Moraine,  Ohio.  The  ven- 
ture will  give  GM  a  quieter, 
cleaner  V-8  engine  for  its 
full-size  pickup  trucks.  The 
decision  to  build  near  an  ex- 
isting GM  diesel  factory, 
which  will  close  when  the 
new  facility  opens  in  2000, 
pleased  local  workers  and 
their  union,  the  Internation- 
al LInion  of  Electrical  Work- 
ers, since  all  500  workers  can 
keep  their  jobs.  A  union  of- 
ficial says  GM  had  considered 
moving  the  operations  to 
Mexico. 


RUPERT  MURDOCH 


HE  SHOOTS,  HE  SCORES 


Manchester  United, 
Bntain's  richest  football 
club,  has  accepted  a  $1.04 
billion  offer  from 
BskyB,  the  satel 
hte  broadcaster 
40%  controlled 
by  Rupert  Mui- 
doch's  News 
Corp.  He  al- 
ready owns  part 
of  the  World 
Football  League 
and  the  New  York 
Knicks  and  the  Rangers, 
and  he  bought  the  Los  An- 
geles Dodgers  this  year. 

Like  Murdoch's  other 
sports  deals,  this  one  is 
aimed  at  locking  up  pro- 
gi-amming.  BskyB  has 
thrived  on  exclusive  broad- 
casts of  Bntain's  Premier 
league,  which  includes 
Manchester  United,  under 


a  $L1  bilhon 
foiu'-year  deal 
that  expires  in 
2001.  Paul 
Richards,  an  ana- 
lyst at  Panmure 
Gordon,  says  Mur- 
doch wants  to  retain 
access  to  the  games. 

He  also  wants  a  say  in 
the  shakeup  looming  in  Eu- 
ropean soccer.  A  gi'oup  as- 
sociated vdth  media  mogul 
Silvio  Berlusconi  has  been 
wooing  Manchester  United, 
and  inviting  top  clubs  in 
each  nation  to  join  a  new 
soccer  league.  Stay  tuned. 

By  Stanley  Reed 


AN  OFFER  FRANCE 
COULD  REFUSE 

"merci,  non,"  was  the 
French  reply  to  a  bid  for  state 
mortgage  bank  Credit  Fonciei' 
de  France  by  General  Motors 
Acceptance  Coi-p.  and  Texas 
investor  Robert  Bass.  The 
Americans  wei'e  the  sole  bid- 
ders, but  France  nixed  the  of- 
fer for  the  $52  billion  bank  as 
too  low.  That's  partly  because 
GMAC'  had  lowered  its  price  to 
accoimt  for  200  billion  fi'ancs 
in  bonds  with  shaky  guaran- 
tees. And  French  unions  op- 
posed the  deal,  GMAC  says. 
GMAC  still  plans  to  expand  Eu- 
ropean commercial  mortgage 
operations  and  may  even  bid 
again  on  Credit  Fonder. 

A  COMPLETED  PASS 
FOR  THE  BROWNS 

THE    CLEVELAND  BROWNS 

have  a  new  owner:  Alfred 
Lerner,  billionaire  chairman 
and  CEO  of  mbna.  Offering  a 


$476  million  franchise  fee,  a 
record  for  the  National  Foot- 
ball League,  Lemer  beat  out 
five  bidders,  including  Cable- 
vision  Systems'  Chai'les  Dolan. 
Lerner  got  a  boost  as  nfl 
ovmers  reviewed  the  bids  on 
Sept.  8  when  Ait  ModeO,  who 
took  the  Browns  out  of  Cleve- 
land in  1996  and  made  them 
the  Baltimore  Ravens,  an- 
nounced his  support.  Also 
helping:  Lerner's  partner  is 
former  San  Francisco  49ers 
head  CaiTnen  Policy,  well-re- 
garded in  the  nfl. 

ETCETERA... 

m  Eli  Lilly  presented  promis- 
ing data  on  Humalog  Mix25, 
an  upcoming  insulin  combo. 
H  Starbucks  lite:  The  compa- 
ny is  offering  a  milder  ver- 
sion of  its  coffee. 
m  Hilton  Hotels  ran  the  first 
ever  ad  on  the  handheld 
Palm  Pilot. 

m  Equity  Inns  and  RFS  can- 
celed their  deal,  blaming 
"market  forces." 
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miH  DEMOCRATS  DEFECTING  AND  STARR 
BEPORTING,  IS  CLINTON  A  GONER? 

Ball  it  sin  spin.  On  Sept.  9,  Bill  Clinton  summoned  House 
Democrats  to  a  White  House  pep  talk  designed  to  spike 
speculation  about  impeachment.  On  the  surface,  the  re- 
ults  were  felicitous.  After  another  of  his  sequential  apologies 
jr  moral  malfeasance,  the  beleaguered  President  got  Demo- 
ratic  leaders  to  face  the  cameras  and  intone  that  impeachment 
alk  was  premature. 

But  under  this  veneer  of  unity 
u'ks  spreading  Democratic  pan- 
•.  Now  that  Independent  Coun- 
el  Kenneth  W.  Starr  has  sent 
Congress  a  damaging  report  on 
Ueged  White  House  misconduct, 
-linton's  Presidency  is  in  jeop- 
rdy.  Hill  Democrats  increasing- 
/  worry  about  being  dragged 
own  with  him. 

At  best.  Democrats  hope  that 
OP  attempts  to  dump  Clinton 
ver  the  tawdry  details  of  the 
tarr  report  will  spark  an  angry 
acklash.  To  complete  this 
reainy  scenario,  Democrats'  de- 
imciations  of  the  President  will 
nable  them  to  ride  out  the  fall 
lections  with  minimal  losses. 

The  worst-case  scenario: 
'engeful  voters  spurn  Democi-ats 
fler  Republicans  turn  the  elec- 
on  into  a  referendum  on  Clin- 
m's  morality.  That  feai-  is  but- 
■essed  by  a  new  poll  conducted 
y  Republican  Ed  Goeas  and  De- 

locrat  CeUnda  Lake.  It  found  that  niuial  issues  have  sur- 
assed  crime  and  education  to  become  ^\mericans'  top  concern. 

If  sustained,  that  could  translate  into  big  gop  gains.  Repub- 
cans  could  capture  a  fihbuster-proof  majority  of  60  in  the 
enate,  pick  up  15  seats  in  the  House,  and  increase  their  hold 
n  statehouses.  Potentially,  the  scandal  is  "an  atomic  bomb 
itting  the  party,"  says  Democratic  consultant  Brian  Lunde. 
OUCY  ROUT.  If  Armageddon  comes,  the  policy  environment  in 
v^ashington  will  be  radically  transfoiTned.  In  the  short  mn,  a 
j  weakened  Clinton  will  be  in  a  poor  position  to  bait  Republicans 
;  ito  a  self-destructive  government  shutdown.  And  he  will  be 
j  )rced  to  back  away  from  his  opposition  to  the  $75  billion 
I  lection-year  tax  cut  Republicans  are  pushing. 
I   Longer  term,  if  Repubhcans  gain  strength  in  the  new  Con- 
!  ress,  a  President  sti-ugghng  to  escape  the  grinding  machineiy 
i  f  impeachment  will  be  hai"d-pressed  to  push  any  policy  initia- 
ves  and  wn  confinnation  of  key  nominees.  Suddenly,  Re- 
ublican  priorities  such  as  a  ban  on  late-temi  abortions,  faster 
j  evelopment  of  a  missile-defense  system,  and  reforni  of  the  le- 
'  al  system  could  gain  veto-proof  support. 

It  is  this  nightmare  scenario  that  is  leading  some  Democ- 
ats  to  distance  themselves  ft-om  the  President.  And  the 
iugher  the  race,  the  greater  the  distance.  Taking  their  cue 


I 


from  Connecticut  Senator  Joseph  I.  Lieberman's  impassioned 
Sept.  3  denunciation  of  Clinton's  ethics,  Democrats  are  joining 
the  condemnation  chorus. 

On  Sept.  8,  Senator  Barbara  Boxer  of  California,  whose 
daughter  is  married  to  a  brother  of  HOlary  Rodham  Clinton, 
branded  Clinton's  affaii-  with  Monica  Lewinsky  "immoral." 

Senator  Ernest  F.  Hollings  of 
South  Cai'ohna  said  he  was  fed 
up  with  the  "dishonesty  of  the 
President."  On  the  same  day, 
Maryland  Governor  Parris  N. 
Glendening  boycotted  a  Presi- 
dential visit  to  a  Silver  Spi-ing 
(Md.)  elementary  school. 

Clinton  wouldn't  have  to  wor- 
ry so  much  about  his  base  if  his 
ties  to  Hill  Democrats  were 
stronger.  But  many  still  blame 
him  for  losing  control  of  Con- 
gress in  1994.  Other  paily  stal- 
waits  resent  Chnton's  tactic  of 
playing  liberals  against  gop  con- 
servatives to  build  support  for 
his  centrist  "third  way."  Now 
that  Clinton  is  in  the  ethical 
soup,  "there's  no  loyalty,"  says 
one  senior  House  staffer.  "This 
guy  made  the  calculation  in  Jan- 
uary  that  he  could  lie  and  get 
others  to  he  for  him.  No  one's 
willing  to  stand  up  for  him." 

Clinton  has  more  to  worry 
about  than  mutiny  in  the  ranks. 
Wall  Street's  roller-coaster  ride 
has  raised  the  specter  of  slower 
gi'owth,  layoffs,  and  a  recession. 
If  the  economy  slips,  his  ability 
to  wage  a  two-front  war  against 
vengeful  Repubhcans  and  rene- 
gade Democrats  will  ebb. 

Even  global  crises  aren't 
helping  Clinton.  Meltdowns  in 
Russia  and  Asia  have  critics 
ranging  from  Senate  Majority 
Leader  Trent  Lott  (R-Miss.)  to  Senator  Daniel  P.  Moynihan 
(D-N.  Y.)  questioning  whether  the  President  is  up  to  the 
task  of  global  leadership.  Moynihan's  answer:  speedy  con- 
sideration of  impeachment. 

Not  all  Democrats  feel  that  way,  of  course.  "We're  acting  like 
scared  bunnies,"  sighs  a  top  strategist.  And  Senator  Robert 
Tonicelli  (D-N.  J.)  decries  the  "rush  to  judgment."  Given  Clin- 
ton's Comeback  Kid  record,  it  is  probably  a  bit  eai'ly  to  write 
him  off.  But  it"  the  Pi'esident's  weakness  turns  into  a  party  rout 
in  November,  Democrats  wdll  be  looking  for  a  fall  guy.  The 
search  will  inevitably  lead  them  to  the  Oval  Office. 

By  Riclmrd  S.  Dunhmn  and  Amy  Borrus 


Maiyland  protesters 
mirror  a  new  poll 
showing  that  moral 
issues  are  now  many 
voters'  top  concern 
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International  Business 


MALAYSIA 


RENEGADE 
ECONOMY 

Can  Mahathir  wall  off  Malaysia? 


It  all  comes  down  to  this:  Can  you 
put  the  genie  back  in  the  bottle? 
Once  a  country  has  embarked  on 
the  path  of  free-market  capitahsm, 
can  it  go  backward,  closing  off  some  of 
the  less  desirable  effects  of  market 
forces,  and  still  attract  the  foreign  cap- 
ital and  investment  it  needs  to  gi-ow? 

That  is  the  hypothesis  now  being 
tested  by  Malaysia's  Piime  Minister  Ma- 
hathir Mohamad.  By  imposing  cun-ency 
controls — outlawing  trade  in  the  ringgit 
and  imposing  onerous  curbs  on  foreign 
stock  investors — Mahathir  is  taking  a 
huge  gamble.  If  he  succeeds,  he  could 
become  a  role  model  for  developing  na- 
tions starting  to  question  the  long-held 
model  of  economic  globalization.  And  he 
could  ignite  a  wild&'e  that  spreads  to 
other  ailing  nations.  "If  we  don't  get 
some  help  from  the  U.  S.,  Europe,  or 
Japan,  we  may  have  to  close  up,  too," 
warns  Stock  Exchange  of  Thailand 
Chaii'man  Amaret 
Sila-on,  a  leading  re- 
form figure. 

Mahathir's  bet  is 
likely  to  be  a  loser. 
The  economy  is  al- 
ready in  recession, 
with  a  7%  contraction 
forecast  for  this  year-. 
It  will  be  further 
stunted  by  heavy- 
handed  administrative 
controls.  At  the  same 
time,  Mahathir's  at- 
tempts to  reflate  the 
economy  could  boost 
imports  and  thus  run 
down  foreign  resei"ves, 
making  devaluation 
likely  and  prompting 
trade  restrictions. 

A  more  pressing 
concern  is  that  Malay- 
sia now  won't  embark 
upon    domestic  re- 


MALAYSIA'S  ECONOMY 
IS  SHRINKING... 


AND  ITS  CURRENCY 
HAS  TUMBLED 


RINGGIT  PER  U.S.  DOLLAR 
1.5  MONTHLY  CLOSE  - 
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forms.  Because  Malaysia  has  effectively 
burned  its  bridges  with  foreign  portfolio 
managers,  its  beleaguered  companies 
will  be  deprived  of  an  important  source 
of  capital  to  rebuild.  By  closing  off  parts 
of  Malaysia's  economy,  Mahathir  may 
find  that  he  has  crossed  Malaysia  off 
the  world  investment  map. 
GOLD  SALES.  Mahathir's  currency  con- 
trols aim  to  reliquefy  the  parched  econ- 
omy. He  plans  to  sell  off  gold  holdings, 
netting  about  $500  million,  say  sources 
familiar  with  the  plans.  He  also  intends 
to  tap  the  international  bond  market 
for  another  $500  million.  Regulators 
have  cut  banks'  reserve  requirements 
for  the  fourth  time,  freeing  up  more 
money  for  lending.  The  government  is 
asking  local  bankers  to  extend  fresh 
credits.  And  interest  rates  ai*e  tumbling, 
down  1.5  percentage  points  in  early  Sep- 
tember. "We  just  want  to  insulate,  not 
isolate,  OLU'selves  from  the  cuirent  tur- 
bulence," says  Francis 
Yeoh,  managing  direc- 
tor of  infrastructure 
developer  ytl  Corp. 

Mahathir  thinks  he 
has  enough  money  in- 
side Malaysia  to  re- 
float the  banks  and 
defy  the  world.  The 
state-i-un  pension  sys- 
tem could  devote  $520 
million  a  month  to 
propping  up  stocks, 
which  have  started 
climbing  since  the  new 
poHcy  took  effect. 
State-owned  oil  and 
gas  company  Petronas 
also  has  cash  that 
could  be  tapped.  A 
high  personal  savings 
rate  could  play  a  part, 
too.  But  many  ana- 
lysts doubt  Malaysia 
will  be  able  to  clean 
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up  its  banks  with  local  funds  alone. 

The  cun-ency  crackdown  flows  fi'om 
the  assumption  that  using  a  big  stick 
can  force  money  back  home.  One  source 
of  Mahathir's  ii"e  was  rampant  futures 
trading  of  the  Malaysian  ringgit  in  Sin- 
gapore, which  stemmed  from  his  ban 
on  such  trading  at  home.  As  Malaysia's 
crisis  deepened  and  the  ringgit  weak- 
ened, more  companies  rushed  to  hedge 
their  exposure  to  the  currency  in  Sin- 
gapore. Some  players  were  speculators, 
but  financial  sources  in  Kuala  Lumpur 
say  that  much  of  it  involved  prudent 
business  decisions  by  companies  trying 
to  protect  against  a  falling  currency. 
The  effect  was  to  suck  money  out  of 
Malaysia's  economy — some  .$650  milhon 
to  $1  billion.  "Such  activities  created 
extreme  instability,"  Mahathir's  long- 
time confidant  Daim  Zainuddin  said  in  a 
written  reply  to  business  week.  Daim 
was  brought  in  over  ousted  Deputy 
Prime  Minister  and  Finance  Minister 
Anwar  Ibrahim  to  run  economic  pohcy. 

Another  risk  is  that  Malaysia  will 
drive  away  foreign  direct  investment, 
which  has  been  the  lifeblood  of  its  rapid 
emergence  as  an  export  power  and  is 
the  key  to  its  economic  success.  For- 
eign electronics  giants  such  as  Intel, 
Motorola,  and  Seagate  have  invested 
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liiiiis  ill  ,uiant,  lnw-cost  industrial 
rks.  They  employ  hundretls  of  thou- 
ads  of  workers  and  account  for  the 
n's  share  of  Malaysia's  exports. 
So  far,  the  govemment  has  assui-ed 
•eign  exporters  that  they  can  still  con- 
rt  currencies  to  pay  local  bills  and 
patriate  their  eaiTiings.  "As  far  as  we 
e  concerned,  this  will  have  minimal 
pact  on  our  business,"  says  Wong 


Siew  Hai,  managing  director  of  Intel 
Coip.'s  vast  operations  in  Penang,  one  of 
its  biggest  offshore  bases  for  making 
Pentium  II  microprocessors  and  circuit 
boards.  Intel  still  plans  to  spend  $400 
miUion  on  expanding  output  tliis  year. 

Even  those  who  give  Mahathir  the 
benefit  of  the  doubt  hope  that  he  phas- 
es out  the  currency  controls  quickly. 
The  won-y  is  that  they  will  become  per- 


A  FIRED  FIHANCE  CHIEF  SPEAKS  OUT 


Finance  Minister  Anwar  Ibrahim 
was  fired  by  Prime  Minister  Ma- 
hathir Moliamad  on  Sept.  2  after 
they  claslied  over  economic  policy 
and  political  freedoms.  Anwar  spoke 
with  Hong  Kcmg  correspondent  Mark 
L.  Clifford.  Some  excerpts: 

On  relations  with  Mahathir: 

We  had  differing  styles  and  emphasis, 
and  differing  views  on  issues  like 
democracy,  civil  society,  and  tolerance 
of  dissent.  The  fall  of  Suliaito  and  the 
undercmrent  in  Malaysia  on  the  issue 
of  connption  aggi'avated  the  problem. 


On  currency  controls: 

The  measures,  which  were  done  one 
day  before  my  dismissal,  are  very  i*ad- 
ical  and  wOl  have  serious  implications. 
I  agree  on  the  need  to  check  excesses. 
But  to  attempt  to  insulate  oui'  econo- 
my in  its  entirety  can  be  damaging. 

On  globalization: 

We  are  for  globalization,  Uberaliza- 
tion  is  irreversible,  and  we  have  ben- 
efited immensely  from  fi'ee-market 
economics.  But  there  are  excesses. 
We  need  to  refonn  the  international 
financial  architectiu-e. 


KUALA  LUMPUR  BROKERS:  Stocks 
have  risen  in  the  wake  of  the  controls 

manent  and  extend  to  trade  in  goods 
and  services  as  well.  Confusion  reigns 
over  how  Malaysia  will  authorize  cur- 
rency conversions  foi'  exporters.  Will  it 
be  automatic  and  electronic?  Or  will  it 
be  cumbersome  and  bureaucratic?  "The 
new  policies  are  not  permanent,"  said 
Daim,  "but  we  are  following  closely 
what  is  happening  outside  Malaysia." 
He  declined  to  comment  on  reform,  in- 
sisting instead  that  "there  has  been  no 
shift  in  the  economic  strategy." 

The  debate  over  reform  was  at  the 
center  of  the  ch*amatic  events  that  led  to 
Mahathu''s  successful  piu'ge  of  Anwar. 
Deputy  Prime  Minister  since  1993,  An- 
war, 51,  had  pushed  for  more  openness 
and  less  connption,  a  freer  press  and 
more  independent  judiciaiy — especially 
as  the  economic  downturn  started  to 
bite.  He  wanted  to  use  the  crisis  to 
weed  out  cronies  who  dominate  big  com- 
panies. But  Mahathir  favored  bailouts, 
including  one  for  his  businessman  son. 
Now,  Anwar  is  under  investigation  for 
sensational  allegations  ranging  from 
sodomy  to  espionage.  "It  is  not  a  legal 
case,"  insists  Anwar.  "It  is  political." 

Anwai"  is  not  going  quietly.  "The  gov- 
emment has  failed  to  discredit  Anwar," 
says  supporter  Abdul  Rahim  Ghouce, 
pointing  to  thousands  at  a  local  mosque 
who  cheered  Anwar  after  Friday 
prayers.  "These  people  are  usually  the 
fu'st  to  be  convinced  of  charges  of  im- 
morality." For  the  moment,  though,  Ma- 
hatliir  has  discredited  fi'ee  mai'kets.  And 
the  world  is  watching  to  see  if  his  eco- 
nomics of  defiance  works. 

By  Mark  L.  Clifford  and  Pete 
Engardio  in  Kuala  Linnpur 
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RUSSIA 


THE  OLIGARCHS  HAVE 
OVERPLAYED  THEIR  HAND' 

How  far  will  Russia's  powerful  conglomerates  tumble? 


As  power  plays  go,  it  tumed  out  to 
be  a  teirible  loser.  Wlien  Russia's 
poweiful  tycoons  arm-twisted  Boris 
Yeltsin  into  firing  his  reform-minded 
government  on  Aug.  20,  they  had  no 
idea  of  the  destractive  economic  forces 
the  move  would  unleash.  The  moguls, 
led  by  media  and  auto  magnate  Boris  A. 
Berezovsky,  had  been  tiying  to  protect 
their  financial-industrial  empires  from 
government  demands  that  they  pay  bil- 
lions in  back  taxes — or  be  forced  out  of 
business.  Instead  of  winning  breathing 
space,  the  tycoons  and  their  businesses 
are  themselves  now  reeling  from  Rus- 

bre\«l'r„l™g  RUDE  AWAKENING 

political  chaos.  Berezovsky's 

Indeed,  Russia's  SBS-Agro  haS 

tycoons  face  grave  ,  . 

thi-eats  to  the  eco-  "^^^  taken  over 
nomic  power  they  by  the  Russian 
have      amassed  Central  Bank 

since  their  empires 

were  created  a  few  yeai"s  ago.  In  recent 
days,  three  leading  banks,  including 
Berezovsky's  SBS-Agi-o,  have  swooned 
into  effective  banki-uptcy,  and  the  Cen- 
tral Bank  has  absorbed  them.  The  con- 
glomerates' oil  companies  and  other  in- 
dustrial holdings  can't  collect  payments 
due  them  because  Russia's  banking  sys- 
tem is  frozen.  And  the  neai-70%  clrop  in 
the  ruble's  value  since  Aug.  17  means 
the  moguls  will  find  it  aU  but  impossible 
to  pay  back  billions  in  hard-currency 
loans  owed  by  their  subsidiaries.  "The 
oligarchs  have  oveiplayed  their  hand," 
says  an  American  adviser  to  one  of  Rus- 
sia's top  five  banks. 

The  figures  are  ominous.  Rating 
agency  Fitch  ICBA  says  Russia's  banks 
owe  a  total  of  $30  biUion  to  foreign  cred- 
itors, while  its  corporations  owe  an  ad- 
ditional $25  billion.  Groups  such  as 
Inkombank,  SBS-Agro,  and  Rossisky 
Kredit  are  in  the  deepest  trouble:  They 
owe  the  most  to  foreigners.  SBS-Agro 
owes  more  than  $1  bilhon  (table).  The 
banks  also  hold  huge  portfolios  of  Trea- 
sury bills,  virtually  worthless  since  Rus- 
sia's default.  While  some  banks,  such  as 
Oneximbank,  sold  their  T-bills  before 
the  government's  move,  their  oil  and 
other  industrial  units  are  barely  func- 
tioning as  a  result  of  the  crisis. 


For  all  Russia's  top  banks,  the  finan- 
cial crash  is  a  rude  awakening.  Over 
the  past  several  years,  the  banks  made 
easy  money  on  fees,  cuiTency  specula- 
tion, and  high-yielding  government 
bonds  as  Moscow  processed  much  of  its 
budgetaiy  fimds  tlu'ough  them.  In  1995, 


TYCOONS  IN  HOCK 
TO  THE  WEST 

NAME/  INDEBTEDNESS 

BANK                               (MILLIONS  OF  DOLLARS)* 

BORIS  BEREZOVSKY  $1020 

SBS-Agro  ' 

VLADIMIR  VINOGRADOV 

Inkombank 

855 

VLADIMIR  POTANIN 

Oneximbank;  MFK 

603 

DMITRI  LUBININ 

Rossisky  Kredit 

593 

MIKHAIL  KHODORKOVSKY 

Menatep 

420 

VLADIMIR  GUSINSKY 

Most 

128 

•ESTIMATED  FOREIGN  DEBT  DATA.  PROFIL  BUSINESS  WEEK 

these  favored  banks  were  also  allowec 
to  pick  up  key  industrial  assets  for  lov 
prices  thi-ough  a  controversial  privati 
zation  scheme.  The  banks  planned  t( 
sell  some  enterprises  to  foreign  in  i 
'  vestors  for  a  quick  profit,  while  milking 
oil  and  other  resource  companies  foi 
cash.  That  strategy  was  dashed  thi: 
year  as  global  oil  prices  plunged,  bit 
ing  into  profits. 

To  ease  the  pain,  Berezovsky  ant 
banker  Mikhail  Khodorkovsky,  who  botl 
own  oil  companies,  pressed  the  govern 
ment  to  engineer  a  controlled  devalua 
tion  of  the  mble.  That,  they  said,  wouk 
cut  the  I'uble  cost  of  producing  oil  ir 
Russia,  while  boosting  export  competi 
tiveness.  But  the  nable  fell  much  furthei 
and  faster  than  either  the  tycoons  oi 
the  government  expected.  By  Sept.  8,  ii 
was  trading  at  over  20  to  the  dollar — fai 
beyond  the  band  of  9.5  to  the  dollar  thf 
govei-nment  had  hoped  to  maintain.  The 
ruble's  plunge  shaiply  increased  the  oi 
companies'  cost  of  servicing  debt  the\ 
had  secured  from  foreign  creditors,  can 
celing  out  any  cost  benefits. 
COZYING  UP.  Now,  the  turmoil  couk 
shake  up  the  tycoons'  empires.  Will 
their  finances  stretched  thin,  the  mogul^ 
are  likely  to  focus  on  their  raw  materi 
als  businesses,  unloading  other  assets 
Indeed,  the  bankers  may  ask  for  effec 
five  bailouts  through  nationalizations 
Analysts  say  some  tycoons  may  be  will- 
ing to  sell  or  give  some  of  their  ineffi- 
cient industrial  enterprises  back  to  the 
gover-nment  in  lieu  of  taxes — if  they  can 
keep  hard-currency-generating  jewel^ 
such  as  oil  and  metals  companies.  Undei 
this  scheme,  the  government  would  ti\v 
to  kee\)  the  renationalized  factories  open 
and  later  sell  stakes  to  Russian  or  for- 
eign investors. 

No  doubt,  the  tycoons  will  do  eveiy- 
thing  they  can  to  survive.  When  they 
pushed  foi'  the  ouster  of  Prime  Minister 
Sergei  Kiriyenko,  the  moguls  had  lU'ged 
Yeltsin  to  appoint  their  ally,  Viktor  S 
Chernomyrdin,  as  the  new  Prime  Min- 
ister. But  Russia's  Parliament  has  re- 
fused to  approve  Chernomyrdin.  Sn 
Berezovsky  is  now  cozying  up  to  poi> 
ulist  Krasnoyarsk  Govemor  Alexander 
Lebed  and  Moscow  Mayor  Yuri 
Luzhkov  as  alternatives.  Meanwhile,  an- 
alysts assume  the  moguls  have  stashed* 
billions  in  offshore  accounts. 

How  much  will  Russia's  crisis  end  upi 
hulling  the  economic  elite?  As  the  i-uble 
loses  its  value,  inflation  soai's,  and  goods 
disappear  from  the  shelves,  perhaps 
that's  the  only  silver  lining  in  the  cloud 
for  ordinaiy  Russian  people:  Tlie  moguls 
may  be  feeling  some  pain,  too. 

By  Patricia  Kranz  hi,  Moscow\ 
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COMMENTARY 

By  Joan  Warner 


TIGHT  MONEY:  THE  WRONG  SHELTER  FOR  THIS  STORM 


Anyone  who's  still  wondering 
whether  the  economic  dis- 
aster in  Russia  and  a 
year  of  crises  in  Asia  will 
have  a  major  impact 
on  the  world's 
industrial 
economies  need 
only  look  at 
Europe.  All  the 
bad  news  has 
made  forecast- 
ing economic 
gi'owth  there 
even  more  haz- 
ardous. For  the 
11  nations  that 
must  bring 
their  interest 
rates  to  the 
same  level  by  Jan.  1  to  prepare  for 
the  euro,  the  uncertainty  couldn't 
come  at  a  worse  time. 

But  fi'om  across  the  Atlantic,  a 
lifeguard  is  watching  over  Eui'ope's 
troubled  waters.  When  Federal  Re- 
serve Chaii'man  Alan  Greenspan  on 
Sept.  4  signaled  that  he  had  shifted 
his  attention  Irom  inflation  to 
growth,  he  gave  the  industrialized 
world  the  green  light  to  fight  defla- 
tion by  allowing  easier  money.  Japan 
took  the  hint,  cutting  its  overnight 
lending  rate  to  a  record  low  0.25% 
on  Sept.  9.  Europe's  central  bankers 
would  be  well  advised  to  follow  suit. 
READ  HIS  LIPS.  Abeady,  the  gyra- 
tions in  world  markets  have  reversed 
the  outlook  for  where  the  members 
of  European  monetary  union  will  fix 
their  rates  at  yearend.  When  stock 
markets  were  flying  high  and  growth 
predictions  were  sanguine,  observers 
expected  Germany's  Bundesbank  to 
set  a  tight-money  benchmark  for  the 
euro  zone.  Instead,  Europe  may  face 
a  downturn.  Analysts  had  been  ex- 
pecting a  range  of  3.5%  to  3.75%  for 
euroland's  initial  interest  rate.  Now, 
"we  think  3.3%  is  a  better  bet,"  says 
Ehsabeth  Waelbroeck-Rocha,  chief 
European  economist  for  Standard  & 
Pooi-'s  DRI  in  Brussels. 

That  means  the  Bundesbank, 
which  had  been  expected  to  raise 
rates  half  a  percentage  point  by 
yearend,  may  hang  &"e.  And  Bundes- 
bank President  Hans  Tietmeyer 


seems  to  have  read  Greenspan's  hps, 
suggesting  the  central  bank  will  stay 
neutral  for  now.  There's  little  reason 
for  him  to  budge.  Inflation  in  core 
Europe,  discounting  a  rise  in  value- 
added  taxes,  is  near  zero.  "There  is  a 
veiy  strong  case  to  keep  rates  un- 
changed," says  Eric  Chaney,  co-head 
of  Morgan  Stanley  Dean  Witter's  Eu- 
ropean economics  team  in  Paris. 

A  lower  benchmark  would  force 
Italy,  with  rates  of  5%,  and  Ireland, 
with  6.75%,  to  loosen  monetary  purse 

strings  even  more   

than  anticipated  to 
close  the  gap. 
Bank  of  Italy  gov- 
ernor Antonio 
Fazio  is  already 
fretting  that  his 
counti-y's  money 
supply  is  gi'owing 
too  fast.  Italian 
rates  are  at  his- 


toric  lows.  But  Italy's  economy  grew 
at  an  annual  rate  of  only  1.2%  in  the 
second  quarter,  down  from  2%  in  the 
first.  So  Fazio  had  better  take  a  leaf 
from  Greenspan's  book,  as  Spain  al- 
ready has.  The  Bank  of  Spain  plans 
to  lower  short-term  rates,  at  4.75% 
now,  nearly  a  full  percentage  point 
by  yearend. 

The  danger,  of  course,  is  that 
faster-growth  countries  such  as  Ire- 
land will  court  inflation  with  a  dras- 
tic rate  cut.  But  if  the  German  econ- 
omy slows  down,  so  will  the  rest  of 


Europe.  With  high  unemploy- 
ment in  the  euro  zone  and 
stiff  labor  competition  from 
central  Europe,  wage 
pressures  are  nowhere 
in  sight.  In  addition, 
Greenspan  has 
made  it  easier 
for  Europe  to 
lower  its  inter- 
est-rate thresh- 
old by  ensuring 
that  higher  U.  S. 
rates  won't  suck 
money  from  the 
Continent. 

Easier  money 
won't  necessarily 
mean  the  euro 
will  be  born  weak, 
either.  Investors  have  voted  their  ap- 
proval of  European  monetary  pohcy 
by  treating  the  Deutschemark — the 
euro's  proxy — as  a  safe  haven.  The 
mark  has  strengthened  against  the 
dollar  over  the  last  few  weeks.  "De 
facto,  a  certain  amount  of  money  has 
been  flowing  into  the  euro,"  says 
John  Llewellyn,  chief  global  econo- 
mist for  Lehman  Brothers  in  Lon- 
don. Llewellyn  points  out  that  in 
times  of  crisis,  money  flows  to  coun- 
tries with  few  overseas  liabilities. 

  U.  S.  foreign  debt  is 

about  13%  of  gross 
;        domestic  product, 
while  Europe  is  a 
slight  net  creditor. 
America's  huge  cur- 
rent-account deficit 
bodes  well  for  the 
euro's  strength. 

Credibility  will 
be  an  issue  for  the 
new  European  Central  Bank  when  it 
takes  over  next  year.  Its  governors 
want  it  to  start  life  with  a  tough 
anti-inflation  stance.  But  choking  off 
growth  in  the  midst  of  deflation 
would  be  a  lousy  start  to  emu.  In- 
stead, Europe's  central  bankers 
should  lay  the  groundwork  for 
growth  that  can  ride  out  global  crises 
Hke  today's.  AH  they  need  to  do  is 
watch  the  lifeguard  on  the  far  beach. 

Senior  News  Editor  Warner  follows 
Europe's  economies  from  New  York. 
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SUBDUED:  Profits  in  the 
City  will  take  a  hit,  but 
mergers  haveyi't  slowed 


WHERE'S  TH 
BONANZA? 

U.S.  banks  bulked  up  for  \ 
now-i^  European  deal  b* 


September  was  to  be  a  grand  month 
for  MorphoSys,  a  Munich-based 
startup  that  clones  human  antibod- 
ies. Its  founders  planned  to  list  25%  to 
30%  of  the  company  on  Germany's 
small-company  stock  exchange,  the 
Neuer  Markt.  No  longer  "There  is  too 
much  turbulence  in  the  markets  right 
now,"  says  cp:o  Simon  E.  Moroney. 

That's  not  what  Europe's  investment 
bankers  want  to  hear  Anticipating  a  fi- 
nancial-services boom  in  Europe,  U.  S. 
firms  such  as  Merrill  Lynch  &  Co.  and 
Morgan  Stanley  Dean  Witter,  and  Eu- 
ropean rivals  such  as  Deutsche  Bank, 
which  advises  MoiphoSys,  have  poured 
money  into  investment  banking.  With 
the  American  securities  industj-y  looking 
increasingly  saturated,  the  Old  World 
was  to  play  a  key  role  in  future  growth. 

But  if  rocky  markets  halt  the  devel- 
opment of  Europe's  financial  system,  the 
banks  could  be  stuck  with  hefty  costs 
instead  of  fat  profits.  Billions  of  dollars 


in  trading  losses  resulting 
from  the  collapse  of  Russia 
and  the  ripple  effects  of 
that  debacle  will  put  a  dent 
in  most  banks'  earnings. 
"There  has  been  a  signifi- 
cant slowdown  in  the  sale 
of  risky  instruments,  from 
emerging  mai'kets  to  lower- 
rated  corporate  bonds  to 
structiu'ed  assets,"  says  Bill 
Winters,  head  of  European 
fixed  income  at  J.  P.  Mor- 
gan &  Co.  in  London. 

Any  disappointments  in 
Europe  could  pose  serious 
problems  for  American 
firms.  Goldman,  Sachs  & 
Co.,  for  instance,  has  beefed 
up  from  just  73  people  in 
Europe  in  1980  to  its  pre- 
sent level  of  around  2,500. 
Goldman,  which  is  on  the 
verge  of  a  historic  initial 
public  offering  of  its  own, 
pulled  in  $694  million  in 
pretax  earnings  in  Europe 
in  the  first  half  of  1998, 
one-thh'd  of  its  total.  All  of 
Goldman's  major  U.  S.  ri- 
vals also  have  expanded  ag- 
gressively in  Europe  and 
are  vulnerable  to  a  slump. 
Merrill  Lynch,  for  instance, 
has  been  on  a  multibillion- 
dollar  buying  spree  and 
now  has  about  8,000  em- 
ployees in  Europe.  If  mar- 
ket volumes  drop,  that  much  overhead 
could  become  a  heavy  bm'den. 

Industry  layoffs  are  undoubtedly  in 
the  works.  Aside  from  emerging  mar- 
kets, fixed-income  departments,  where 
business    has    fallen  off 
sharply,  could  be  the  hardest 
hit.  But  the  stronger  Ameri- 
can firms  are  convinced  that 
Europe  can't  turn  back  on  its 
path  of  market  building,  and 
they  are  ready  to  absorb 
some  short-term  earnings  hits 
to  reap  the  benefits. 

Even  strong  U.  S.  firms, 
however,  are  being  tested  by 

the  cuiTent  bond-market  in-  r 
stability  The  Eui-opean  junk-    deals  may  move  ahead  after  repricmg,  but 
bond  market,  pioneered  by    some  small  offerings  are  likely  to  be  shelved. 

MERGERS  AND  ACQUISITIONS  Nomura 
International  dropped  its  bid  for  Thistle 
Hotels,  but  other  deals  are  in  the  works. 


into  taking  pieces  of  riskier  debt  issui 
Now,  with  prices  down  10%  to  121 
theii-  appetite  for  risk  has  dwindled. 

Bankers  hope  that  investors  will  g| 
over  their  squeamishness  and  recognia 
a  buying  opportunity.  But  until  they  d 
the  entire  fixed-income  area — froj 
emerging  mai-kets  to  high-quahty  co 
porates  that  have  been  a  major  sourJ 
of  profits  for  banks — will  be  hurtinl 
That  could  put  pressure  on  firms  sua 
as  Salomon  Smith  Barney  and  Lehma 
Brothers,  which  focus  largely  on  bond 
BRIGHT  SPOT.  So  far,  mergers  and  a 
quisitions  remain  one  of  the  bright  spoj 
in  the  City  of  London,  Frankftirt,  an 
Paris.  August  was  a  strong  month  fo 
takeovers,  with  some  $21.5  billion  i 
deals  involving  European  companiesH 
about  the  same  as  the  previous  Augua 
according  to  ifr  Securities  Data  in  Loi 
don.  Although  the  current  market  tu^ 
bulence  may  bring  less  pricey  deall 
those  lower  prices  may  later  lead  to  ii 
creased  m&a  activity.  "Values  are  emerj 
ing  in  some  sectors  that  haven't  bee 
there  for  some  time,"  says  Lazard  Bro; 
Vice-Chairman  John  Nelson.  "Thos 
with  cash  will  move  into  the  market." 

Yet  an  even  more  important  ques 
tion  is  whether  or  not  individual  it 
vestors  will  do  the  same.  So  far,  Eur 
peans  are  continuing  to  pump  mon 
into  stock  funds,  but  the  flows  may 
slower.  In  August,  for  example,  Itali 
investments  in  equity  funds  declined  t 
$290  million,  compared  with  about 
billion  the  month  before.  Fidelity  I 
vestments  is  noticing  some  shifting  fro 
equities  into  bonds  among  its  Europe 
clients,  but  inflows  into  stocks  rem 
positive.  So  far,  investors  and  banke 
are  continuing  to  bet  on  Europe's  fin 
cial  and  corporate  restructuring.  B 
the  new  volatility  is  beginning  to  te 
evei-yone's  tolerance  for  trouble. 

By  Stanley  Reed  in  Lon 


I 


THE  CHANGING  BUSINESS 
OF  EUROPEAN  BANKING 

EMERGING  MARKETS  Companies  are  reex- 
ammmg  their  employment  levels  in  this  area. 

FIXED  INCOME  Prices  are  off  as  much  as 
12%  in  the  once-promising  market  for  high- 
yield  securities. 

INITIAL  PUBLIC  OFFERINGS  Top  quality 


U.  S.  firms  over  the  past  18 
months,  has  stalled.  The 
Americans  were  making 
progress  in  enticing  Euro- 
pean institutional  investors 
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aUCING  THE  REMARKABLY  POWERFUL  NEW  RX  300.  STRONGER  THAN  THE  AVERAGE  BEAST,  THANK!  | 
II6HTY  220  HP  VB  WITH  VVT-i.  AN  IMPRESSIVE  222  LB-FT  OF  TORQUE.  AVAILABLE  FULL-TIM) 
VHEEL  DRIVE.**  3,500  POUNDS  OF  TOWING  CAPACITY.^  (AFTER  ALL,  WHO  COULDN'T  USE  A  LITTLE  MORI 
THE  NEW  RX300.  NOT  JUST  ANOTHER  SUV,  IT'S  ILIKE  MO  OTHER  VEHCICa^E  OM  EARTB 
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The  isdaiiesiPmaA  OfPaficlim. 

"MSRP  includes  destination  charge  Price  excludes  taxes,  title  license,  $234  roof  rack  and  other  options  ■■|-ront-wl,eel  dn^'e  also  available  tSeeyour  Lexus 
dealer  for  required  additional  equipment.  GCWR  limits,  and  other  details,  Lexus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seal  and  obey  all  speed  laws. 
For  more  information,  visit  our  web  site  at  www.lexus.com  or  call  800-USA-LEXUS  (800-872-5398)  ©1 998  Lexus,  a  Division  of  Toyota  Motor  Sales.  U.S  A  .  Inc. 


In  60  days  Oracle  can  solve  a  problem 

that  took  2,000  years  to  create 


New  Financial  Accounting  Software  in  60  days. 

^  1-8U0-FLOWERS'"  did  it  in  under  4() days. 

Rhythms  NetConnections  did  it  in  under  30  days. 
Propeller,  Inc.  did  it  in  under  15 days. 

wuniKorack.amilinfolylk  or  1-800-633-0498,  ext.l6042 
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Enabling  the  Information  Age' 
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lORTH  KOREA  PLAYS 

i  SCARY  GAME  OF  CHICKEN 


forth  Korea's  needs  are  great.  But  it  is  having  to  shout 
loudly  to  be  heard.  In  fact,  their  latest  tactics,  including 
the  recent  filing  of  a  missile  over  Japan,  are  just  about 
e  only  way  North  Korean  officials  can  get  the  West  to 
ly  attention. 

North  Korea  is  pressing  for  diplomatic  recognition  from 
ashington,  more  aid  fi-om  the  West,  and  hard-currency  in- 
'stments  from  the  rest  of  the  world.  But 
ey've  found  that  the  best  way  to  get  what 
ey  want  is  to  step  up  their  security  threat  to 
ortheast  Asia.  "It's  a  veiy  risky  game — walk- 
j-  the  line  between  jeopardizing  relations  with 
e  international  community  and  showing  mili- 
ry  muscle,"  says  Charles  K.  Armstrong,  a 
area  expert  at  Columbia  University's  East 
iian  Institute. 

The  game  could  quickly  turn  into  an  alaiming 
plomatic  version  of  cliicken.  Wliether  or  not 
•ongyang's  missile  simply  launched  a  satellite 
lying  patriotic  songs  to  celebrate  Kim  Jong  Il's 
•pt.  5  foiTOal  installation  as  head  of  state,  as 
e  North  Koreans  insist,  it  did  mark  a  distinct 
jp-up  in  the  country's  missile  capabilities.  And 
at,  say  analysts,  intensifies  proliferation 
adaches.  Iran,  for  example,  has  already  used 
ler  North  Korean  technology  to  develop  mis- 
es  that  can  hit  Saudi  Arabia  and  Israel. 
1ALL  BEER.  North  Korea's  tactics  are  rapidly 
inting  the  Clinton  Administration  into  a  cor- 
r.  The  more  menacing  North  Korea  becomes,  the  gr-eater 
e  opposition  in  Congi-ess — and  in  Tokyo — to  any  conces- 
)ns.  The  Senate  version  of  the  foreign  aid  bill  that  was 
ssed  on  Sept.  2,  for  instance,  bars  promised  funds  to 
'ongyang  unless  inspections  establish  that  both  North  Ko- 
a's  nuclear-weapons  progi'am  and  its  exports  of  missile 
:hnology  have  halted.  Already,  Congi-ess  hobbled  the  Ad- 
nistration  by  voting  just  half  the  funds  needed  for  fuel-oil 


DANGER:  Missile  launch 


dehveries  promised  to  North  Korea  in  a  1994  agi'eement. 
"What  we've  essentially  done  is  moved  the  goalposts,"  says 
Robeil  A.  Manning,  director  of  Asian  studies  at  the  Council 
on  Foreign  Relations.  "There  was  no  conditionality  in  the 
1994  [agi'eement]." 

Indeed,  the  North  Koreans  argue  that  the  U.  S.  has  failed 
to  deliver  on  several  other  1994  promises  to  reduce  obstacles 
to  trade,  restore  diplomatic  relations,  and  build 
two  nuclear  reactors.  Some  of  what  the  North 
Koreans  are  seeking  is  small  beer.  They  want 
their  star  7-foot  9-inch  basketball  player  to  be 
able  to  play  on  a  U.  S.  team,  for  example,  and 
for  North  Korean  hotels  to  be  allowed  to  accept 
Visa  and  MasterCard.  Washington  has  re- 
fused— until  the  North  Koreans  agi'ee  to  ten- 
sion-reducing measures,  such  as  installing  a 
cold-war-style  hotline. 

All  this  comes  when  Kim  is  trying  to  con- 
solidate his  power  as  the  country  sinks  into 
famine  and  economic  collapse.  Over  the  past 
two  years,  he  has  promoted  120  young  officers 
to  general.  Now,  analysts  say,  he  has  packed 
the  Cabinet  so  that  23  of  the  34  posts  are  new- 
ly filled  with  his  loyalists.  "Kim  Jong  II  is  like- 
ly to  whip  up  hatred  and  alertness  against  out- 
side forces  to  divert  [attention  from]  internal 
difficulties,"  says  Jo  Myong  Choi,  a  former 
North  Korean  university  professor  who  defect- 

  ed  to  South  Korea  in  1994. 

The  Clinton  Administration's  strategy  so  far  has  been  to 
buy  time.  But  its  gamble  that  North  Korea  would  be  com- 
pletely absorbed  by  internal  problems  and  that  Kim  wouldn't 
be  able  to  maintain  his  power  has  failed.  Instead  of  becoming 
so  weak  that  it  would  accept  Washington's  terms,  North  Ko- 
rea is  rattling  its  saber  so  much  that  events  could  easily 
spin  out  of  control. 

By  Sheri  Prasso  hi  New  York,  iviih  Moon  Ihlwan  in  Seoul 


GLOBAL  WRAPUP 


•OR  SWISS  BANKS.  A  BIG  GAP 

►  News  that  Switzerland's  big  banks 
lold  dormant  accounts  belonging  to 
lolocaust  victims  worth  only  about 
i71  million  may  rub  salt  into  bankers' 
TOunds.  The  figure  comes  from  a  pre- 
iminary  audit  by  a  commission  head- 
d  by  former  U.  S.  Federal  Reserve 
j  Chairman  Paul  A.  Volcker.  The  prob- 
I  em  is  that  it  is  far  less  than  the  $1.25 
lillion  "global  settlement"  that  the 
iwiss  banks  agreed  to  pay  on  Aug.  2 
;nder  threat  of  economic  sanctions. 
The  global  settlement  is  irrevoca- 


ble. And  while  it  was  intended  to  cov- 
er more  than  just  dormant  accounts, 
the  discrepancy  between  the  settle- 
ment and  the  Volcker  estimate  is  ex- 
pected to  inflame  public  opinion  in 
Switzerland.  Many  voters  believe 
the  country  was  railroaded  by  Jewish 
organizations. 

DUMPING  ON  THE  BORDER? 

►  Environmentalists  are  up  in  arms 
over  a  U.  S.  decision  to  build  a  low- 
level  nuclear  waste  dump  in  the  tiny 
Texas  town  of  Sierra  Blanca,  just  20 
miles  from  the  Mexican  border,  call- 


ing it  "ecological  racism."  Mexico's 
Foreign  Ministry  had  protested  the 
dump  for  two  years,  contending  that  a 
1983  border  pact  barred  projects  that 
threatened  the  countries'  shared 
ecosystem. 

But  last  week,  Mexico's  executive 
branch  oven-ode  the  Foreign  Ministry, 
saying  that  Mexico's  National  Nucleai- 
Safety  Commission  had  concluded  the 
dump  was  safe.  City  ofiicials  from  Ciu- 
dad  Juarez,  across  the  border  fi'om  El 
Paso,  Tex.,  are  lobbying  to  block  the 
dump,  as  are  U.  S.  branches  of  the 
Sierra  Club. 
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Men  face  greater  expectations  at  home.  But  work 
isn 't  giving  them  the  slack  they  need 


Jeffrey  Welch  thought  he  had  the  work-life  thing  fig- 
lu-ed  out.  Five  years  ago,  newly  manied,  he  quit  the 
14-hour-a-day  partner  track  at  an  upper-drawer  law 
fiiTO  for  a  staff  job  at  a  lai'ge  New  York  bank,  seduced 
by  the  promise  of  saner  houi's  and  time  for  a  family. 
The  family  anived  soon  enough — a  baby,  a  move  to 
the  subiu-ias,  then  another  child.  Time,  though,  proved 
a  mirage:  As  his  department  took  on  more  work 
without  adding  attorneys,  his  job  intensified. 
Tonight,  as  has  become  the  norm,  Welch  won't  make  it 
home  before  his  daughters,  ages  4  and  1,  fall  asleep.  His  wife 
Carroll,  a  part-time  lawyer,  will 
put  them  to  bed.  And  tomoirow 
morning,  he'll  head  to  the  office 
again  soon  after  they  wake  up. 
"I'd  like  to  participate  more  in 

school  or  camp  stuff,  but  I  can't  manage  my  schedule  in  a  way 
to  allow  that,"  he  says.  "I'm  letting  go  of  eveiything  for  myself, 
except  for  exercise  on  weekends.  And  I've  given  up  any  at- 
tempt to  manage  our  finances." 

Welch  pauses.  He  has  brooded  over  this  for  months  now. 


leai 

Ell 
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with  no  satisiying  answers.  Yes,  he's  making  good  money 
providing  nicely  for  his  family.  But  "I  want  to  be  a  parent 
who's  involved,"  he  says.  "I  want  to  be  a  dad  who,  30  yearg  ^ 
down  the  road,  my  kids  say,  'Yeah,  he  was  a  big  part  of  oui 
life.'  And  right  now,  I'm  not  that."  [g; 

If  you're  a  worldng  father,  you  probably  feel  Welch's  pain, 
Your  own  dad,  king  of  his  castle,  didn't  quite  prepai'e  you  for  li- 
the rigors  of  the  two-income  ftimily.  He  kicked  back  with  a  beer 
and  the  paper  at  day's  end,  while  mom  wMpped  up  a  meat  loaf 
and  you  played  at  a  respectful  distance.  Today,  you're  on  the 
hook  for  that  dinner  and  some  of  the  housework,  too — ^but  youi 

job  seems  more  demanding  thanks, 
dad's  ever  was.  tc; ; 

Across  the  country,  men  areu',,.; 
battling  just  such  angst.  "RighHi(, 
now,  my  entire  Ufe  is  work,"  says  }, 
Dan-ell  Shelton,  a  42-year-old  paint  r-epaii'  specialist  at  Ford 
Motor  Co.'s  assembly  plant  in  Cliicago  Heights,  111.,  who  cares 
for  Ws  daughter  while  his  wife  works  nights.  After  a  10-  or  12- 
houi-  shift,  "I've  got  to  get  Rebecca,  get  everything  straight- ji; , 
ened  out  at  home,  maybe  sit  down  for  a  minute,  get  something 
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0  eat,  get  the  baby's  plate,  then  go  play  with  the  baby.  You 
ust  don't  ever  stop."  Says  Gaiy  Dunn,  an  iiisijector  for  the  Lu- 
•as  County  (Ohio)  Sanitaiy  Engineering  Dept.  and  father  of 
hree:  "I'm  tiying  to  sei-ve  all  these  mastere — ^between  the  kids, 
!iy  wife,  my  job,  the  union,  atliletics.  I'm  doing  the  best  I  can." 

These  men — and  you,  perhaps — are  caught  in  the  Daddy 
^•ap.  In  the  last  two  decades,  expectations  of  men  at  home 
lave  intensified  dramatically.  Dacls  are  more  involved  with 
heir  families,  and  in  general  they  enjoy  that  heightened  role. 
I'et  their  jobs  haven't  adjusted.  Faced  with  pressiu'e  to  take  on 
nore  child-rearing  and  household  chores,  fathers  still  find 
hemselves  locked  into  rigid  full-time  jobs. 

Some  of  the  tension  is  workplace-inflicted.  A  lot  is  self-im- 
)osed.  Tlie  result,  in  either  case,  is  conflict,  gaiilt,  and  stress.  It 
lUTis  out  that  dads  ai'e  no  more  satisfied  than  moms  vrith  their 
vork-family  balance,  according  to  a  sample  of  6,328  working 
lai'ents  derived  from  business  week's  1997  survey  of  corporate 
vork  and  family  programs,  conducted  with  the  Center  for 
York  &  Family  at  Boston  College.  Sm-prisingiy,  dads  are 
iiore  likely  than  moms  to  say  work  spills  over  into  home  life, 
he  data  show — and  quicker  to  complain  that  employers  de- 
nand  too  much  at  the  expense  of  family  (charts,  page  58). 

It  is  a  phenomenon  that  only  recently  has  drawn  serious 
cnitiny  fi'om  employers  and  human  resources  researchers. 
Vs  women  have  pom-ed  into  the  labor  force,  many  companies 
lave  tried  to  address  the  urgent  needs  of  working  mothers — 


James  F.  Halpin 

WEEKEND  COMMUTER 

AGE  48 

FAMILY  Wife  at  home;  two  kids 

JOB  Chief  executive  officer,  CompUSA  Inc.,  Dallas 

HOW  THINGS  WORK  Five  years  ago,  Halpin  moved  to 
Dallas  to  take  charge  at  CompUSA,  the  computer  superstore 
chain.  His  family  stayed  in  the  Massachusetts  town  where 
they  have  lived  since  1983.  Halpin  knew  the  job  would  be 
grueling — so  he  saw  no  reason  to  uproot  his  family  when 
he'd  have  little  time  to  spend  with  them.  He  flies  home 
most  weekends.  "At  times,  it  hasn't  been  easy,"  says  his 
wife,  Joanne.  But  "he  is  providing  us  with  a  wonderful  life." 
And  "when  he's  here,  he's  here  100%." 

HIS  TAKE  "When  you're  a  high-level  executive,  your  kids 
are  not  going  to  see  you  that  much  during  the  week,  living 
at  home  or  not.  If  I  were  working  in  New  England,  I'd  still 
be  traveling  three  days  a  week  or  working  12-hour  days. 
[But]  quantity  of  time  is  not  necessarily  as  important  as 
quality  of  time.  When  I'm  home,  I'm  Dad." 
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Men  may  be  willing  to  try 
flextime,  but  they  rarely 
take  parental  leave- 
or  quit  for  a  few  years 


paitic-iilm-ly,  cliild  cai'e  and  job  flexibility.  But 
dads?  They  mostly  have  been  overlooked. 
"Even  woi'k-life  champions  don't  tliink  about 
that,"  says  Ellen  Bankert,  director  of  the 
Center  for  Work  &  Family. 
"UNWITTING  COLLUSION."  Such  neglect,  of 
coiu'se,  has  made  a  certain  sense.  Employers 
have  been  loath  to  lose  female  workers  who, 
faced  with  work-life  conflict,  historically  have 
been  quicker  to  seek  out  new  jobs  or  leave 
the  labor  force  entirely.  Men,  tnie  to  stereo- 
type,  have  tended  to  react  more  stoically.  "The  thing  I'm  al- 
ways stmck  by  is  how  much  men  keep  this  to  themselves," 
says  James  A.  Levine,  dii'ector  of  the  Fatherhood  Project,  a 
New  Yoi"k  research  gi'oup,  and  author  of  "Working  Fathers." 
"There's  this  unwitting  collusion  between  men  and  women 
and  employers.  No  one  wants  to  put  this  on  the  table,  so  the 
assumption  is  perpetuated  that  it's  a  woman's  issue." 

The  sUence  is  lifting, 
though.  Listen  to  guys 
talking  in  health-club 
locker  rooms,  at  busi- 
ness limches,  or  on  factoiy  floors.  Tlieu-  convereations  turn  per- 
sistently to  fathering  and  work-life  balance.  In  dozens  of  in- 
terviews with  dads  across  the  demogi'aphic  and  occupational 
spectioim,  the  tensions  sparked  by  job  and  fatherhood  suiface 
quickly.  Men's  attitudes  and  actions,  slowly  and  sometimes 
painfully,  are  changing.  And  employers  ai'e  starting  to  notice. 
"Obviously,  there's  a  need  out  there"  for  more  support,  says 
Betty  K.  Pui'key,  work-life  programs  manager  at  Texas  In- 
stinments  Inc. 

Dads'  evolution  in  the  workplace  follows  a  revolution  at 
home.  In  sm-veys  for  the  Families  &  Work  Institute,  a  New 
York  reseai'ch  gi'oup,  manied  men  last  yeai"  said  they  spent  2.1 
hours  per  workday  on  household  chores,  up  fi'om  1.2  hoiu's  in 
1977.  Men  also  said  they  spent  2.3  houi-s  per  work-  day  on  cliild 
cai'e,  half  an  houi'  more  than  two  decades  eai'lier  In  both  ai'eas, 
women  reported  spending  less  time. 

To  which,  of  coiu'se,  many  women  wiU  mutter,  "Yeah,  right." 
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Darian  Berry 

DAY  JOB,  NIGHT  DAD 

AGE  27 

FAMILY  Wife  works  full-time;  two  children 

JOB  Bellman,  Excalibur  Hotel,  Las  Vegas 

HOW  THINGS  WORK  Berry  works  10  a.m.  to  6  p.m.  Then 
his  wife,  Donna,  28,  drops  the  kids,  Nikiya  and  Tyree,  at  the 
casino  before  starting  as  a  waitress  at  the  Luxor  Hotel  next 
door.  The  arrangement  goes  smoothly,  but  at  a  price.  When 
Tyree  was  born,  Berry  quit  the  University  of  Nevada  at  Las 
Vegas,  because  they  couldn't  afford  day  care  for  two  kids. 
He  hopes  to  return  to  school  at  night  next  year. 

HIS  TAKE  "I  saw  my  father  doing  the  same  types  of 
things.  My  father  was  a  blackjack  dealer.  He  did  the  laun- 
dry and  the  shopping.  To  help  out  is  just  a  natural  thing." 

In  truth,  such  data  probably  overstate  men's  conti-ibution. 
Studies  by  University  of  Maiyland  time  expert  ,John  P.  Robin- 
son, based  on  logs  of  people's  activities,  indicate  a  smaller 
shift.  Moreover,  despite  the  hom-s  they  put  in,  dads'  roles  are 
often  vague  and  secondary — either  because  fathers  haven't 
seized  the  initiative  or  because  then-  wives  haven't  let  them. 
"Oiu"  expectations  ai'e  so  low,  as  mothers,  wives,  and  co-work- 


More  Demands  At  Home. 

Hours  per  day  working  men 
and  women  report  spending 
with  children  and  on 
household  chores 

■  MEN    IS  WOMEN 


Dad's  Dilemma 


..But  No  Break  From  Work... 

Percentage  of  parents  employed 
full-time  who  say  they  work 
46  hours  a  week  or  longer, 
by  occupation 

MEN  WOMEN 


...And  a  Tenuous  Balance 

Percentage  of  parents  m  full-time  jobs 
who  say  their  company  asks  too  much 
at  the  expense  of  family  (either 
"somewhat"  or  "a  great  deal") 

MEN  WOMEN 


CHILDREN 


CHORES 


PRODUCTION  WORKERS 

PROFESSIONAL/TECHNICAL 

MANAGER/SUPERVISOR 
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DATA:  FAMILIES  &  WORK  INSTITUTE,  BUSINESS  WEEK; 
CENTER  FOR  WORK  &  FAMILY  AT  BOSTON  COLLEGE 

The  Families  &  Work  Institute  sumey,  consisting  of  2,877  tele- 
phone interviews — 1,068  with  married  parents,  and  58%  of 
those  male — was  conducted  by  Louis  Harris  &  Associates  in 


July,  1997.  BUSINESS  week's  sample  includes  6,328  full-time 
employees — 49%  male — with  children  or  dependents  living  at 
home,  drawn  from  1 1 ,664  questionnaires  returned  by  employ- 
ees from  55  companies  in  July,  1997 
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ei*s,  that  \vt'  .yivf  a  lot  of  credit  fni' m  md  dnii't  expect 

more,"  Bankeit  argues  (page  66). 

Whether  oi'  not  they  actually  take  on  responsibility  at  home, 
though,  dads  say  they  feel  gi'owing  pressiu'e  to  do  so.  And  in 
many  households,  especially  where  both  parents  work,  men's 
expanded  involvement  has  become  indispensable.  Dairell  Shel- 
ton,  the  Ford  worker,  cleans  house  and  spends  Sundays  giUling 
all  the  family's  dinners  for  the  week.  Dimn,  the  sanitaiy  engi- 
neering inspector,  does  laundry  and  dishes,  takes  his  kids  to 
doctors  appointments,  and  makes  every  parent-teacher  con- 
  ference.  "I  put  every- 
thing second  to  the 
kids,"  he  says. 

That's  a  common, 

usually  heartfelt  r-eft-ain.  The  r-eality,  though,  is  more  com- 
plex. While  men  say  they  attach  as  much  importance  as  women 
to  their  families,  they  haven't  compromised  their-  car-eer-s  as  of- 
ten. Dads  in  ftill-time  jobs  work  between  tliree  and  five  hours 
a  week  longer-  than  full-time  working  moms  in  comparable 
occupations.  And  while,  in  many  companies,  men  ar-e  just  as 
likely  as  women  to  arrange  for  flextime  or  telecommuting, 
they're  far*  less  veiling  to  seek  part-time  work,  quit  the  work- 
force for-  a  few  years,  or  even  take  a  few  weeks'  paternity 
leave — more  radical  options  that  require  giving  up  pay. 

In  pur-ely  economic  terms,  this  is  easily  explained.  On  av- 
erage, guys  still  make  35%  mor-e  than  their*  wives,  so  cutting- 
back  on  work  makes  less  financial  sense.  Many  resear-cher-s,  too, 
say  workplace  cultur-es  demand  more  of  men  than  women. 
WMe  super-visors  mostly  understand  that  their-  female  em- 
ployees play  key  family  roles,  Levine  argues,  men  ar-e  more 
likely  to  be  drafted  for  overtime  or  an  extra  meeting. 

Ther-e's  more  to  it,  though.  If  dads  felt  strongly  enough,  they 
could  challenge  such  cultur-al  biases.  Yet  men  still  tend  to  feel 
a  stronger  attachment  than  women  to  their-  jobs.  Women,  on 
the  other  hand,  generally  feel  more  passionately  about  their- 
childr-en,  and  so  "are  mor-e  likely  to  pull  back  on  careers," 
obser-ves  New  York  University  sociologist  Kathleen  Ger-son. 


Eric  Weisler 

"NO  BALANCE" 

AGE  35 

FAMILY  Wife  at  home;  three  children 

JOB  Online  producer,  barnesandnoble.com,  New  York 

HOW  THINGS  WORK  When  his  son,  Alexander,  was  born 
nine  years  ago,  Weisler  was  working  nights,  first  at  British 
Airways,  then  at  a  law  firm.  By  day,  while  his  wife,  Bonnie, 
worked  as  a  nurse,  he  was  a  parent.  He  found  it  rewarding 
but  frustrating:  It  was  hard  to  make  male  friends.  More  dif- 
ficult was  the  adjustment  to  his  current  full-time  day  job — 
and  to  ceding  most  parenting  to  his  wife.  He's  still  involved 
at  night  and  on  weekends  and  helps  with  Alexander's  Cub 
Scout  pack.  But  he  finds  his  new  role  as  "secondary"  par- 
ent "less  natural  and  more  calculating." 

HIS  TAKE  "There's  no  balance — the  needs  of  a  man  vs. 
the  responsibilities  of  a  family  man.  Last  night,  I  got  home 
at  7  p.m.,  and  it  wasn't  until  9:30  that  all  the  kids  were  in 
bed.  Now,  I  have  to  fulfill  my  role  as  husband  and  catch  up 
on  my  wife's  day.  By  the  time  we're  done,  it's  after  10  p.m. 
I  wanted  to  see  the  Mets  game,  and  that's  gone." 

That  gap  in  attitudes  is  startlingly  per-vasive.  In  the  Fami- 
lies &  Work  Institute  survey,  half  of  both  wor-king  fathers 
and  working  mothers  agr-eed  with  the  statement:  "It  is  much 
better  for  everyone  involved  if  the  man  ear-ns  the  money  and 
the  woman  takes  car-e  of  the  home  and  childr-en."  The  old 
br-eadwdnner  ethic,  in  fact,  still  guides  men's  behavior,  even  in 
the  13%  of  households  where  the  viaves  make  mor-e.  It  may  be 
ar-chaic,  but  "it  has  been  ingr-ained  in  us  for  so  many  genera- 
tions," says  Graeme  D.  Roberts,  a  father  of  tliree  and  a  mar- 
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keting  executive  at  Gradient  Lens  Corp.  in  Rochester,  N.  Y. 
"You  can  decry  that,  but  if  I  didn't  feel  I  could  provide,  I  would 
think  less  of  myself.  I  think  a  lot  of  men  feel  that  way." 

Such  men  tend  to  justify  long  houi's  and  stressful  work  as  a 
means  to  a  greater  end.  V.  D.  Sterling  works  six  days  a  week 

as  a  train  engineer  for 
Union  Pacific  Corp.,  of- 
ten responding  to  a 
dispatcher's  call  within 
minutes  and  then  overnighting  in  motels.  He  keeps  going  be- 
cause he  loves  the  work  and  because  he  can  make  up  to 
$100,000  a  yeai'.  "I  put  it  like  this,"  he  says,  watching  his  2-year- 
old  daughter  on  a  rare  day  at  home.  "I've  taken  my  family  on 
a  cruise  every  yeai"  since  I've  been  working,  sometimes  tvdce. 
We've  been  to  Europe.  If  you're  looking  for  a  nine-to-five  job 
where  you're  going  to  be  with  your  family,  you've  come  to  the 
wrong  place  vAth  the  railroad.  But  I  think  it's  worth  it." 
HEAD  GAMES.  Such  stolid  machismo,  reinforced  by  workplace 
norms,  prevents  many  fathers  from  striking  the  work-family 
balance  they  say  they  want.  That's  especially  true  among  pro- 
duction and  clerical  workers,  who  complain  of  longer  days 
and  far  less  flexibility  than  do  female  peers.  Why?  Even 
though  blue-collar  employees  tend  to  be  less  career-driven, 
experts  suggest,  their-  woi'k  environments  ai"e  characterized  by 
more  traditional  views  of  gender  roles. 

And  men  in  such  jobs  ai"e  less  likely  to  voice  any  objections. 
.Jimmy  Gellentine,  a  31-year-old 
loading-dock  worker  at  Ovemite 
Ti'ansportation  Co.  in  Memphis, 
straggled  to  juggle  his  evening  job 
with  the  care  of  his  daughter.  Hi.^ 
wife,  Denise,  wanted  him  to  move 
to  a  day  shift,  but  "I  didn't  even 
bother  to  ask,  because  I  didn't 
want  to  be  seen  [by  co-workers] 
as  kissing  up  to  management"  by 
seeking  special  treatment,  he  says. 
Gellentine  recently  won  the  job  by 
virtue  of  seniority — as  he  want- 
ed— but  four  years  after  the  fact. 

Similar,  but  more  subtle,  head 
games  play  out  in  the  managerial 
ranks.  Craig  G.  Byquist,  35,  is  a 
manufacturing  engineering  manag- 


In  turning  down  a 
promotion,  one 

executive  realized,  "I'm  going  to  be  a  father 
longer  than  I'll  be  a  working  man." 


Vincent  P.  Aubrun 

BREADWINNER,  FOR  NOW 

AGE  41 

FAMILY  Wife  at  home;  three  children 

JOB  Technology  director,  Summit  Systems  Inc.,  New  York 

HOW  THINGS  WORK  Aubrun  and  his  wife,  Patricia  Godoy, 
consider  themselves  progressive  on  family  issues.  Yet  they 
admit  their  marriage  has  turned  traditional.  They  share  cook- 
ing and  shopping,  and  Aubrun  leaves  his  job  at  a  software 
maker  in  time  to  spend  two  hours  with  the  kids.  But  when 
Godoy,  38,  worked  at  White  &  Case,  a  law  firm,  he  called 
every  afternoon  to  see  if  she'd  be  home  to  make  dinner.  And 
in  March,  it  was  Godoy  who  took  a  one-year  leave  when  three 
children  and  two  jobs  proved  too  stressful,  "it  never  entered 
my  mind  that  Vincent  would  stop  work,"  she  s^ys 

HIS  TAKE  "I  didn't  consider  not  working.  I  don't  think  I 
could  spend  more  time  at  home.  And  I  feel  the  responsibili- 
ty to  provide.  Society  pressures  me  to  be  involved  with  my 
kids.  It  would  be  [less  stressful]  if  that  didn't  apply." 


er  for  Hewlett-Packard  Co.  in  Lake  Stevens,  Wash.  He  limits 
his  hours  to  fewer  than  10  a  day  so  he  can  get  home  in  time  to 
help  with  dinner  and  tuck  his  kids,  Nathaniel  and  Sarah,  into 
bed.  His  job,  like  many  at  hp,  is  fairly  flexible.  It's  no  problem 
if  he  shows  up  late  at  the  office  when  a  child  is  ill.  And  he 
missed  the  company  picnic  for  Nathaniel's  fifth  birthday  party. 

Even  so,  Byquist  says,  "there's  a  self-imposed  pressure, 
when  you  get  into  an  environment  like  hp's  and  you're  sur- 
rounded by  overachievers.  You  want  to  be  successful,  and 
you  want  the  company  to  be  successful."  Given  that,  no  man 
wants  to  be  the  fu'st  to  blink,  hp  allows  employees  to  take  up 
to  a  year  of  unpaid  leave  after  the  birth  of  children  or  other 
personal  events,  but  "I  didn't  take  it,  and  I  don't  know  any 
[other  men]  who  did,"  Byquist  says,  hp's  manager  of  work-life 


l)i(i^iaiii>,  ici  iA  ^ 'ashman,  says  such  "fear 
of  compromise"  is  rife  among  men  age  35  to 
52,  who  are  defining  their  careers. 

Some  employers  have  started  to  address 
the  tangle  of  male  emotion,  tradition,  and 
frustration — recognizing  that  fathers  have 
somewhat  different  needs  and  attitudes  than  moms,  hp  saw 
that  far  fewer  men  than  women  were  using  a  telephone-based 
resource  semce  that  helps  employees  with  dependent  care  and 
other  problems.  In  focus  groups,  it  found  that  men  didn't  like 
the  idea  of  engaging  in  conversation  about  such  matters;  they 
simply  wanted  information.  Now,  hp  is  testing  an  Internet- 
based  supplement  to  the  service. 

Marriott  International  Inc.,  similarly,  is  rolling  out  a  series  of 
seminars  on  fatherhood  geared  .specifically  to  its  hourly  male  ho- 


For  more  profiles  of  working  fathers  and  a  survey  comparing  men's  and 
women's  work-and-family  concerns,  go  to  www.businessweek.com 
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Nobody  knows  Asia  like  we  do.  Especially  when  it  comes  to  connecting  people  and  businesses  between  nations. 
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tel  workers.  "'We  have  tons  and  tons  of  programs  that  ad- 
dress work-life  balance."  says  Mee-Presidem  Donna  Klein. 
"But  we  designed  this  fatherhocd  piece  spedfically  because 
father?  weren't  coming  to  ihe  pareni  training."  Indeed,  com- 
panies that  have  spofiSored  Le\ine"5  "BaddyStress"  seminars. 

lunchtime  programs 
ihai  explore  feiheriiood 
issues,  report  imusualh" 
hea%y  attendance.  At 
Texas  lnsirar.-.ents.  a  session  las:  year  was  oversubscribed  24 
hours  after  it  was  adveiti^ed  by  E-mafl. 

Such  companies  are  exploring  father-sr-r :  :r    ,.  -  -  . 
cause  they  realize  th^t  men.  too.  can  beet:-  t  .. active 

workers  if  their  families  needs  ai-e  bener  ~,^~'.^eu-  Soir.e  dads, 
nxireover.  wHl  quit  if  thevre 
unhappy  enough.  In  fact, 
more  men  appear  to  be  opt- 
ing out  of  the  labor  force  al- 
together to  stay  with  their 
children  fuU-time.  Elan 
Krueger.  33.  :  :  :  r  :he 
care  of  his  2-yr . .  ..gr.- 
ler.  Madeleine,  '.viic;:  Ms 
wife.  KanjL  won  a  high-pay- 
ing job  as  a  Washington  lob- 
byist for  the  Motion  Picture 
Association  of  America.  To- 
gether, father  and  daughter 
explore  the  parks  and  pools 
around  Bethesda.  Md.. 
where  they  Uve:  dad  does 
the  laundrj-  and  cooks  din- 
ner everj."  night. 
"A  BTT  SCARY."  Sure,  he  suf- 
fers selr-icut':.  Krueger  re- 
members when  he  used  to 
c-onsider  job  applications  as 
manager  of  a  mountaineer- 
ing store:  then,  he  \iewed 
with  suspicion  a  five-year 
gap  in  a  man's  resume. 
"That's  a  little  bit  scarj-."  he 
5a%?,  and  it's  why  he's  scout- 
ing out  real  estate  deals  on 
the  side.  Even  if  business 
arrives.  thougL  he  expects 
to  keep  working  pan-tinie 
from  home.  "My  dad 
worked  like  crazy  until  I 
was  10."  he  says.  "I  wanted 
to  be  there  from  the 
beginning." 

Krueger  represents  a 
tiny  minority,  of  course.  Bui 
there's  e%idenc-e  that  more 
m.en  are  finding  paths  out 
of  their  traditional,  career- 


CesarGomez 

WORLDS  APART 

AG£.  3^ 

FAMQ.Y  iVffe  works  full-time;  one  young  child 

X)B  Flight  attendant  for  Northwest  Airlines  inc..  bs  Angeles 

HOW  THMGS  WORK  Life  "is  very  confusing."  admits  Gomez, 
whose  wife.  Gloria,  also  is  a  Northwest  attendant.  The  two  stagger 
schedules  to  care  for  Alexandra.  18  months.  Cesar  cooks  and  vacu- 
ums. The  hitch:  He  and  Gloria  rarely  see  each  other.  Four  or  five 
times  a  month,  too,  one  lays  over,  and  the  other  must  drive  Alexan- 
dra an  hour  to  Gloria  s  mother.  He'd  prefer  Gloria  not  to  work,  but 
they  need  both  incomes  to  cover  the  mortgage  and  other  expenses. 

MS  TAKE  "Yesterday,  Gloria  left  for  Osaka.  Today.  I  came  from 
Tokyo.  Vte  met  for  20  minutes  at  the  airport.  Northwest  does  noth- 
ing to  help.  [Once.]  Alexandra  was  sick,  and  my  wife  called  in  sick. 
The  supervisor  said  that  if  she  was  going  to  call  in  sick  a  lot.  she 
should  quit."  [Northwest  says  its  policies  are  "very,  very  lenient."] 


dm"en  molds.  At  ccmpanies  such  as  NationsBank  and  3m's  Lo- 
tus Development,  the  number  of  men  taking  paid  paternity 
leave  has  edged  up  in  recent  years.  And  Spencer  Stuarc.  the 
executive  recruiting  firm,  notes  that  more  top-level  male  ex- 
ecutives are  refusing  jobs  that  involve  relocation.  Bruc-e  L. 
Entin.  mai-keting  \ic-e-president  at  chipmaker  Lx>gic  Corp.. 
turned  down  a  promotion  to  head  LSi's  European  operations 
five  years  ago  s-:'  his  three  school-age  kids  c-ould  stay  in  Cali- 
lomia.  That  difficult  decision,  he  says,  "was  where  I  came  up 
with  the  philosophy  that  I'm  g  jing  to  be  a  fa:'-  _  '  :si 
in  be  a  working  man." 

More  working  dads.  too.  are  demising  informal,  cooperative 


sohndons  to  ease  the  work-family  strains.  At  the  Ford  plant  in 
Chicago  Heights,  Ke\"in  Pinckney  and  other  production  su- 
perxisors.  many  of  them  dads,  share  the  load  when  one  or  an- 
other has  to  leave  for  a  femih-  emergency.  Similarij-,  William  L 
Robins.on  and  Tony  Sinurdiak.  maintenance  engineers  for  the 
Illinois  State  Toll  Highway  Authoritj'.  cover  for  each  other  two 
or  three  times  a  month— notabh",  when  Robinson's  son.  .Jay 
then  5.  ir.yjred  his  eye  at  school  four  years  ago. 
FTTFUL  CHANGE.  A  yoimger  generation  of  dads  probably 
push  -.veil  i:-eyond  such  solutions.  The  Families  &  Work  Ins* 
rote  found  that  Generation  X  men — those  age  IS  to  32 — ^w- 
far  less  "  f-ndorse  the  traditional  breadwinner  ethi 

than  thcsr  /.arable  ages  20  years  ago.  New  York  Ui 

versit^-'s  GTrrsL-n  rjis  found  similar  generational  shifts  in  inter 

views  with  dozens  of  youn 
men.  A  sign  of  bhie-col 
progress:  Unions  such  as 
the  United  Auto  Workers 
are  raising  work-family  is- 
sues in  contract  talks. 

The  change,  cenainh-.  will 
come  fitfully.  Cultural  bar- 
riers in  the  workplac-e  re- 
main powerful,  as  do  dads 
own  conflicting  instincts. 
"For  men  there's  stiQ  this 
sense  of  "What  am  I  ghing 
up?'  Tney  agonize  much 
more  over  it,"  says  Chuck 
SeUoff,  a  high-ranking 
Hewlett-Packard  informa- 
tion sj'stems  manager  who 
at  age  -Si.  took  a  demotior 
and  pay  cut  to  devote  more 
time  to  his  grandchildren 
and  other  pemip.a]  interests. 
Fathers  may  feel  tom  be- 
cause the  increasing  open- 
ness of  employers  to  flexible 
work  options  and  shorter 
hours  forces  them  to  con- 
front their  internal  bread- 
winner mind-set.  "Having 
an  easier  choice  makes  them 
more  accountable,"  as  Seiloff 
obser\"es. 

Indeed,  older  men  such 
as  Arthur  Brown  .Jr.,  an 
army  general  now  retired 
in  Hikon  Head  Island.  S.  C 
say  they  never  thought 
much  about  their  career- 
c-entered  roles  and  marvel 
at  the  multiple  demands  feed- 
ing fathei-s  today.  "They 
have  to  be  under  tremen- 
dous stress."  Brown  says. 
"How  they're  handling  it  all  must  be  incredible." 

Brown  and  many  of  hi?  re'-erp.rion  largely  applaud  such 
change.  Their  sons'  livr  -  lanuliar  and  cnamplex.  but 

they  seem  more  rewai-  ..;  -.  :  1:-  ^r^-appling  with  old  gender 
roles  at  work  and  at  home,  in  confronting  the  conflict,  guilt,  and 
stress,  men  are  beginning  to  consider  anew  what  fathers 
should  be.  As  they  do,  more  will  redefine  their  work-Mfe  bal- 
ance— and.  perhaps,  escape  the  Daddy  Trap. 

By  Keith  H.  Hammonds  in  Xev:  York.  with.  Ann  Therest 
Palmer  in  Chicago  and  bureau  reports 
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This  assignment  started 
in  a  flea  market  and  ended 
in  a  national  shrine. 


This  class  boat  trip  to  Ellis  Island 

 I    actually  began  at  a  flea  market  in  Rhode 

Island,  where  ninth-grade  teacher  Maureen  Whalen  Spaight  bought  a  package  of  old 
immigrant  photographs  for  $3.00.  Later,  she  had  each  of  her  students 
pick  one  of  the  photos  and  develop  a  character  based  on  it. 

Her  students  then  completely  immersed 
themselves  in  the  immigrant  experience 
by  creating  journals  for  each  of  their 
immigrant  characters.  These  journals 
recorded  the  characters'  reasons  for 
immigrating,  their  doubts,  their  dreams  and  the 
difficulties  they  and  their  companions  faced  as 
they  began  life  in  their  adopted  country. 

For  showing  her  students  that  a  picture  truly 
is  worth  a  thousand  words.  State  Farm  is  proud 
to  present  Maureen  Spaight  of  E.  R.  Martin,  Jr.  High 
School  of  East  Providence,  Rhode  Island  with 
our  Good  Neighbor  Award  and  to  donate  $5,000 
to  the  educational  institution  of  her  choice. 
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COMMENTARY 


By  Kelley  Holland 


MEN:  'COMING  AROUND.  BUT  THEY'VE  GOT  A  LONG  WAY  TO  GO' 


Special  Report 


It's  5  a.m.,  and  I  can't  sleep.  This  is  my  fourth  fitful 
night  in  a  row,  and  I  know  what  the  problem  is:  My 
son's  nanny  is  taking  two  weeks  off  for  a  family  emer- 
gency, and  for  the  past  three  workdays,  Henry  has  been 
ensconced  in  a  backup  day-care  center.  It's  a  perfectly 
pleasant  place,  and  he  may  well  be  having  a  good  time 
once  he  settles  in.  But  he  sobs  when  I  leave  him  there 
each  morning,  and  I  worry  that  he'll  never  adjust  to 

preschool  and  that  I'm 
scarring  my  2-year- 
old  for  life. 

My  husband  would 

sympathize,  and  he'd  help  devise  another  airangement  if  I 
asked.  But  I  don't.  And  Steve  is  sleeping  soundly.  He 
loves  Hemy  as  much  as  I  do,  but  he  doesn't  get  worked 
up  over  these  small  crises.  "You  wony  about  these  things 
more  than  I  do,  and  more  than  you  need  to,"  he  says. 

Catching  up  with  other  mothei-s  over  coffees  or  in 
phone  chats,  I  find  such  differences  are  typical. 
In  most  two-income  families,  dads  are  taking 
on  more  housework  and  day-to-day  cliild  care 
than  their  fathers  did.  My  pediatrician  husband 
is  far  more  involved  than  most.  But  when  it 
comes  to  the  more  strategic,  emotionally  laden 
aspects  of  child-reaiing — researching  schools, 
finding  age-appropriate  activities,  or  contending 
with  the  fallout  from  a  child-cai'e  breakdown — 
it's  still  usually  Mom  who  is  on  the  spot. 

"Men  ai-e  coming  around . . .  but  they've  got 
a  long  way  to  go,"  says  Lenard  W.  Kaye,  a 
professor  of  social  work  and  social  research  at 
Bryn  Mawr  College.  "What  they  do  and  what 
they're  best  at  are  the  concrete  dimensions  of 
child  care:  transportation,  finances,"  he  says. 
They  ai-e  "less  inclined  to  invest  themselves  in 
the  more  emotionally  and  socially  intimate  as- 

Fathers  tend  to  be  less 
emotionally  invested.  A  new 
study  finds  kids  far  more  apt  to  go  to  Mom  to 
share  good  news  or  for  advice  and  consolation 


hand  off.  But  my  responsibilities,  while  often  rewartling, 
can  also  provoke  more  anxiety.  I  manage  all  of  Henry's 
child  care,  from  his  nanny  to  backup  day  care  to  the  sit- 
ters we  use  on  occasional  nights  out.  I  also  see  to  his 
health  needs,  in  part  because  my  doctor  husband  and  I 
agreed  that  I  had  to  feel  comfortable  with  Henry's  physi- 
cians myself.  If  Henry  gets  sick,  I'm  usually  on  call.  I 
scout  out  the  play  groups  and  toddler  classes,  and  I  stay 
home  with  Henry  eveiy  morning  until  the  nanny  comes. 
OVERANXIOUS?  Steve  says  he  takes  on  the  chores  he  does 
partly  because  he  thinks  I  have  a  more  acute  need  to  be 
vwth  my  son  when  I'm  not  working,  and  he  wants  to  free 
me  up.  "I  see  my  role  as  trying  to  help  you  balance  the 
work-and-mom  conundram,"  he  says.  "I  tiy  and  do  things 
that  will  allow  you  to  have  more  time  vnth  Henry."  It's  a 
wonderful  approach.  But  it  stUl  leaves  me  with  lots  to  do. 
As  Hemy's  second  birthday  neai-ed,  I  bought  party  invita- 
tions, rounded  up  toddler  pals,  and  found  a  playground  for 


HEAD  CHEF:  Holland's  husband  does  most  of  the  cooking 


pects  of  family  life."  The  distinction  is  well  reflected  in 
ehikh'en's  behavior  A  study  released  in  May  by  the  Whicl- 
pool  Foundation  found  kids  much  more  likely  to  go  to 
their-  mothers  to  shai-e  good  news,  seek  advice,  or  find 
consolation. 

In  om-  family,  we  share  a  lot.  My  husband  and  I  divide 
Henry's  baths  and  feeding.  And  we  both  run  en-ands  and 
make  foi-ays  to  the  local  market.  But  Steve  does  the  major- 
gr-ocery  shopping  because  he  drives  to  work  and  can  stop 
on  his  way  home.  As  the  more  enthusiastic  and  skilled 
chef,  he  does  most  of  our-  cooldng.  And  he  is  always  home 
by  7  p.m.  on  the  two  nights  each  week  when  I  work  late. 

That's  plenty — and  Steve's  tasks  are  ones  I'm  happy  to 


oui-  little  celebration.  Steve  admits 
that,  left  to  his  own  devices,  he 
would  have  bought  a  cake,  called  our 
immediate  families,  and  been  done 
with  it.  "I'm  not  a  par-ty  planner,"  he 
says,  "and  I  don't  think  Hemy  would 
miss  it  at  this  age."  He  might  be  r-ight:  It's  possible  I  like 
Henry's  parties  even  more  than  Henry  does.  But  you  nev- 
er know. 

I  may  well  be  overanxious.  And  tr-uth  be  told,  I  really 
don't  want  to  give  away  my  responsibilities.  Plenty  of  oth- 
er women  feel  the  same  way.  Says  Patr-icia  Godoy,  a  moth- 
er of  three  on  a  leave  of  absence  from  her  job  as  an  attor- 
ney: "Not  only  am  I  the  parent  of  last  resort,  I  don't  think 
I  would  want  it  to  be  otherwise."  But  there  are  plenty  of 
nurturing  opportunities  to  go  ar-ound.  We'd  be  happy  to 
share,  especially  at  5  a.m. 

Holland  is  an  associate  editor  for  news  coverage. 
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Science  &  Technology 


PUBLIC  HEALTH 


A  FRESH  SHOT 
AT  MALARIA? 

New  research  may  spur  drugmakers  to  action 


Dr.  Stephen  L.  Hoffman  is  deter- 
mined to  conquer  malaria,  a 
scourge  many  public-health  ex- 
perts call  the  world's  most  gi-iev- 
ous  disease.  How  determined?  On  a 
spring  day  in  1987,  following  in  the  tra- 
dition of  scientists  who  put  their  own 
health  on  the  line,  the  Naval  Medical 
Research  Institute  captain  pressed  an 
open  carton  with  five  malaiia-laden  mos- 
quitoes against  his  aiTn  and  waited  until 
they  feasted  on  his  blood,  infecting  him 
with  the  parasite.  For  two  weeks,  it 
appeared  that  an  experimental  vaccine 
had  protected  liim  from  the  disease.  But 
then,  while  giving  a  presentation  at  a 
San  Diego  conference,  Hoffman  began  to 
shiver  with  the  uncontrollable  shaking 
chills  of  malaria.  "Unfortunately,"  he 
says,  "the  vaccine  failed." 


Now,  Hoffman  is  scrambling  to  get 
fimding  for  an  innovative  idea  dubbed 
MustDo  (for  multi-stage  dna  vaccine  op- 
eration). In  papers  submitted  for  publi- 
cation, he  and  his  colleagues  describe 
promising  new  vaccine  results  and  re- 
port, for  the  first  time,  the  complete  dna 
sequence  of  a  malaiia  clu'omosome.  It's 
all  part  of  an  explosion  of  new  science 
that  could  revolutionize  "not  just  malaina 
vaccine  development  but  the  way  the 
biomedical  reseai-ch  is  done,"  he  enthuses. 

Standing  in  Hoffinan's  way,  however,  is 
the  daunting  scientific  task — along  with 
the  West's  longstanding  apathy  towaixl 
malai-ia.  The  disease's  toll  is  staggering. 
The  pai-asite  slays  an  estimated  2.7  mil- 
lion people  a  yeai-  worldvride — nearly  all 
in  developing  countries — and  infects  some 
.500  million.  Yet  spending  for  malaria  re- 


search and  control  totals  about  $100  mil' 
lion — a  pittance  compared  vrith,  say,  the 
$2.5  billion  the  National  Institutes  o: 
Health  spend  on  cancer  research. 

What's  more,  the  pharmaceutical  in 
dustry's  pipeline  is  nearly  empty  of  new 
drugs  and  vaccines.  Mosquito-control  ef 
forts  are  also  faltering,  and  malaria  is 
developing  resistance  to  drugs,  mean 
ing  they  won't  be  effective  much  longei 

Now,  however,  officials  are  getting 
more  serious  about  tackling  malaria.  Ir 
May,  Gro  Harlem  Bmndtland,  the  new 
director-general  of  the  World  Healtl 
Organization,  launched  a  $20  million  plar 
for  cutting  deaths  in  half  by  2010.  Mean- 
while, WHO  and  industry  representatives 
and  others  will  meet  at  New  York's 
Rockefeller  Foundation  on  Sept.  17  tc 
consider  a  plan  for  foundations  and 
health  agencies  to  fund  academic-indus- 
tiy  partnerships  to  develop  new  drugs 
COMPLEX  CYCLE.  The  growing  vrill  to 
fight  the  disease  couldn't  come  at 
more  opportune  time.  "Malaria  has' 
come  back  with  a  vengeance,"  says  in 
fectious-disease  specialist  Philip  K.  Rus- 
sell of  Johns  Hopkins  University  School 
of  Public  Health.  Cases  have  soared 
across  Africa  and  Asia.  Malaria  wa.^ 
the  top  cause  of  casualties  among  U.  S. 
troops  in  Somalia,  despite  the  military's 
extensive  use  of  malaria  medications. 
And  it  has  recently  struck  Americans; 


i 


FOILING  A  DEVIOUS  INVADER 


With  only  meager  support,  scientists  and  international  agencies  are  struggling  to  tame  a  parasite  that  kills 
2.7  million  people  a  year — and  is  spreading.  But  there  are  some  promising  new  approaches.  Here's  a  look: 


IAn  Infected  mosquito 
bites,  sending  Into  the 
bloodstream  a  form  of 
the  parasite  known  as  a 
sporozoite. 

STRATEGIES  Draining 
swamps,  stocking  ponds  with 
fish  that  eat  mosquito  larvae, 
and  using  Insecticide- 
Impregnated  bed  nets  can 
cut  the  rates  of  Infection. 


ZSporozoites  rush  to  the 
liver,  where  they  infect 
cells,  multiply,  and  turn 
into  another  form,  called 
merozoites. 

STRATEGIES  A  vaccine  based 
on  proteins  produced  by  the 
sporozoite  may  prod  the 
immune  system  enough  to 
kill  infected  liver  cells  and 
sporozoites. 


3 Merozoites  burst  out  of 
the  liver  and  Invade  and 
kill  red  blood  cells,  causing 
fevers  and  anemia. 

STRATEGIES  Some  strains  of 
malaria  can  sidestep  the 
existing  drugs  or  actually 
pump  them  out.  So  scientists 
are  developing  new  drugs 
that  block  the  pump  or 
attack  new  targets. 


GAMETOCYTES 
(SEX  CELLS) 
IN  BLOOD 


4 Some  merozoites 
turn  into  gametocytes, 
or  sex  cells,  which  are  sucked 
up  by  another  mosquito, 
beginning  the  cycle  anew. 

STRATEGIES  Stimulate  the 
Immune  system  to  make 
antibodies  that  will  be 
sucked  up  by  the  mosquito. 
They  may  be  able  to  halt  the 
deadly  cycle  of  Infection. 


1 
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Science  &  Technology 


in  New  York  and  tidewater  Virginia. 

The  ideal  solution  would  be  a  vaccine 
that  prods  the  immune  system  to  wipe 
out  the  pai-asite.  It's  a  difficult  task,  pait- 
ly  because  the  life  cycle  of  the  malai-ia 
pai-asite  is  so  complex.  The  dance  of  pai'- 
asite  and  host  begins  when  an  infected 
mosquito  injects  a  few  dozen  pointy 
malaria  cells,  called  sporozoites,  into  the 
blood  (diagram,  page  70).  The  sporozoites 
rush  to  the  liver  and  multiply  like  mad. 
By  the  time  the  immune  system  mounts 
a  response,  sporozoites  in  the  liver  have 
changed  into  a  new,  rounder  foiTn  called 
a  merozoite.  Bursting  out  of  liver  cells, 
the  merozoites  infect  and  destroy  red 
blood  ceUs,  causing  fever,  chills,  and  ane- 
mia. Some  of  these  merozoites  then  be- 
come gametocytes — sex  cells — wliich,  af- 
ter being  sucked  back  into  another 
mosquito,  eventually  give  rise  to  sporo- 
zoites that  begin  the  cycle  all  over  again. 

Back  in  1987,  Hoffman  and  other  re- 
searchers hoped  that  a  vaccine  based 
on  a  key  sporozoite  protein  would  prod 
the  body  to  make  antibodies  against  the 
sporozoite,  thus  wiping  out  the  para- 
site. The  vaccine's  failure  taught  them 
that  fighting  the  pai*asite  wdth  antibodies 
alone  is  like  tiying  to  stop  an  elephant 
with  a  handgun:  The  antibodies  need 


help  fi'om  the  other  pait  of  the  immune 
system — so-called  cellular  immunity. 
Hoffrnan  and  others  have  been  work- 
ing with  vaccines  made  of  dna  strands 
that  when  injected  into  muscle,  help 
generate  an  immune  response  involv-' 
ing  killer  T-cells.  In  his  forthcoming  sci- 
entific paper,  he  and  colleagues  will  re- 
port that  such  a  vaccine  is  safe  and 
does  stimulate  a  T-cell  response  in  hu- 
mans. Even  with  that  improvement, 
however,  scientists  predict  that  no 
sporozoite-based  vaccine  will  ever  be 
better  than  85%  to  90%  protective. 
That's  woefully  inadequate  for  Africa 
and  other  places  where  malaria-carrying 
mosquito  bites  occur  many  times  a  day. 
STRUGGLING.  In  another  approach, 
Louis  H.  Miller  and  colleagues  at  the 
NIH  are  fashioning  a  vaccine  using  pro- 
teins made  during  the  parasite's  blood 
stage.  Such  a  vaccine  can't  prevent  the 
disease  but  could  lessen  its  severity. 
And  by  including  both  sporozoite  and 
blood-stage  proteins,  Hoffman's  MustDo 
vaccine  promises  to  reduce  infection 
rates  and  to  temper  any  disease  that 
does  appear.  "I'd  like  to  think  that  in 
my  career  we  will  develop  an  effective 
vaccine,"  he  says.  Until  that  happens, 
dnags,  used  for  treatment  and  preven- 


tion, are  the  best  way  to  tame  malar . 

With  companies  having  shut  dovi 
most  of  their  malaria  efforts,  milita 
and  academic  labs  struggle  to  fill  t.  * 
void.  At  the  Walter  Reed  Army  Ins 
tute  of  Reseai'ch,  Colonel  Wilbur  M 
hous  heads  a  team  that  has  devised 
new  ding  now  in  human  trials  in  Afri 
and  Thailand.  "It  may  be  the  most  si 
nificant  thing  that's  happened  at  this 


The  strength  of  any  element  is  not  in  its  might  but 
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bitute  in  20  years,"  Milhous  says.  At 
ohns  Hopkins,  chemist  Gaiy  H.  Pos- 
er has  a  drug  ti  at  cui'es  animals.  Un- 
)rtunately,  he  can't  find  a  drug  company 
dlling  to  take  on  its  development.  And 
t  Hai'vard  University's  School  of  Medl- 
ine, tropical  medicine  specialist  Dyann 
'.  Wirth  is  searching  for  chemicals  that 
Ml  block  a  key  mechanism  the  pai-asite 
ses  to  elude  chloroquine  and  other 


TESTING  IN  INDIA:  drugs.  That  way. 
Malaria  infects  "we  can  regain 
500  million  people  the  use  of  chloro- 
a  year  worldwide     quine,"  she  says. 

Malaria  re- 
search is  also  about  to  get  a  boost  from 
the  deciphering  of  the  parasite's  dna.  J. 
Craig  Venter,  head  of  The  Institute  for 
Genomic  Research  (tigr),  will  soon  pub- 
Hsh,  with  Hoffman  and  his  colleagues, 
the  fii'st  sequence  of  one  of  malaria's  14 
clu'omosomes.  It  contains  more  than  200 
genes.  And  the  genes  code  for  proteins 
that  contain  numerous  repeats  of  the 
same  building  blocks,  or  amino  acids — a 
pattern  seen  in  no  other  species.  Having 
the  full  genome  will  not  only  offer  many 
more  targets  for  drugs  or  vaccine  possi- 
bilities, researchers  say,  it  will  also  cat- 
apult malaria  from  a  backwater  area  of 
science  to  center  stage. 

But  all  of  tliis  progi'ess  vrill  amoimt  to 
nothing  unless  industiy  steps  in  to  cany 
chug  and  vaccine  candidates  from  labs  to 
pharmacies.  And  with  a  few  exceptions, 
such  as  SmithKline  Beecham  PLC's  col- 
laborations with  Walter  Reed,  compa- 
nies aren't  willing  to  spend  the  bucks. 

That's  why  scientists  are  desperately 
seeking  strategies  to  solicit  more  indus- 
try involvement.  At  a  recent  meeting  of 


diTig  CEOS,  NiH  cliief  and  Nobel  laureate 
Harold  E.  Varmus  challenged  them  to 
set  aside  profits  ft'om  blockbuster  drugs 
to  tackle  diseases  such  as  malaria.  At 
Harvard,  Wirth  is  setting  up  a  consor- 
tium to  get  public-sector  and  industiy 
donations.  And  Dr.  Alain  B.  Schreiber, 
CEO  of  biotech  company  Vical,  which 
holds  key  patents  on  dna  vaccine  tech- 
nology, suiprised  his  staff  by  agi'eeing  to 
supply  Hoffman  with  enough  of  his 
MustDo  DNA  vaccine  for  clinical  trials. 
"Malaria  is  a  wondeiful  setting  to  test 
the  technology,"  explains  Schreiber. 

Tlie  most  ambitious  effort,  however,  is 
being  led  by  Ti-evor  M.  Jones,  director 
general  of  the  Association  of  the  British 
Pharmaceutical  Industry,  and  Winston 
E.  Gutteridge  of  the  who.  They've  de- 
vised a  plan  for  companies  to  collabo- 
rate with  academic  labs  on  projects  fund- 
ed with  .$15  million  to  $30  million  a  year 
fi'om  foundations  and  agencies.  "I've  felt 
a  sense  of  despair  as  to  whether  we 
could  find  the  right  mechanism,"  says 
Jones.  "But  I  now  feel  this  will  lead  to 
actual  dmg  hunting."  If  the  cash  does 
materialize  at  the  Sept.  17  meeting,  then 
there's  a  glimmer  of  hope  that  malaria 
can  finally  be  conquered. 

By  John  Carey  in  Wasiiington 


insistency. 


At  Cincinnati  Insurance,  it's  the  little  thnii)s,  done  over  ami  over, 
that  add  up  to  bicj  value  Jor  everyone.  Things  like  prompt,  jair 
claim  service  confirmed  time  after  time  in  independent  surveys  of 
agents  and  customers.  And  person-to-person  service  from  a  trusted 
local  independent  agent.  Our  continued  focus  on  sma  II  details 
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rating  from  A.M.  Best  for  financial  strength.  The  recent  addition 
of  our  pareiit  company,  Cincinnati  Tinancial  Corporation 
[Nasdag:CINF],  to  the  S&P  500  Index.  And  increased  dii^idends 
for  37  consecutive  years.  A  record  that  consistent  is  ivorth  exploring 
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Developments  to  Watch 


EDITED  BY  CATHERINE  ARNST 


MAKING  SEX 
SAFE  FROM 
DISEASE 


AMERICA  IS  IN  THE  MIDST  OF 

an  epidemic  of  sexually 
transmitted  diseases  (STDs). 
Gonorrhea,  syphilis,  chlamy- 
dia, and  other  bugs  strike 
some  10  to  12  million  people 
each  year.  One  in  five  adults 
now  has  herpes,  for  instance. 
And  a  new  study  in  the  Sept. 
10  issue  of  the  New  England 
Journal  of  Medicine  shows 
that  fully  9.2%  of  13,204 
female  U.  S.  Army  recruits 
tested  were  infected  with 
chlamydia,  a  disease  that  can 
lead  to  infertility. 

The  frontline  defense 
against  stds  is  the  condom. 
But  studies  show  that  con- 
doms are  only  about  two- 
thirds  successful  in  prevent- 
ing disease  transmission — and 
rates  of  use  in  the  general 
population  never  exceed  50%. 
As  an  alternative,  a  number 
of  companies  are  developing 
antimicrobial  salves  that 
women  can  smear  in  the 
vagina  before  sex  that  would 
kill  any  bacteria  or  viruses 
that  their  partners  may 
harbor. 

Furthest  along,  microbe 
experts  say,  is  Empyrean 
Bioscience  Inc.  in  Phoenix. 
The  company  is  testing  a  gel 
containing  two  substances, 
otoxynol-9  and  benzylkonium 
chloride,  which  can  block 
eveiything  fi-om  Hiv  and  her- 
pes to  chlamydia  and  sy]3hilis 
by  disrapting  cell  membranes. 
It  acts  like  a  soap,  attacking 
the  organisms  without  affect- 
ing human  cells.  So  far,  stud- 
ies in  women  show  that  the 
product  can  be  used  with  lit- 
tle ii'ritation. 

Full-scale  National  Insti- 
tutes of  Health-mn  phase-Ill 
clinical  trials  are  scheduled 
to  begin  this  fall.  They  will 
involve  Duke  University  stu- 
dents and  other  women  from 
both  North  Carolina  and 
South  Carolina.  John  Carey 


NOW.  IT'S  MUTUALLY 
ASSURED  SURVIVAL 

RED   LIGHTS  FLASHED  AND 

bells  clanged  when  U.S. 
Energy  Secretary  Bill 
Richardson  carried  a  biief- 
case  into  a  new  checkpoint  at 
Moscow's  Sheremetyevo-1 
Airjjort  on  Sept.  2 — and  that's 
bad  news  for  terrorists. 
Richardson  was  testing  a  sys- 
tem designed  to  prevent 
bomb-grade  materials  from 
being  smuggled  out  of  Russia. 

The  briefcase  contained 
only  radioactive  cesium- 137, 
used  in  medicine.  But  pirated 
plutonium  and  uranium  fi-om 
Russia  have  tiu-ned  up  in  Eu- 
rope on  a  handful  of  occasions 
since  1991.  To  clamp  down  on 
illegal  nuclear  traffic,  the 
U.  S.  will  spend  $6  million  to 


help  the  cash- 
strapped  Russian 
government  in- 
stall 16  radiation 
checkpoints  in 
Moscow's  two 
airports  and  link 
all  the  monitors 
to  a  central 
alarm  system. 
Aspect  Scientific 
&  Industrial  Center  in  Dub- 
na,  Russia,  builds  the  moni- 
tors, and  Los  Alamos  Nation- 
al Laboratory  helped  design 
the  alarm  system,  slated  to 
be  operational  next  year. 

Securmg  Moscow's  airports 
is  just  for  openers.  The  En- 
ergy Dept.'s  labs  are  work- 
ing with  Russia's  customs 
agency  to  lock  up  other  gate- 
ways. Lawrence  Livermore 
National  Laboratory,  for  ex- 
ample, is  overseeing  the  in- 
stallation of  nucleai"  detectors 
on  the  docks  at  Caspian  Sea 
ports,  opposite  Iran.  Then 
there's  the  work  Energy  is 
doing  to  help  block  the  theft 
of  nuclear  materials  from  mil- 
itary facilities  and  weapons 
labs.  Energy  expects  to 
cough  up  close  to  $1  billion 
to  halt  nuclear  smuggUng  by 
2002.  Otis  Port 


TAKE  MY  FAT-PLEASE 


ABOUT  FIVE  YEARS  AGO,  HARVARD  UNIVERSITY  CHEMIST 

George  Whitesides  had  a  brainstorm.  Because  poly- 
mers can  be  constructed  with  chemical  arms  able  to 
selectively  grab  onto  other  molecules,  why  not  design 
an  indigestible  version  that  can  rid  the  stomach  of 
unwanted  substances?  Like  fat,  for  instance. 

The  idea  spawned  GelTex  Pharmaceuticals  Inc.  in 
Waltham,  Mass.,  which  by  yearend  hopes  to  win  Food  & 
Drug  Administration  approval  for  its  first  product:  a 
polymer  that  gi'abs  onto  phosphate  in  the  gut,  then  is 
excreted.  That's  vital  foi-  patients  whose  kidneys  can  no 
longer  remove  phosphate  from  the  blood. 

Next  in  the  pipeline  is  a  polymer  that  grabs  onto  cho- 
lesterol-raising bile  acids  in  the  stomach.  In  current  clin- 
ical trials,  small  amounts  of  the  polymer  have  caused 
cholesterol  levels  to  drop  by  20%,  says  GelTex  President 
and  CEO  Mark  Skaletsky.  Now,  GelTex  is  developing  a 
polymer  that  can  latch  onto  fat.  It  wouldn't  be  ready  for 
several  years,  but  if  GelTex  succeeds,  it  may  be  possible 
to  have  your  cake  and  skip  the  fat,  too.        Johyi  Carey 


■  Researchers  at  the  Sai 
Diego  Supercomputer  Centei 
have  used  a  Cray  T3E  super 
computer  to  compile  a  mas 
sive  database  for  comparing 
the  structures  of  some  8,00( 
proteins.  The  project  has  al 
ready  turned  up  a  surprising, 
resemblance  between  snake 
toxin  and  a  haiTnless  bacteri 
al  enzyme.  Such  similaritie; 
may  point  the  way  to  im 
proved  industrial  enzymes  oi 
help  uncover  potential  new 
drugs.  Sifting  through  tht 
database  for  such  clues  wouli 
take  years  to  decades  or 
most  computers,  but  the 
Cray  can  spit  out  compar 
isons  in  only  a  few  weeks. 

■  Evidence  is  mounting  that 
deadly  bacteria  and  viruses 
canied  by  tourists  and  scien 
tists  are  killing  off  Antarcti 
ca's  wildUfe.  At  a  late-August 
meeting  in  Hobart,  Tasmani;i 
some  50  Antarctic  scientists 
called  for  an  Internationa 
agreement  on  measures  t( 
keep  the  continent  free  of  tin 
dangerous  microbes.  In  tin 
past  few  years,  scientists 
have  found  a  virus  commoi 
to  chickens  in  penguins;  sal 
monella  and  campylobactei 
bacteria  in  the  feces  of  sealn 
penguins,  albatrosses,  anil 
skua  birds;  and  a  deadly  out 
break  of  salmonella  last  yeai 
that  killed  19  skua.  Propos 
als  on  preventing  the  spread 
of  disease  will  be  presented 
to  a  meeting  of  the  Antarctic 
Ti'eaty  nations  in  Lima,  Pein 
next  May. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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What  are 


doing 


N  ^ 


SATURDAY 


WE'RE  PROUD  TO  SAY 

you'll  find  more  than  a  few  similarities  between 
the  average  Saturday  and  the  average  day  in 


ALABAMA 


People  here  are  a  little  friendlier,  traffic  is  a  little  lighter,  the 
seasons  a  little  warnner.  And  much  like  a  Saturday,  this  state 
operates  fronn  a  slightly  different  set  of  priorities,  making 
conditions  perfect  for  just  about  anything.  Case  in  point: 
Mercedes-Benz  chose  Alabama  as  the  place  it  would  produce 
its  new  M-Cla',s  All  Activity  Vehicle  because  our  state  fit  critical 
site  selection  parameters  perfectly  Alabama  offered  an  ideal 
pro-business  environment,  a  solid  infrastructure,  proximity  to 
major  universities,  even  workforce  recruitment  and  training. 
But  the  newcomers  quickly  realized  there  was  something  more 
to  this  state.  There  was  a  distinctive  attitude  toward  living  that 
would  prove  to  be  an  important  advantage  to  the  new  opera- 
tion. Alabama  is  a  naturally  beautiful  state  where  people  still 
believe  in  family  honest  work  and  loyalty  Those  values  have 
translated  to  an  enviable  way  of  life  and  a  refreshing  change 
for  a  lot  of  people  who  now  call  Alabama  home.  We'd  like 
you  to  see  things  from  their  point  of  view. 


ihe  movement  iof  raaa  ^, 


Us.  — ,  ,  . 


MERCEDES-BENZ  AND  SUPPLIERS  WITH  ALABAMA  OPERATIONS 

pmiOP  TIRE  CORPORATION  | 

 REHAU  INDUSTRIES  \ 

OQIHARA  AMERICA  CORPORATION  | 
ORIS  AUTOMOTIVE  PARTS  AL,  LTD  | 
Zf  INDUSTRIES  INC  I 


BECKER  GROUP  INC 


rT 

\            lOHNSON  CONTROLS  INC  | 

T 

\                     ARKAY  PLASTICS  | 

^         DflPH/  PACKARD  ELECTRIC  \ 

f    r/ftf  AND  WHEEL  ASSEMBLY.  INC  | 

WORKING^ 

>  together. j 

(^Playing  < 

^OGETHER^ 

•  Re/iau  Industries,  a  German  polymer  manufacturer,  supplies 
front  and  rear  bumpei  systems,  as  well  as  other  parts  for  tlie  new 
Mercedes  Ivl-Class  vefiicle  Many  of  the  vehicle  components  shipped 


to  Mercedes  from  its  386,000  square  foot  plant  in  Cullman,  Alabama  arrive  fully  assembled 


•  Complete  seat  and  overhead  systems  for  the  Mercedes  M-Class  vehicle  are  produced  and 
supplied  by  Johnson  Controls,  which  recently  began  operation  of  a  new  60, 000  square 
foot  facility  in  Cottondale,  Alabama  Like  all  Mercedes  suppliers,  Johnson  Controls 
utilizes  a  "just  in  time,  just  in  sequence"  production  method 


"A 


•  German  manufacturer  ZF  Industries  produces  complete  front 
\     and  rear  axle  systems  for  the  M-Class  Its  new  $20  million 
Tuscaloosa,  Alabama  facility  now  employs  about  200  people 
largely  recruited  and  trained  byAlabama  Industrial  Development 

Training  (AIDT) 


As  Mercedes-Benz  U.S.  International  began  nnaking  plans 
for  start-up,  the  German  autonnaker's  first-tier  parts  suppliers 
scrambled  to  begin  operations  of  their  own  in  the  Southeast. 
Most  were  unprepared  for  the  high  quality  of  the  workforce 
and  the  sheer  amount  of  cooperation  they  found  in 
Alabama.  Perhaps  most  impressive  was  the  effectiveness 
of  Alabama  Industrial  Development  Training  (AIDT),  the  state 
program  that  works  with  industries  starting  up  or  expanding 
within  Alabama  to  provide  recruitment  and  employee  training. 
Johnson  Controls'  Howard  Whisenant  talks  about  the 
Alabama  workers  hired  through  AIDT:  "They've  done  an 
excellent  job.  We  are  very  pleased  with  the  people  we've 
hired  and  the  job  they're  doing  as  we've  worked  toward  the 
goal  of  getting  our  plant  up  to  full  speed  to  begin  supplying 
Mercedes.  The  work  ethic  is  very  good'.'  Another  thing  the 
freshly  transplanted  residents  didn't  expect?  Their  new 
Southern  locale  turned  out  to  be  one  of  the  most  inviting 
places  to  live  and  play  many  of  them  had  ever  seen. 
Rehau  Industries'  Sung  Yang  offers  this: 
"The  highways  are  full  of  trees!  Every  time  you  get  on 
a  highway,  it  looks  like  you're  going  on  vacation... 
I've  started  playing  golf,  and  I'm  getting  addicted  to  it." 
ZF  Industries'  Project  Manager,  Robert  Paton,  says  his 
family  also  enjoys  Alabama's  recreational  opportunities. 
"The  number  of  things  to  do  here  is  incredible.  The  leisure 
activities,  the  sports  and  clubs. ..we've  been  to  the  Space 
and  Rocket  Center  three  or  four  times-the  kids  loved  it." 


-k^  MERCEDES-BENZ  U  S  INTERNATIONAL 


People  here  are  so 
WARM 


As  the  team  member  responsible  for  maintaining  the 
Mercedes-Benz  fleet  of  M-Class  press  vehicles,  Pforzheim, 
Germany  native  and  Alabama  transplant  Arthur  Rieger  has 
stayed  busy  since  he  joined  the  Mercedes-Benz  U.S. 
International  operation. 


FRIENDLY. 


My  family  and  I  felt  right  at  home 
IIVIIVIEDIATELY. 


ff 


-  Arthur  Rieger,  Mercedes-Benz  U.S.  International 


many ' 


But  everybody  eventually  gets  time  off,  and  he  and  his 
family  found  Alabama  to  be  more  than  they  anticipated. 
Says  Rieger,  "There  are  so  many  things  to  do  if  you  want 
to  go  out,  and  at  the  same  time  it  can  be  very  peaceful  if 
you  want  to  relax."  Arthur's  family  was  also  surprised  by  the 
natural  beauty  here.  "The  beaches  are  very  nice.  Gulf 
Shores  is  beautiful.  I've  been  to  France,  Spam  and  Africa, 
and  I've  never  seen  white  beaches  like  Alabama's."  He's 
right.  We're  home  to  some  of  the  most  beautiful  beaches 
in  the  world,  as  well  as  the  lush  green  of  the  Appalachian 
foothills  and  the  cosmopolitan  swagger  of  major  cities.  It's 
a  place  with  tropical  springs  and  summers,  blazing  fall 
foliage,  even  the  occasional  winter  snow.  In  short,  Alabama 
IS  gorgeous. 

But  Alabama's  beauty  goes  well  beyond  looks.  It  boasts 
a  cost  of  living  among  the  lowest  in  the  nation,  and  claims 
one  of  America's  leading  centers  for  medical  research,  as 
well  as  several  highly  regarded  schools  and  universities. 
This  IS  easily  one  of  the  more  diverse  places  you'll  come 
across,  and  people  become  accustomed  to  its  awesome 
beauty  and  the  gracious  Southern  lifestyle  which  is  so 
prevalent.  It  certainly  made  an  impression  on  Arthur  Rieger. 
In  his  own  words,  "Living  here  is  very  relaxing,  and  there's 
not  a  lot  of  stress.  My  whole  family  likes  Alabama  very  much." 


IPeople 


:XECUTIVE  SUITE 


LIKE  FATHER,  LIKE  SON 
U  COMCAST 

'hese  days  Brian  Roberts  is  making  megadeals  of  his  own 


'he  details  had  all  been  set. 
On  a  May  evening  last  year 
in  Redmond,  Wash.,  Comcast 
Corp.  President  Brian  L. 
oberts  had  just  nailed  a  deal  for 
icrosoft  Corp.  Chairman  William 
.  Gates  III  to  invest  $1  billion  of 
s  company's  money  in  Comcast, 
ut  as  Roberts  was  finalizing  the 
ansaction,  he  picked  up  the  phone 
call  his  dad,  Comcast  founder  and 
lairman  Ralph  J.  Roberts.  "I  wanted 
'  tell  him  we  got  it,"  Roberts  says. 
iut  I  also  wanted  to  get  his  0.  K." 
That  conversation  says  much  about 
nan  Roberts.  He  has  worked  for  his 
ther  for  17  years,  the  past  eight  as 
omcast  president.  Over  time,  Roberts, 
I,  has  emerged  from  his  father's  shad- 
V  to  become  a  savvy  dealmaker  and 
dustry  leader  in  his  own  right.  But 
though  he  now  pretty  much  rans  the 
low,  the  younger  Roberts  continues  to 
1  ily  on  his  dad's  counsel  at  critical  junc- 
ires.  "My  father  has  the  golden  gut," 
lys  Brian.  "When  you  have  those  mo- 
ents  of  'I  don't  know,'  that's  when  my 
ther  is  spectacular." 


Fortunately 
for  Comcast,  Brian  seems  to  be  de- 
veloping a  pretty  good  gut  liimself.  And 
he'll  need  it.  With  the  cable  industry 
undergoing  sweeping  changes,  and 
Ralph  Roberts,  now  78,  pulling  back, 
Brian  is  coming  into  his  own  at  a  time 
of  dizzying  realignment  witliin  the  in- 
dustiy.  Cable  companies  are  rashing  to 
deliver  a  huge  aiTay  of  offerings  from 
video  to  data  to  phone  sei"vice  as  they 
face  stepped-up  competition  from  popu- 
lar satellite  services  and,  in  some  mar- 
kets, telephone  companies  themselves. 


And  if  it  comes  off  as  planned,  the 
pending  merger  of  at&t  and  cable  giant 
TCI  Group  will  only  heighten  the  pres- 
sure on  Comcast  and  other  independent 
cable  companies  to  pierce  new  markets. 
Says  Robert  P.  Norcross,  a  vice-presi- 
dent at  Mercer  Management  Consult- 
ing: "This  isn't  an  easy  horse  to  ride." 

So  far,  the  younger  Roberts  seems 
to  be  holding  on  just  fine.  His  deal  with 
Bill  Gates  has  helped  Comcast  speed 
up  a  thi-ee-year,  $1.5  biUion  upgrade  of 
its  cable  systems  and  accelerate  the  am- 
bitious rollout  of  new  services  includ- 
ing digital  TV  and  Intemet  access.  That 
puts  Comcast  squarely  at  the  techno- 
logical forefront  of  the  industry. 
HOT  PROSPECTS.  Roberts  is  also  working 
haixl  to  bolster  Comcast's  position  in  its 
traditional  cable  business,  where,  with 
5.5  million  subscribers  in  markets  fi"om 
Philadelphia  to  Sacramento,  it  is  still 
dwarfed  by  rivals  such  as  Time  Warner 
Inc.  But  the  Microsoft  deal  has  allowed 
Roberts  to  move  swiftly,  as  in  his  re- 
cent $700  million  deal  to  acquire  a  con- 
trolling stake  in  Jones  Intercable  Inc. 
and  its  state-of-the-art  systems  in  mar- 
kets such  as  Washington,  D.  C.  "I  look  at 
Brian  as  the  next  trae  leader  in  the  in- 
dustry," says  William  T.  Schleyer,  fonner 
president  of  cable  operator  MediaOne 
Group  and  now  a  private  investor. 

EARLY  START 

A  precocious  kid,  Roberts  read 
The  Wall  Street  Journal  in  high 
school  and  spent  summers 
learning  the  ins  and  outs 
of  his  dad's  company 

Already  in  the  wireless  phone 
business,  Roberts  is  now  reposi- 
tioning Comcast  to  be  an  up-and- 
coming  telecom  competitor  as  well 
as  a  potentially  powerful  player 
in  entertainment.  Eai'lier  this  year, 
he  lured  one  of  Walt  Disney  Co.'s 
top  execs,  Steve  Burke.  Indeed, 
signing  up  Burke,  a  marketing 
guru  on  whom  Roberts  is  count- 
ing to  bumish  the  Comcast  brand,  was 
a  huge  coup.  After  building  up  the  pop- 
ular Disney  Store  chain  and  helping  to 
turn  around  Euro  Disney,  Burke  was 
on  the  fast  track  at  Disney  and  in  the 
running  to  become  president  under 
Chairman  Michael  D.  Eisner.  But 
Roberts  sold  Burke  with  his  conviction 
about  Comcast's  hot  prospects.  "Most 
people  thought  I  would  never  leave  Dis- 
ney," says  Burke.  "I  was  even  surprised 
myself.  It  was  really  Brian." 

The  fouith  of  five  children,  Brian  was 
a  strong-willed  kid  who  always  knew 
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People 


We're  local,  coast  to  coast, 
in  newspapers... 
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he  wanted  to  work  in  the  family  busi- 
ness. Hypercompetitive  and  an  avid  ath- 
lete, Roberts  was  crushed  when  he  was 
cut  from  his  junior  high  school  basket- 
ball team  because  he  was  too  short.  But 
he  didn't  mope  around.  Instead,  he  in- 
sisted that  his  mother,  Suzanne,  a  for- 
mer actress  and  now  a  child  therapist. 
Lake  him  to  a  doctor  to  see  if  anything 
could  be  done  to  speed  up  his  growth, 
according  to  his  dad.  Brian,  who  says  he 
doesn't  remember 
?oing  to  see  a  doc- 
tor, later  grew  to  a 
iean  6  feet  2  inches. 

A  precocious  teen, 
le  read  The  Wall 
Street  Journal  in 


BRIAN  ROBERTS 

BORN  1959,  Philadelphia. 

EDUCATION  B.S.,  1981,  in 
finance,  from  the  University  of 


promising  offers,  including  one  from  an 
investment  bank  and  the  likelihood  of 
another  from  Goldman,  Sachs  &  Co.,  af- 
ter graduating  from  Wharton  in  1981. 
"He's  out  of  school,  and  he's  hanging 
around,  and  he  won't  go  to  these  inter- 
views. Finally  he  says,  'You  are  reject- 
ing me.  You  aren't  getting  any  yoimger, 
and  I'd  like  to  have  a  few  years  where  I 
can  work  with  you.'  I  said,  '0.  K.,  Brian, 
you  can  start  tomorrow.' " 

Since  that  mo- 
ment, by  all  accounts, 
father  and  son  have 
evolved  into  an  ex- 
tremely close-knit 
team  as  Ralph  gi"ad- 
ually  readied  his  son 


ligh  school.  "He     P5!^"M^A"J^'.^^J^A'^_°"_^^^^^^^  to  ran  the  company, 

questioned  almost 
everything  and  tend- 


TEENAGE  PASSION  Playing  the 
stock  market. 


"Their  relationship  is 
one  of  the  most  un- 


id  to  believe  ideas  he    usual  I've  seen,"  says 


latched  himself,"  says 
Edwin  Probert,  Bri- 
m's English  teacher, 
fascinated  by  the 
itock  market,  Brian 
)ccasionally  dropped 
n  on  his  private 
ichool's  financial  ad- 
ninistrator  to  ask 
ibout  investments.  In 
:ollege,  his  zest  for  fi- 
lance  gi'ew.  "He  was 
alking  about  covered 
)ptions  and  all  sorts 
)f  complicated  trades 
iven  as  a  freshman," 
;ays  Peter  Mon- 
tghan,  co-captain  of 
he  squash  team  with 
ioberts. 

)UMBFOUNDED.  As  a 

'oungster,  Roberts 
iften  tagged  along 
vith  his  father  at 
vork.  And  he  spent 


WHY  HE  WENT  TO  WORK  FOR 
HIS  DAD  RIGHT  AWAY  "There's 
a  40-year  gap  between  my  dad 
and  myself.  Why  miss  several 
very  good  years  learning  and 
having  fun  working  with  him  at 
the  company?" 

HOW  THEY  SHARE  POWER 

"I'm  not  going  to  make  a  big 
decision  without  checking  with 
my  father.  On  the  other  hand,  he 
would  say  this  is  Brian's  compa- 
ny. It's  a  partnership." 

BIGGEST  BUSINESS  REGRET 

Investing  only  $5  million  in 
Turner  Broadcasting  in  1987 
when  the  cable  industry  was 
bailing  out  the  then  ailing  cable 
programmer. 

BIGGEST  PERSONAL  COUP 

Member  of  squash  team  that 
won  a  silver  medal  at  Israeli 
Maccabiah  Games  in  1997 


media  dealmaker 
Herbert  Allen.  "I 
think  they  are  equal 
in  their  mutual  re- 
spect for  each  other." 
Ralph  Roberts  puts 
it  this  way:  "The  old- 
er generation  has  to 
be  willing  to  give  up 
some  of  theii'  prerog- 
atives rather  than 
waiting  until  you  are 
six  feet  under" 

After  spending 
three  years  in  the 
field  leaming  every- 
thing about  local  op- 
erations, from  mar- 
keting to  building 
systems,  Brian 
moved  to  Philadel- 
phia headquarters  in 
1984.  In  meetings,  he 
was  like  "a  fly  on  the 
wall,"  recalls  Steven 


ummers  leaming  the   "   Rattner,  deputy  chief 


and  outs  of 
company,  doing 


ns 
he 

lands-on  work  like 
nstalling  cable,  and  discovering  the 
lownside  of  being  the  chairman's  son. 
Vhen  he  was  15,  on  his  veiy  fii"st  day  on 

j  he  job,  his  boss  pulled  him  aside,  saying: 

pl  don't  care  whose  son  you  are;  if  you 
vork  here,  you  ai*e  really  going  to  work." 

Although  the  incident  left  him  shaken,  it 
Irove  home  a  lesson  Roberts  has  yet  to 
brget.  "You  are  always  the  son  of  the 
)oss,"  he  says.  "You  can  either  deal  with 
hat,  or  you  shouldn't  be  there." 

If  Ralph  Roberts  had  had  his  way, 
lis  son  would  have  first  tried  his  hand 

[  lutside  Comcast.  The  elder  Roberts  was 
lumbfounded  when  his  son  passed  up 


FAMILY  Married;  two  daughters 
and  a  son. 


executive  of  Lazard 
Freres  &  Co.  and  a 
longtime  investment 
banker  for  Comcast.  "Brian  spoke  when 
spoken  to  and  defen-ed  to  his  elders," 
says  Rattner.  That  changed  as  Roberts 
gained  experience,  but  he  never  passed 
up  a  chance  to  learn  from  the  pros. 
Schleyer  recalls  a  trip  by  a  number  of 
cable  execs  to  Japan  in  the  eai'ly  '90s  to 
examine  some  new  technologies. 
Roberts,  nudged  by  his  dad,  made  sure 
to  snag  the  seat  next  to  Tele-Communi- 
cations Inc.  CEO  John  Malone.  "They 
spoke  the  entire  flight,  and  no  one  could 
get  a  word  in  edgewise,"  says  Schleyer. 

In  1990,  at  age  30,  Roberts  became 
Comcast's  president.  Ralph  and  Brian 
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split  management  duties,  vwth  Brian  fo- 
cused on  technology  and  programming, 
Still,  it  was  Brian  who  took  the  initia 
tive  to  reach  outside  the  company  for 
fresh  talent.  In  1992,  he  lured  Barry 
Diller  to  run  Comcast's  Qvc  Inc.  home 
shopping  channel  after  Diller  left 
Fox,  though  the  two  eventually  split 
over  Diller's  ill-fated  attempt  to  buy 
CBS  Corp. 

Brian's  stature  grew  when  he  be 
came  chairman  of  the  National  Cable 
Television  Assn.  in  the  mid-'90s,  and 
pushed  for  industrywide  standards 
Then,  he  hit  the  jackpot  with  the  Mi 
crosoft  deal.  Comcast  is  the  single 
largest  investment  outside  Microsoft 
that  Bill  Gates  has  ever  made.  And 
Gates,  feared  as  much  by  his  friends 


"You  are  always  the  son 

of  the  boss.  You  can 
either  deal  with  that,  or 
you  shouldn't  be  there" 


as  his  enemies,  agreed  to  forgo  voting 
shares,  a  rarity  for  him.  The  deal  made 
sense  for  the  software  giant,  long  fms 
trated  by  the  failiu'e  of  phone  and  cable 
companies  to  offer  consumers  high 
speed  hookups  to  the  Internet.  "The 
idea  was  to  spur  investment  in  connec- 
tivity in  the  whole  cable  industry — and 
that  was  quite  successful,"  says  Craig 
Mundie,  senior  vice-president  for  con- 
sumer platforms  at  Microsoft. 

Now,  Brian  Roberts  has  to  keep  up 
with  the  wild  horse  he  helped  unleash 
With  his  four  siblings  pursuing  other 
careers,  Brian  governs  his  family's  80% 
voting  control,  worth  about  $400  mil 
lion.  The  early-morning-to-late-night 
hours,  broken  only  for  dinner  every 
night  with  his  wife,  Aileen,  and  their 
three  children,  aren't  an  issue.  Nor,  it 
seems,  is  his  father's  eventual  stepping 
dowTi.  Ralph,  who  comes  to  the  office 
four  days  a  week,  shares  adjoining  of- 
fices with  Brian,  who  often  pops  in  to 
bounce  ideas  off  him.  But  though  Ralph 
has  no  plans  to  retire,  one  day  Brian's 
fun  "will  be  significantly  diminished 
when  his  dad  isn't  there  to  share  it 
with,"  predicts  his  wife.  That  no  doubt 
will  be  true.  But  Brian  Roberts  is  as 
ready  as  he'll  ever  be  to  ran  his  fa- 
ther's company. 

By  Amy  Barrett  in  Philadelphia 
with  Steve  Hanmi  i)t  San  Mateo  am 
Ronald  Grover  iyi  Los  Angeles 


In  times  like  these, 
where  can  investors 
find  solid  ground? 


INVESIOR' 


Excerpted  results  from 
Prudential's  Investor 
Sentiment  Index,  a  tele- 
phone survey  conducted 
with  444  investors 
August  28-31. 

Many  investors  feel 
we've  entered  a 


{9% 


soy  thol  no  one  con  fore- 
cast what's  going  to  hap- 
pen and  that  the  old  rules 
don't  apply. 

Investors  are  keeping 
a  more  watchful  eye  ~. 

66.2% 

soy  they  ve  been  paying 
more  attention  to  the 
market  today  than  three 
months  ago. 

—  But  they're  not  mak- 
ing drastic  moves. 

89,0% 

say  they  haven  t  mode 
ma|or  changes  m  their 
portfolio  mix. 
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Management 


CONSULTANTS 


VIRTUAL 
MANAGEMENT 


Computer  models 
may  give  execs 
previews  of  how 
decisions  pan  out 

Thor  Sigvaldason  is  late.  As  part 
of  a  novel  consulting  cluster  at 
PricewaterhouseCoopers,  he  is 
supposed  to  be  at  an  important 
client  meeting  at  10  a.m.  But  he  has 
overslept  for  the  ses- 
sion with  a  top  execu- 
tive of  Macy's  East. 

The  other  team 
members  run  through 
their  paces,  and  when 
Sigvaldason  finally  ar- 
rives, 20  minutes  late, 
his  brown  hair  is  still 
wet  from  a  shower. 
He  eases  quietly  into 
the  room,  watched 
only  by  his  boss,  K. 
Winslow  Farrell  Jr., 
45,  whose  face  doesn't 
hide  his  displeasure. 
SCI-FI?  Soon,  though, 
Thor  brings  up  on  a 

computer  screen  what  y.'?'.".   toi-"  for  management- 


A  SHORT  GUIDE 
TO  COMPLEX  SYSTEMS 

COMPLEXITY  THEORY  The 

notion  that  complicated 
behavior  emerges  from  the 
interaction  of  individual  com- 
ponents, each  with  its  own  set 


dent  William  M.  Connell,  is  amused  and 
oddly  pleased,  if  only  because  he  can 
see  that  the  team  is  making  some 
progi'ess  towai'd  an  incredibly  ambitious 
goal:  to  harness  the  emerging  science  of 
complexity,  the  notion  that  complicated 
behavior  emerges  ft-om  the  interaction 
of  many  components,  and  create  a  pow- 
erful new  tool  for  top  executives.  Far- 
I'ell's  team  is  creating  artificial  worlds  of 
evolving,  reactive  software  creatures. 
If  all  goes  well,  the  actions  of  those 
"adaptive  agents"  wall  so  closely  mimic 
human  behavior  that  managers  for  the 
first  time  will  be  able  to  use  them  to 
test   the   impact  of 
their  decisions  before 
implementing  them  in 
the  real  world. 

The  stuff  of  science 
fiction?  Well,  it  may 
seem  a  bit  far  out  and 
abstract.  Some  of  Far- 
rell's  own  colleagues 
within  Pricewater- 


?!  !^1.^A!^.3_IS^'_^A  ^^^^^l^L  _  _     houseCoopers  think  his 


ADAPTIVE  AGENTS  Peo 

pie"  created  within  a  software 
program  who  modify  their 
behavior  and  make  decisions 
in  response  to  the  environ- 
ment that  programmers  create 
around  them 


Emergent  Solutions 
Group  is  overreaching, 
trying  to  invent  some- 
thing out  of  a  pop-sci- 
ence movement.  But 
Farrell  sees  it  as  the 
ultimate  "flight  simula- 


has  taken  the  team 
1,800  hours  to  con- 
stmct.  It  shows  awk- 
ward blocklike  figures 
roaming  about  a  cr-ude  layout  of  a  de- 
partment store.  The  idea  is  to  simulate 
how  real  shoppers  actually  operate  in  a 
store.  But  like  bumper  cars  at  a  caiTii- 
val,  the  little  figures  bounce  off  the  blue 
walls.  Explains  Farrell:  "We  haven't 
built  certain  rules  into  their  brains  yet, 
and  they  have  primitive  vision." 

The  client,  Macy's  group  vice-presi- 


CYBER-BIOENGINEERING 

Transferring  human  character 
istics  to  the  adaptive  agents 


and  his  finrr  appears  to 
be  the  furthest  along 
of  several  consultants 
vying  to  take  the  con- 
cept out  of  the  laboratory  and  turTi  it 
into  a  commercial  business.  A  handful  of 
corporatioas  ar"e  each  betting  hundreds  of 
thousands  of  dollar's  that  Farrell  can  suc- 
ceed. If  he  does,  Price waterhouseCooper-s 
expects  the  tool  could  be  used  in  a  broad 
range  of  consulting  assigrrments,  gener- 
ating millions  in  revenues  over  the  next 
three  to  five  years. 


Farrell  is  trying  to  create  a  vir-tii. 
world  where  executives  could  safely  te; 
hunches,  run  scenarios,  and  preview  thBin,! 
impact  of  big  and  small  decisions- 
without  major  investments,  public  en 
barrassments,  and  competitive  backfire  jlj 
Macy's,  for  example,  is  hoping  the  cor 
puter  model  will  help  it  figure  out  sue 
things  as  wher-e  to  place  cash  registei  :  ^ 
and  ser'vice  desks  to  impr'ove  sales. 
"A  SYNTHETIC  PUBLIC."  The  retailer  e: 
pects  a  wor-king  product  by  the  end 
the  year.  "If  we  can  successfully  do 
the  implications  are  enormous,  in  tern 
of  time  compression,  cost,  and  reput 
tion,"  says  Connell.  "You  can  run  a  di 
in  minutes  and  a  month  in  hours.  Y( 
could  see  whether  investments  are  lik 
ly  to  pay  off  or  not.  And  if  you  make 
WT'ong  decision  in  the  model,  you're  on 
dealing  with  a  synthetic  public,  not  tl  >  > 
real  world." 

Much  is  riding  on  the  team  and  tl 
project.  Before  merging  with  Price  W 


The  simulations  could  allow  execs  to  safely  test  hunches 


an 
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:1IGHT  SIMULATOR'  CREW 
handful  of  corporations  are  each 
jtting  hundreds  of  thousands  of 
)llars  on  Farrell  (front)  and  his 
am  at  PricewaterhouseCoopers 

rhouse  two  months  ago,  Coopers  & 
'brand  invested  millions  of  dollars  on 
is  cutting-edge  dream  in  hopes  that 
B  investment  would  help  differentiate 
consulting  practice  from  a  vast  array 
competitors.  Strong  in  information 
ihnology,  it  wants  to  land  more  high- 
^el  strategic  work.  "It's  a  way  to  gain 
spect  and  attention  in  the  chief  exec- 
ve  offices  and  the  boai'drooms  where 
!  haven't  played  before,"  says  .John 
Jacobs,  global  deputy  leader  for  man- 
sment  consulting  services.  "If  we  be- 
i  getting  good  predictions  out  of  it, 
i 're  going  to  have  a  lot  of  new  cUents 
I'ocking  on  our  doors." 


For  years,  management  has  sought 
to  harness  the  power  of  econometrics 
and  technology.  Operations  research  and 
linear  programming,  however,  rarely 
won  the  attention  of  the  ceo  because 
they  were  so  esoteric  and  difficult  to 
grasp.  Farrell's  group  is  hoping  that  the 
ability  to  see  decisions  acted  out  on  a 
computer  screen  will  greatly  help  sell 
the  idea  in  the  executive  suite.  Others 
agree.  "American  management  is  nu- 
merically illiterate,"  insists  Michael 
Schrage,  a  technology  consultant  and 
author.  "Instead  of  selling  equations, 
they  are  selling  pretty  pictiu-es.  Visual- 
ization is  the  maniage  of  mathematics 
and  marketing." 

MOVIEGOiNG  CLONES.  The  potential  is 
great.  Among  othei-s,  Citicoi-p,  Coca-Cola, 
Shell  International  Petroleum,  and  Texas 
Instimments  have  been  sponsoring  re- 
search into  the  field  of  complexity  at  the 
Santa  Fe  Institute  in  New  Mexico,  the 
foremost  think  tank  on  this  nascent  sci- 


ence. Already,  FarreU's  work 
has  attracted  more  than  half 
a  dozen  clients  who  are  con- 
vinced of  the  commercial  ap- 
peal of  using  artificial  life 
and  complexity  theory  to 
build  these  simulations. 

U  S  West,  for  example, 
is  hoping  Farrell  can  cre- 
ate a  model  to  predict  how 
its  competitors  and  cus- 
tomers would  react  to  dif- 
ferent pricing  plans  and 
promotions.  For  a  major  en- 
tertainment company,  his 
group  has  created  40,000 
mo\iegoing  agents — cloned 
from  a  survey  of  actual 
moviegoers — to  help  exec- 
utives determine  the  best 
way  to  market  and  distrib- 
ute films.  Farrell  says  that 
the  model  is  up  and  work- 
ing, forecasting  fii-st-week 
box-office  receipts  at  accu- 
racy rates  of  more  than 
30%  better  than  traditional 
forecasting  methods  that 
rely  on  historical  records. 

But  Farrell,  a  fomner  sci- 
entist at  Caltech's  Jet 
Propulsion  Laboratory,  has 
a  long  way  to  go  before  he 
and  his  team  can  broadly 
transform  the  way  compa- 
nies plot  strategies,  plan 
products,  and  mai'ket  goods 
to  consumei-s.  "We're  trying 
to  bend  metal  here,"  says 
Farrell,  who  joined  Coopei-s  &  Lybrand 
12  years  ago  after  earning  an  mba  from 
Columbia  University.  "We're  trying  to 
apply  theory  to  the  real  world.  It  re- 
quires some  heavj'  Ming." 

The  skeptics  say,  moreover,  that  any 
computer  model  is  only  as  good  as  the 
assumptions  plugged  into  it.  "As  you 
get  more  complex  systems,  your  ability 
to  untangle  the  core  assumptions  be- 
comes more  complicated,"  says  EOeen  C. 
Shapiro,  author  of  Fad  Surfing  in  the 
Boardroom .  "This  could  be  useful,  but 
only  if  it  is  used  an  an  aid  to  thinking 
and  not  a  replacement  for  thinking." 

To  pull  it  off.  Farrell  has  put  togeth- 
er an  eclectic  bunch  of  brainy  misfits 
and  rebels  who  quietly  labor  in  the  but- 
ton-down culture  of  a  highly  conserva- 
tive accounting  fii'm.  It's  a  group  of  22 
people  you'd  more  likely  find  in  Silicon 
Valley  than  on  the  thh-d  floor  of  a  New 
York  skyscraper  on  Sixth  Avenue. 
The  core  group  of  thirtysomething 


larios  without  major  investments-and  embarrassments 


Management 


brainpower  includes  Robert  Bernard, 
31,  whose  resume  shows  degi'ees  from 
Princeton  University  in  psychology  and 
from  the  University  of  Michigan  in  ur- 
ban planning;  Radoslaw  "Radek"  Za- 
peil,  31,  an  intense  Polish  mathemati- 
cian; Wei  Lin,  31,  a  former  staff 
sergeant  in  the  Taiwanese  mihtary  po- 
hce  who  has  a  PhD  in  electrical  engi- 
neering; and  George  M.  Janes,  32,  a 
self-described  "classic  data  geek,"  called 
"the  stable  boy"  by  his  colleagues  be- 
cause he  maintains  the  agent  popula- 
tion in  several  simulation  models. 
ARROGANT  EGGHEAD?  Like  Sigvaldason, 
31,  whose  forte  is  visualization,  many 
are  unaccustomed  to  working  in  a  cor- 
porate setting  where  they  have  to  at- 
tend meetings  on  time,  wear  suits,  and 
keep  their  hair  neatly  trimmed.  Until 
several  women  joined  the  group,  a  cou- 
ple of  team  members  would  show  up 
for  work  in  flannel  shirts,  jeans,  and 
hiking  boots,  then  strip  in  the  lab  to 
slip  into  suits  for  meetings. 

In  the  windowless  lab  room,  it's  not 
unusual  for  profanity  to  be  heard  in  an 
an-ay  of  languages.  The  work  is  often 
long  and  tedious.  Sometimes,  team 
members  toil  until  the  wee  hours  of  the 
morning  to  debug  some  software  or 
meet  a  client  deadline.  Wei  says  his  wife 
often  scolds  him  for  coming  home  late, 
and  he  wonders  whether  his  nearly  2- 
yeai-old  son  recognizes  him.  But  they're 
a  passionate  group,  driven  by  their  de- 
sire to  do  pioneering  work.  "This  is  not 
just  a  toy  world  in  academia,"  says 
Bernard,  who  came  aboard  as  Fairell's 
first  employee  in  1995  wearing  a  pony- 
tail  and  an  undersized  charcoal-gray 
suit.  "We're  pushing  the  envelope." 

Fairell  knows  how  it  feels  to  be  an 
outsidei'.  Wlien  he  was  iiyy  for  partner  at 
Coopers  &  Lybrand  in  1993  after  lead- 
ing multimillion-doUai'  reengineering  as- 
signments at  both  AT&T  and  Nynex,  he 
was  rejected  by  some  as  an  airogant 
egghead.  Several  of  the  fu-m's  old-line 
accounting  partners  could  hardly  un- 
dei"stand  what  FaiTell  was  talking  about 
when  he  spoke  of  "adaptive  agents"  and 
"cyber-bioengineering,"  a  term  Farrell 
uses  to  describe  the  creation  of  his  com- 
puter agents.  With  the  help  of  consult- 
ing cliief  Jacobs,  Fairell  overcame  their 
skepticism  to  win  partnership  status. 

It  was  while  managing  the  Nynex 
project  that  Fairell  stumbled  onto  the 
then-emerging  field  of  complexity.  Seek- 
ing new  ways  to  better  organize  the 
telephone  company,  he  flew  out  to  the 
Santa  Fe  Institute  and  met  with  some 
of  the  field's  leading  thinkers.  Farrell 
returned  mesmeiized  by  the  possibility 
of  applying  their  theories  to  business. 


WHAT  MACrS  HOPES  TO  GAIN 

Consultants  Iris  Ginzburg ,  Anita 

Shieh ,  and  Thor  Sigvaldason 
( above)  have  created  an  elaborate 
co  mputer  model  of  a  Macy's  store 
filled  with  hundreds  of  "synthetic" 
shoppers.  By  watching  how  they 
interact,  the  retailer  hopes  the  S'ys- 
tem  will  allow  it  to  make  risk  free 
decisions  such  as: 

■  The  number  of  salespeople 
needed  in  each  store  department 
to  maximize  profits 

■  How  to  turn  browsers  into  shoppers 

■  Where  to  locate  service  desks 
and  cash  registers  to  increase  sales 

With  others,  he  developed  in  1994  a 
software  simulation  called  TeleSim,  a 
primitive,  stripped-down  precursor  to 
the  computer  models  he  is  now  building. 
A  year  later,  he  gained  funding  from 
Coopers  to  launch  his  group. 

Modeling  complex,  adaptive  systems 
that  mimic  the  marketplace  is  tough 
work.  The  team  spends  thousands  of 
hours  writing  computer  code  to  embed 
humanlike  properties  in  the  intelligent 
agents  they  create.  The  agents  are 
modeled  on  consumer  research  sui-veys 
and  databases  of  information.  The  vir- 
tual customers  in  Macy's  model  will  be 
given  characteristics  such  as  sex,  age, 
how  much  they  buy,  and  when,  from 
credit  records  and  thousands  of  pages 
of  cash  register  data  from  eight  Macy's 
stores. 

Farrell  and  others  believe  that  by 
making  these  agents  react  to  each  other. 


they  wiW  provide  more  predictive  re 
suits.  "The  value  of  this  interaction  i- 
that  you  can  build  in  much  more  real 
world  behavior,"  says  W.  Brian  Arthui'. 
preeminent  guru  in  the  field  who  re  , 
cently  joined  Farrell's  team  from  the 
Santa  Fe  Institute.  "It's  like  chemicald 
reacting  in  a  test  tube.  You  can  hav^ 
atoms  tumbling  around,  meeting  eacl] 
other,  interacting,  and  interleaping,  anq 
all  that  kind  of  thing." 
GLITCHES.  Still,  it's  easy  to  overlool 
things  humans  take  for  granted — and 
that  may  be  the  biggest  hurdle  Farrell 
faces  in  creating  a  practical  manage! 
ment  tool.  In  an  early  iteration  of  tha 
model  built  for  the  entertainment  com! 
pany,  almost  all  the  agents  rushed  oui 
to  see  a  movie  in  its  fu'st  week.  Thi 
reason:  The  consultants  failed  to  account 
for  whether  the  agents  had  enougl] 
leisure  time  to  go  to  the  movies. 

Or  consider  the  complications  of  ere  J 
ating  a  make-believe  Macy's.  At  pre| 
liminary  design  meetings,  Farrell  and 
team  assigned  to  the  Macy's  projec  k'- 
wonder  what  impact  a  sales  associate'i 
age,  gender,  length  of  service,  am 
salary  might  have  on  consumer  sales 
Or,  how  to  factor  in  the  different  de 
mographics  for  Macy's  Herald  Squan 
store  in  New  York  and  a  mall  store  ii 
White  Plains,  N.  Y. 

If  Fairell's  team  can  dehver  on  thi 
promise  of  these  new  concepts,  the.' 
will  likely  give  biith  to  a  new  and  pow 
erful  management  tool  that  could  changi 
the  way  executives  manage  their  com 
panies.  But  they  have  many  dauntinji 
hiu-dles  to  overcome — starting  with  th' 
need  to  show  up  on  time  for  those  clien 
presentations. 

By  John  A.  Bynie  in  New  Yor\ 
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On  the  road 
On  the  ball 
On  the  phone 
But  always  on 


And  you'll  find  the  right  attitu 


by  Sheraton.  Because  we  provide  the  thi 
Job  done,  like  quality  AT&T  in-room  communicati 
productivity.  Plus  essentials  like  a  restaurant,  room 
service,  meeting  rooms  and  a  fitness  center.  All  i 

(for  less  than  you'd  expect.  And  when  you  join 
Sheraton  Clu^nternational,  you  can  earn 
i  more  frequ  Jfctraveler  miles.  To  join  call 
K  1  -SOO-IH^LUB  (2582)  in  the  US  or 

H  ^^^hI^'       reservations  call 

■  ^^800-325-3535,  your 


travel  professional  or  click 


www.fourpoints.corn 


enhance 


Restaurant 


—      Now  when  you  switch  your  Residential  Long  Distance  service  to  AT&T,  you'll  receive  1,000 

„  Bonus  Miles  in  Sheraton  Club  International  (SCI),  our  frequent  guest  program.  Plus  you  can  lool< 

~  forward  to  an  additional  ClubMile  for  every  dollar  you  spend  on  qualifying  AT&T  calls.  All  of  which 
ATBT      can  add  up  to  a  free  hotel  stay  in  no  time.  Just  call  1-800-288-2662  ext.  50231  for  details. 


Room  Service 
Fitness  Center 

Four  Points 

H  0  T  E  L  S  ; 


Sheraton 

For  reservations 
call  1'800-325-3535 


ill  within  your  reach. 


'  AT&T  IS  the  long  distance  carrter  'or  ihe  majority  ol  Four  Points  Hotels,  ©1998  ITT  Sheraton  Corporatio 


tadio  cassette  recorder 


r^fftor  Of  K«j  o«»,  (;f^^ 
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ADVERTISING 


BILLBOARDS  AREN'T 
BORING  ANYMORE 

Going  digital  has  sent  costs  down  and  creativity  way  up 


You  would  tliink  Los  Angeles  com- 
mutere  hatl  seen  it  all.  But  last  May, 
a  14-stoiy  building  with  a  hole  in  it 
stopped  ti-afBc  on  the  eight-lane  405 
freeway.  Turns  out  the  patch  of  sky  blue 
in  the  center  of  the  office  building  was  an 
illusion— the  latest  in  outdoor-advertising 
wizai'chy  Walt  Disney  Co.,  pi-omoting  its 
summer  action  movie  Anmgeddon,  had 
ordered  the  mock  hole  to  simulate  the 
path  of  a  meteor.  Traffic  officials  were 
not  amused.  Disney  took  it  down. 

Outdoor  ads  are  attracting  more  than 
commuter  attention.  Tlie  industry  that 
was  once  the  low-rent  cousin  to  network 
TV  and  other  livelier  media  is  enjoying  a 
I'enaissance.  Lower  costs,  faster  technol- 
ogy, and  a  surge  of  creativity  have 
pushed  outdoor — that's  eveiything  fi-om 
billboai'ds  to  bus  shelters — into  renewed 
prominence.  "It's  ironic.  Scribbling  a  mes- 
sage on  a  wall  has  to  be  the  very  fii'st 
form  of  advertising — back  to  the  cave- 
man. Yet  here  it  is  again  as  the  latest 


hoopla,"  says  Jack  Ii-ving,  media  chi'ector 
for-  Saatchi  &  Saatclii  Advertising  World- 
wide's  New  York  office. 

Indeed,  fueled  by  scorching  demand 
from  heavyweight  national  clients  such  as 
Sony  and  Microsoft,  outdoor  ad  revenues 
are  hitting  new  heights.  With  double- 
digit  gi'owth  exjjected  this  yeai;  the  Out- 
door Advertising  Assn.  thinks  spending 
will  exceed  $2  billion.  That  vnll  best  last 


BACK  ON  THE  BOARDS 


AMERICA  ONLINE 


Bought  its  first  outdoor  ad  this 
summer,  sticking  its  logo  on  New  York  City  buses 


PENNZOIL 


Returned  to  outdoor  advertising,  lured 
by  a  CBS  package  deal  including  network,  cable, 
radio,  and  nationwide  billboard  spots 


CALIFORNIA  MILK  BOARD 


Found  that  a  billboard 
near  the  Golden  Gate  Bridge  delivers  more  eyeballs 
than  a  Seinfeld  rerun  at  the  same  price 


TIMES  SQUARE:  Campaign& 
can  he  created  in  days 

year's  gains  of  roughly  9% 
and  it's  leagues  away  from  tb 
1%  boost  the  industry  sa 
back  in  1990. 

Much  of  the  gain  stem; 
from  improved  technology, 
which  is  allowing  outdoor  ad 
vertising  to  compete  in  tb 
frenetic  mai'keting  climate  ol 
the  '90s.  As  recently  as  fiv^ 
yeai's  ago,  companies  such 
Ackeriey  Group,  a  Seattle 
based  outdoor  ad  seller,  used 
skilled  human  artists  to  ere 
ate  billboard  ailwork.  These 
days,  the  biggest  players  cre- 
ate art  digitally.  As  a  result, 
the  time  needed  to  get  a  cam- 
13Hign  up  and  ranning  on  mul- 
tiple billboards  has  been  cut 
ft'om  a  month  to  days.  "That 
abOity  has  transfoiTned  our  in-l 
dustiy,"  says  Chins  Ackeriey 
vice-president  for  mai'keting. 
It  has  also  set  the  stage  for  an  uiflux 
of  creativity.  With  designers  able  to 
di-eam  up  projects  that  would  have  been 
impossible  to  build  a  few  years  ago, 
host  of  head-tuiTiing  billboards  ai-e  cro; 
ping  up  in  major  cities.  In  New  Yor] 
City,  fake  fir  trees  appeal"  to  gi'ow  out  o: 
Poland  Spi-ing's  billboard.  Meanwhile 
Dayton  Hudson  Coi-p.  has  pui'chased  ai 
series  of  exotic  boai'ds  over  the  last  tw 
yeai's,  including  one  for  Valentme's  Da; 
candy  which  wafted  a  mint  scent  fo: 
blocks  in  downtovm  Minneapolis.'Ybu 
go  for  the  big  idea,"  says  Irving.  "Yoi 
can  stai-t  with  an  ad  and  make  it  an  at- 
traction." 

BIG  NAMES.  There's  another  powerfu] 
ku'e  for  advertisers:  lower  cost.  Compul 
er  printing  of  outdoor  ads  has  slashed 
costs  by  approximately  10%.  That's  on^ 
reason  the  Calitbmia  Milk  Boaixl  has  run 
more  than  400  bUlboards  to  promote  the 
state's  cheeses.  The  costs,  says  the  state's 
ad  agency,  McCann-Erickson  Worldwide 
ran  an  estimated  $5  to  $6  per  1,000  view- 
ers— about  half  what 
newspaper  ad  wouli 
cost.  Lynne  Scott,  ai 
associate  media  dii'ecti  i 
at  McCann,  says  th;i 
for  $20,000— the  cost  oltjj 


a  30-second  spot  on 
Seinfeld  rerun — she 
purchased  weeks  ol 
publicity  with  a  bill 
board  at  the  base  of  the| 
Golden  Gate  Bridge 

Such  advantages  arel 
drawing  some  of  the| 


86  BUSINESS  WEEK  /  SEPTEMBER  21,  1998 


Finding  the  right  solution 
means  looking  beyond  the 
obvious.  Examining  things 
more  closely.  Questioning 
appearances. 

SG  Cowen  enables  you 
to  do  all  that  and  more. 
We're  a  proven  firm — with  a 
broadened  array  of  financial 
solutions— focused  on  the 
needs  of  companies  in  such 
select  growth  industries  as 
technology;  healthcare; 
communications;  and  media 
and  entertainment.  Our 
tradition  of  research 


excellence  means  we  fully 
understand  the  trends  and 
dynamics  that  affect  your 
bottom  line. 

By  drawing  on  our  proven 
expertise  in  equity  and 
debt  capital  raising,  M&A  . 
services,  leveraged,  project' 
and  structured  finance,  We'll 
provide  you  with  not  just  a 
solution— but  the  solution. 

SG  Cowen.  Our  focus  helps 
you  clarify  appearances. 
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ardroom  from  halfway  around  the  world.  In  short,  working  with  UUNEl  the  world's 
ist  innovative  Internet  communications  company,  means  doing  business  better, 
'Aer  and  more  efficiently  So  call  1 888  886  3826,  or  visit  www.info.  uu.net/communicate 
r  more  information.  And  discover  how  we're  helping  unite  the  world  of  business. 


W  a  R  I-  D  C  D  M  COMPANY 


How  do  other 
companies  compensate 
their  best  people? 


A  new  nationwide  study  provides 
in-depth  information  on  how 
other  companies  are  structuring 
their  compensation  and  benefit 
programs  for  top  executives. 


Visit  our  Web  site  for  a  preview. 
www.mfin.com 


M  Financial  Group 

205  SE  Spokane  St.  Portland, OR  97202 
503  232-6960     Fax:  503  238-1621 


Child-proof  caps  protect 
those  who  can't  read. 


Medicine  labels  protect 
those  who  can. 


Me 

Tables 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know, 
It's  the  first  step  to  getting  better. 


A  message  from  the  MAni\ 

Council  on  Family  Health  /A\IAWA\ 

A  public  service  by  the  manufacturers  of  medicine 


Marketing 


biggest  names  in  marketing.  While  en- 
tertainment companies  such  as  Sony 
Corp.  and  ABC  Inc.  have  long  used  bill 
boards,  their  spending  soared  24.6%  last 
year,  to  $206  million.  And  many  new- 
comers— i)articularly  technology  compa- 
nies— are  advertising  outdoors  for  the 
first  time.  Microsoft  Corp.  started  dalv 
bling  in  billboards  last  year  to  support  it 
brand  campaign,  "Where  do  you  warn 
to  go  today?"  This  year,  it  laimched  a 
10-city  billboard  and  bus  campaign  foi- 
Sidewalk,  its  arts  and  entertainment 
service. 

The  lui-e  of  billboards  is  simple:  It's 
one  of  the  few  places  big  names  have 
yet  to  slap  with  their  logo,  America  On- 
line Inc.  bought  its  first  outdoor  ads  in 
August  on  the  sides  of  Nevv'  York  City 
buses  in  an  effort  to  become  "ubiqui- 
tous," says  Marshall  Cohen,  senior  vice- 
president  for  brand  development. 

All  of  this  advertiser  excitement  has 
generated  a  fluny  of  acquisitions  in  the 
outdoor  industry  as  big  media  compa- 
nies have  gobbled  up  many  of  the  small- 
er billboard  owners.  CBS  Corp.  and  Chan- 
cellor Media  Corp.,  the  radio  outfit 
controlled  by  Dallas  investment  bankers 
Hicks,  Muse,  Tate  &  Furst  Inc.,  have 
purchased  outdoor-ad  companies  in  the 
past  year.  Clear  Channel  Communica- 
tions Inc.  paid  $1.15  billion  this  year  for 
Phoenix-based  Eller  Media  Inc 
COORDINATION.  For  media  moguls,  own- 
ing bUIboards  allows  them  to  be  bundled 
into  a  larger  package  that  increases 
billings.  CBS  persuaded  Pennzoil  Co. 
which  has  put  most  of  its  recent  ads  or 
TV  and  radio,  to  commit  new  dollars  tt 
buses  and  billboards.  One  reason:  ch> 
was  able  to  provide  a  package  deal  ol 
network,  cable,  ralio,  and  newly  acquii'ec , 
outdoor  space  in  1 1  cities.  As  a  result  i 
CBS  boosted  its  revenues  15%,  to  $25  mil- 
lion. "If  we  can  tell  an  advertiser  we  are 
likely  to  get  to  more  consumers  by  coor 
dinating  the  approach  among  racho,  TV 
cable,  and  the  outdoor  mai'ket,  we  car 
sell  them  on  being  that  much  more  ef 
fective,"  says  Lloyd  Werner,  executive 
vice-president  of  cbs'  cable  unit. 

That  means  consumers  ai'e  likely  t( 
see  more  bUlboai'ds  in  the  future — in  un 
usual  places.  Building-wrapping,  a  la  th( 
Annageddon  ad,  is  all  the  rage  in  Lo; 
Angeles.  ABC:  has  plastered  hot-dog  am 
coffee- vendor  carts  in  15  cities  with  it; 
sardonic  promos  for  the  upcoming  fal 
TV  season.  Online  bookseller  Amazon.con 
put  ads  on  trucks  and  outside  riva 
Barnes  &  Noble  Inc.  bookstores  in  sev 
eral  major  cities.  Guerrilla  tactics?  A; 
new  marketers  and  big  media  companie;  | 
swarm  in,  it's  inevitable. 

By  Ronald  Grover  in  Los  Angele- 


ere  lie  looks, 
ions  foil 


ow. 


Last  year,  his  company  spent  $2.1  billion  on  outside  vendors. 
A  lot  of  that  was  spent  on  companies  just  like  yours.  He  found  out  about  those  companies  in  his 
business-to-business  media,  where  he  turns  for  credible,  in-depth  coverage  of  trends, 
new  technology  and  the  most  critical  issues  impacting  his  business.  We're  American  Business  Press,  the  industry 
association  for  business-to-business  information  providers.  Our  members  produce  magazines, 
CD  ROM's,  Web  sites,  trade  shows  and  other  media  reaching  an  audience  of  over  37  million.  We'll  show  you 

how  to  use  these  media  to  get  seen  by  the  business  leaders  that  matter  most  in  your  industry. 
To  learn  more,  contact  Peter  Shih  today  at  212-661-6360,  ext.  308,  or  visit  us  at  www.americanbusinesspress.com  . 


ith  sales  of  Japan's  bland  sedans 
on  a  slide,  carmakers  are 
not  just  restyling.  They're  inventing 
whole  new  classes  of  vehicles 


atsuhide  Hoshi  is  the  kind  of  young 
customer  Toyota  Motor  Corp.  wants. 
He's  29.  He's  hip.  And  he  has  cash. 
But  he  doesn't  hke  a  single  car  in 
Toyota's  Hneup  enough  to  buy  one. 
:e  beheves  Chevrolets  have  more  style — old 
hevrolets,  that  is.  He  drives  a  1961  Corvette. 
Funny  thing  is,  Hoshi  is  also  a  Toyota  de- 
g-ner.  Only  a  year  ago,  for  a  Toyota  employ- 
?  to  admit  to  a  Corvette  obsession  would 
ve  seemed  like  treason.  But 


oshi's  boss  recruited  him 


from  headquarters  to  join 


team  of  young  de 


sigTiei's  in  Tokyo's 


trendy  San 


genjaya 


district  precisely  because  Hoshi  doesn't  like 
Toyotas.  Hoshi  has  been  working  on  the  inte- 
riors of  such  models  as  the  Pr6mio  and  Corol- 
la. But  someday  soon,  he  may  be  styling  en- 
tire cars  for  young  customers  of  the  eompanj^ 
brand. 

Hoshi  is  one  player  in  the  Japanese  car  in- 
dustry's newest  high-risk  game:  creating  dar- 
ing designs  that 

give  carmakers  DCSi^Il 
an  edge  in  a  hy- 

percompetitive  arena.  Toyota,  Honda,  Nissan, 
and  othei"s  ai"e  overhauling  styling  procedures, 
hiring  foreign  designers,  and  spending  big 
bucks  to  create  a  new  image.  ^'Japanese  car- 
makers were  pretty  risk-averse  before."  says 
Noriaki  Hirakata.  an  automotive  analyst  at 
Morgan  Stanley  Dean  Witter  in  Tokyo.  "Now 
they  are  tiying  to  make  then*  models  a  smash 

hit  or  a  smash  failure." 
r  At  first  glance,  it's  hai'd  to  figiu-e  out 

why  the  Japanese  ai*e  getting  so 


"  'Boring  but  reliable.'  That's 
our  image.  We  wanted  to  change 
that,"  says  Isuzu's  design  chief 
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hot  and  bothered.  After  all,  bland  is  beautiful  for  them.  The 
looks  of  the  Honda  Accord  and  Toyota  Camry  are  the  equiva- 
lent of  a  gray  flannel  suit.  But  their  solid  performance  makes 
these  sedans  perennial  contendei*s  for  the  top-selling  car  in 
America,  while  equally  bland  models  such  as  the  CoroDa  com- 
pact are  crowd-pleasers  in  Japan.  Why  tinker  with  success? 

The  short  answer:  Because  success,  even  for  Japan's  best, 
can  be  fleeting.  Auto  executives  already  see  a  disturbing 
trend:  "The  traditional  sedan  is  fading  out,"  says  Katsuhiko 
Kawasoe,  president  of  Mitsubishi  Motors  Corp.  Sales  of  medi- 
um-class sedans  in  Japan,  the  backbone  of  the  market,  have 
shrunk  to  28,000  vehicles  a  month,  down  from  52,000  just  four 
years  ago.  Old  favorites,  such  as  Toyota's  stodgy  Mark  II,  just 
aren't  selling.  And  the  Japanese  recession  is  making  it  im- 
perative to  come  out  with  breakthrough  products.  By  the  end 
of  this  year,  7  of  Japan's  11  auto  makers  vdll  probably  be  in 
the  red,  with  only  Toyota  and  Honda  showing  real  strength. 

What  is  happening  in 
Japan  could  eventually  af- 
fect Camrys  and  Accords 
in  the  U.  S.,  where  pickup 
trucks,  sport-utility  vehicles,  and  minivans  have  been  en- 
croaching on  sedans  for  a  decade.  Chrysler,  Ford,  and  General 
Motors'  Cadillac  are  also  putting  a  lot  more  emphasis  on 
design.  In  January,  Cadillac  will  unveil  the  Evoq,  a  two- 
seater  concept  car  that  features  sharp-edged,  postmodernist 
styling.  And  in  Europe,  the  Japanese  face  an  even  bigger 
challenge:  They  will  have  to  go  head  to  head  with  Volkswagen 
and  Fiat  in  the  market  for  compact  cars,  a  category  the  Eu- 
ropeans dominate  on  their  home  turf. 

LOOK-AUKES.  So  if  younger,  budget-conscious  drivers  are  un- 
willing to  plunk  down  money  for  a  me-too  car,  the  Japanese  see 
new  design  as  the  only  way 


Design 


out.  "Styling  wdU  become  the 
most  important  point  for  selling 
cars,"  reasons  Yoshikazu 
Hanawa,  president  of  Nissan 
Motor  Co.  "Before,  it  was  im- 
portant what  type  of  engine  or 
suspension  you  had.  But  now, 
people  pay  attention  to  the  dis- 
tinctiveness of  the  design."  In 
that  area,  say  competitors,  the 
Japanese  have  a  long  way  to 
go.  Says  Helmut  Panke,  a 
member  of  bmw's  management 


TOYOTA  YARiS 

A  SNUB-NOSED 
SUBCOMPACT 

Designed  in  Brussels, 
this  concept  car  has 
nothing  in  common 
with  the  Camry.  If  it 
works,  the  stubby 
Yaris  will  revolutionize 
the  look  of  tiny 
Toyotas  everywhere 


HONDA  S-MX 


"LOVE  HOTEL 
ON  WHEELS" 

Though  a  compact  wagon, 
it  has  the  space  to  handle 
bulky  sports  gear.  The 
designers  wanted  seats  that 
were  as  comfortable  as  a 
sofa — and  that  could  turn 
into  a  bed 


board:  "If  you  take  the  label 
away  [from  a  Japanese  car], 
you  don't  know  if  it's  a  Mit- 
subishi, a  Toyota,  or  a  Honda." 

Ouch.  That  hurts.  Sort  of 
true,  though.  The  Japanese, 
however,  are  determined  to 
play  catch-up.  On  one  level, 
that  means  a  tremendous  di- 
ver-sification  in  the  lineup.  Just 
three  years  ago,  Honda  had 
only  sedans  such  as  the  Ac- 
cord and  Civic.  Now,  it's 
churning  out  a  whole  range  of  minivans  and  sport-utilities, 
and  a  convertible  roadster  is  next.  Tbyota,  too,  is  spreading  its 
wings.  Think  of  the  $16,000  Toyota  rav4,  wliich  introduced  a 
bubbly,  playful  body  to  the  sport-utility  category  and  be- 
came a  hit.  And  there's  the  $16,500  Toyota  Prius,  the  hybrid 
gasoline-electric  car  that  has  such  a  short  front  hood  a  driver 
can  hardly  tell  there's  an  engine  there. 

Carmakers  wrill  unveil  an  estimated  64  new  models  this 
fiscal  year  in  Japan,  more  than  tvdce  as  many  as  last  year. 
The  efforts  fall  into  several  categories.  First,  there's  the  de- 
velopment of  a  new  category  of  "crossover"  vehicles  that 
merge  the  attributes  of  sport-utes,  vans,  and  cars.  Another 
move  is  to  add  nicely  styled  alternatives  to  such  old  stand- 
bys  as  the  Corolla.  A  third  tactic  is  to  revolutionize  car  in- 
teriors to  make  maximum  use  out  of  every  cubic  inch.  And 
another  is  to  play  with  the  look  of  Japan's  minicars — those 
tiny  vehicles  that  make  up  25%  of  light  vehicle  sales 

there.  Many  are  no 
sporting  superhig 
hoods  that  giv 
them  a  fiinny; 
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To  most  dishwasheis 
it's  a  monkey  wrench. 


It's  an  odd-shaped  glass.  Tall  and  slender  You 
might  even  call  it  awkward.  And  if  ,t  weren't  for  the 
engineers  at  Bosch,  the  only  way  to  wash  it  would 
be  with  a  sink  full  of  soapy  water  and  a  dish  cloth 
Fortunately,  Hke  all  of  our  products,  Bosch  dish- 
washers are  engineered  to  be  different.  Not  only  are 
they   quieter^   and   use   less   water,,   they're  also 
designed  to  allow  tall  plates  and  glasses  to  fit  easily 
inside  the  top  rack.  Something  other  dishwashers 
just  can't  seem  to  do.  It's  one  more  example  of  the 
way  Bosch  engineers  can  take  a  common  problem 
and  turn  it  into  something  truly  innovative.  Like 
say,  a  nice  clean  drinking  glass. 


We  bring  innovation 


@  BOSCH 


boxy  look  that  appeals  to  young  buyers. 

The  cross-breed  vehicles  offer  a  good 
view  of  the  new  approach.  The  idea  is  to 
build  sport-utes  and  vans  on  car  platforms 
for  easier  handling  and  then  jazz  up  the 
styling.  These  cai-truck  crossovers  should 
soon  be  the  fastest-growing  segments  of 
the  auto  markets  in  both  Japan  and  North 
America.  Mutant  sport-utes  and  minivans  ac- 
count for  an  estimated  20%  of  Japan's  light-ve 

hide  sales.  At 
the  top  of  this  heap 
is  Toyota's  $34,000 
Lexus  RX300,  known  as 
the  Harrier  in  Japan.  It  competes  with  Mercedes'  M-Class 
with  looks  that  are  sporty  but  sleek  enough  to  be  parked  in 
front  of  the  best  hotels.  But  unlike  the  Mercedes,  the  RXiiOO  has 
a  cai'  chassis.  The  vehicle  is  a  big  hit,  selling  more  than  37,000 
in  Japan  since  its  apj^earance  in  late  December  It's  also  leatling 


Design 


NISSAN  CUBE 


A  BOXY  LOOK  FOR 
MORE  HEADROOM 

The  space  revolution 
extends  to  exterior  styling  in 
subcompacts.  The  Cube  has 
a  superhigh  roof  for  such  a 
tiny  car  and  sports  an 
offbeat, 
cubish 
profile 


Lexus  sales  in  the  U.  S. 

Even  second-tier  playei-s  ai-e 
trying  their  hand  at  new 
.styhng.  At  Isuzu  Motors  Ltd., 
a  team  of  designers,  including 
two  British  members,  spent 
five  years  developing  a  sport- 
ute  that  looks  like  a  vehicle 
from  Star  Wars.  Isuzu  wanted 


LEXUS  RX300 


its  new  $22,300 
VehiCross  to  leave  no  doubt  that  the  company  could  dream  up 
radical  designs.  "'Boring  but  reliable.'  That's  oui-  image.  We 
wanted  to  change  that,"  says  Shiro  Nakamui'a,  general  manager 
of  Isuzu's  design  center  The  VehiCross  may  be  too  revolu- 
tionary- for  Japanese,  who  still  prefer  the  utO- 
itarian  Wlzai'd  sport-ute.  But  Isuzu  ho])es  Cal- 
ifomians  will  be  more  receptive  when  the 
VehiCross  arrives  there  next  yeai-. 

Japanese  carmakers  also  are  rewriting  the 
rules  for  interiors.  Younger  Japanese  buyers 
see  their  vehicles  as  an  extension  of  their 
living  room,  yet  they  also  want  small  vehicles 
to  navigate  Japan's  narrow,  crowded  roads. 
That's  a  tall  order  Honda  Motor  Co.  designer 
Tomoko  Ogawa  knew  that  when  she  was  or- 
dered to  make  enough  room  for  passengers  to 
stretch  out  or  pack  theii-  bicycles  in  Honda's 
new  $10,800  Capa  miniaturized  minivan.  "We 
threw  out  many  different  designs,"  she  says.  Yet 
with  forward-sliding  rear  seats  and  a  front  seat 
thai  can  fold  dowTi  into  a  table,  she  helped  produce 
a  hit  that  has  sold  24,000  vehicles  since  April. 

The  space  revolution  extends  to  the  exterior 
styUng  in  minicars  and  compacts,  with  the  Japanese 
devising  a  boxy  look  that  adds  headroom  and  de- 
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TOP  OF  THE  LINE 
IN  SPORT-UTE  CARS 

Known  as  the  Harrier  in 
Japan,  it  competes  with  the 
Mercedes  M-Class — with 
looks  that  are  sporty  but 
sleek  enough  to 
in  front  of  the 
best  hotels 


TOYOTA  NAPIA 

THE  "MONOSPACE" 
SEDAN 

The  rounded  hatchback 
gives  the  car  a  futuristic 
look.  Meanwhile,  the 
raised  roof  makes  it 
look  more  like  a  mix 
between  a  station 
wagon  and  a 
sport-ute  than 
a  sedan 

parts  radical- 
ly from  round- 
ed aerodynamic 
forms.  Nissan  has 
racked  up  sales  with 
the  $9,000  Cube.  It  has 
a  superhigh  roof  for  such  a  tiny  cai"  and  sports  an  offbeat,  cu- 
bish profile.  In  the  same  vein,  designers  of  the  $15,000  Hon- 
da s-MX,  for  example,  envisioned  a  "barn"  on  wheels 
that  could  carry  a  young  couple's  bicycles  and  surfboards 
but  that  would  also  feel  as  comfortable  up  front  as  a  sofa.  Ex- 
ecutive Chief  Engineer  Yoshio  Ui  and  31-year-old  designer 
Jiro  Ikeda  designed  a  boxlike  interior  that  could  handle 
sports  gear  and  seats  that  could  turn  into  a  bed.  The  s-MX's 
popular  nickname:  "love  hotel  on  wheels."  Says  Ikeda:  "It's 
just  a  box.  But  I  w'anted  it  to  stand  out." 
RADICAL  SEDANS.  The  car  companies  also  want  to  reach  out 
to  foreign  customers.  At  Toyota's  European  Design  Center  in 
Brussels,  designers  are  styling  cars  that  can  replace  Toyota's 
traditional  rounded,  sober  look  and  compete  v/ith  the  broad- 
shouldered  German  design  of  the  Volkswagen  Passat,  the 
Opel  Astra,  and  the  Audi  A4.  "We  needed  to  come  to  Europe 
to  leain  this."  says  Tadao  Otsuki.  director  of  the  center.  A 
Brussels-designed  concept  car,  the  Yaris,  is  the  inspiration  for 
the  subcompact  Toyota  will  roll  out  in  Europe  and  Japan 
next  year.  The  Yaris  has  a  stubby,  snub-nosed  look  that  has 
nothing  in  common  with  the  Camry.  Nissan  is  looking  abroad, 
too.  In  the  U.  S.,  Nissan's  50-designer  studio  will  have  design 
authority  over  85%  of  the  vehicles  rolled  out  in  North  Amer- 
ica by  2001. 

As  Toyota,  Honda,  and  Nissan  spin  out  new  minivans  and 
sport-utes,  the  big  question  is  whether  the  mainstream  sedans 
wHi  go  radical  too.  While  the  Accord,  Camry,  and  Nissan  Alti- 
ma  win  not  start  sporting  way-out  looks  in  the 
next  year,  they  may  look  quite  different  in  the 
next  three  years.  "The  present  design  of  the 
Camry  is  too  soft,"  says  Toru  Kimura,  general 
manager  at  Toyota's  design  center  in  Nagoya. 

A  taste  of  things  to  come  is  the  summer 
launch  of  Toyota's  $16,300  Nadia,  which  it  dubs 
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Intel  Puerto  Rico  is  an  enterprise  dedicated  to  assembling  electronic  hoards 
used  in  personal  computers,  servers  and  communications  products. 
For  the  last  three  years,  our  plant  in  Puerto  Rico  has  twice  received  the  Intel  Quality  Award,  in  1994 
and  1997,  an  achievement  that  fills  us  with  pride  and  reaffirms  that  yes, 
Puerto  Rico  was  indeed  an  intelligent  choice. 


With  our  open  door,  pro  business  government  and  our  comprehensive  tax  exemptions, 
Puerto  Rico,  USA  is  the  perfect  site  for  your  business. 

»■  A  new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 

maximum  of  7%.  For  manufacturing  and  export  oriented  services. 
•►  200%  deduction  of  R&D  costs. 
*■  200%  deduction  of  training  costs. 

»•  Full  expensing  of  investment  in  plants,  parts  &  equipment. 

►  Ample  supply  of  skilled  production  workers. 

*■  Highly  educated,  bilingual  managers  and  executives. 

*■  The  most  advanced  infrastructure  in  the  region. 


All  of  this,  while  being  able  to  place  the  "Made  in  USA"  label  on  your  products. 
And  of  course,  in  Puerto  Rico,  USA,  you  will  find  a  beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 

Want  to  know  more?  Just  call  for  additional  information  or  contact  us  at 
info(fl.!pr-econdev.com ,  and  let  us  prove  to  you  that  Puerto  Rico  means  business! 


1-888-5-PRIDCO 
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WHAT'S  ON  CHARLES  SCHWAB'S  MIND: 


lion  potential  investors. 


Each. 


And. 


Every. 


One. 


what's  not: 

PeopleSoft  business  software. 


Charles  Schwab  has  precious  little  time  to  worry  about  its  business 
software.  Enter  PeoplcSoft.  Our  Financial  Management  and  Human 
Resources  software  has  proven  so  reliable  that  Charles  Schwab  can 
focus  on  other  things.  36  million  investors,  for  instance.  For  more 
information,  call  1-888-773-8277  or  visit  www.peopiesaft.conVschwab. 


We  work  in  your  world. 


the  "monospace  sedan."  Its  shaiply  lined  dooi"s,  short  overhang 
in  front,  and  rounded  hatchback  lined  with  Jetson-like  rear 
lamps  give  the  car  a  futuristic  look.  Meanwhile,  its  raised 
roof  makes  it  look  more  like  a  mix  between  a  station  wagon 

and  a  minivan  than  a 
sedan.  So  fai;  the  Nadia  is 
off  to  a  so-so  start,  selling 
2,000  units  a  month.  But 
Toyota  is  patient:  It  wants  to  keep  advertising  the  Nadia 
and  build  a  customer  base  for  it,  to  captui'e  more  of  those 
buyers  who  have  drifted  away  from  the  Camry  and  Mark  II. 

Meanwhile,  the  designers  are  getting  stranger,  too.  Mazda 
Motor  Corp.s  chief  designer  has  colleagues  study  crystals, 


Design 


lakes,  and  deserts  to  obser-ve  "harmony  in  tension"  and  apply 
it  to  their  work.  Near  Tokyo's  Ginza,  a  battalion  of  British, 
Italian,  Japanese,  and  Koi-ean  designer-s  have  analyzed  every- 
thing from  Honda's  i"ole  in  world  history  to  the  evolution  of 
man  to  come  up  with  new  Honda  contours.  They  even  con- 
sulted architects  and  artisans  on  how  traditional  crafts,  such 
as  lacquer-wai'e,  can  improve  Honda  interior's.  "We  must  clean 
oiu'  designer-s'  minds,"  says  Honda  designer-  Masahito  Nakano. 
Sounds  odd.  But  Zen  and  the  ait  of  automotive  design  could 
raise  car  styling  to  new  heights. 

By  Emily  Thornton  in  Tokyo,  with  Larry  Anyistrong  in 
Los  Angeles,  Keith  Naughtoti.  in  Detroit,  David  Woodruff  in 
Frankfurt,  and  William  Echiksori  in  Brussels 


TOKYO'S  SNEAKIEST  CAR  BUFF 


If  you  r-eally  want  to  know  what 
new  models  the  Japanese  ar-e 
launching,  don't  haunt  car  shows 
or  dealer'ships.  Just  check  out  Maga- 
zine X,  the  book  for  car  buffs.  Leaf 
through,  and  you'll  get  pictures  and 
descriptions  of  models  that  won't  hit 
the  road  for  months,  maybe  years. 

This  advance  information  comes 
courtesy  of  the  magazine's  mild-man- 
nered editor-,  Shigeo  Makino.  His  of- 
fice in  a  nmdown  section  of  Tokyo  is 
unimpressive.  But  the  photos  and 
sketches  of  carmakers'  upcoming 
models  are  testimony  to  his  dogged- 
ness.  Other  Japanese  r-eporters  care- 
fully honor  the  strict  embargoes 
imposed  by  carmakers  on  all  infor- 
mation r-elated  to  new  products  be- 
fore the  official  launch.  But  Makino 
cheer-fully  runs  spy  sketches  and 
photos  of  new  models,  many  of  them 
taken  with  telescopic  lenses  the  size 
of  a  man's  arm.  "It  gives  me  a 
headache,"  says  Akihiro  Wada,  exec- 


DOGGED  SPY 

Makino  serves  up  scoops  on 
new  models  in  this  ultimate 
'zine  for  motor  fans 

utive  vice-pr-esident  in 
char-ge  of  research  and  de- 
velopment at  Toyota  Mo- 
tor Corp.  Yet  Wada  is  a 
regular  r-eader  of  the  maga- 
zine, which  has  300,000  subscriber's 
in  Japan  and  3,000  abroad. 

Makino,  40,  and  his  12  reporters 
think  embar-goes  ar-e  silly  barriers  to 
infor-mation  that  consumers  deser-ve 
to  have.  Carmakers  often  ban  Maki- 
no and  his  staff  from  news  confer- 
ences, so  Magazine  X  depends  on 
deep-throat  sources  in  design  offices. 
The  magazine  has  a  scoop  hotline  for 
any  traitors  willing  to  divulge  the 
name,  dimensions,  or  better  yet,  a 
photo  of  a  new  model.  It  will  pay 
several  thousand  dollar-s  for  a  snap- 


shot of  a  car  that  has  never  been 
seen.  But  Makino  insists  that  most 
leaks  come  free.  "Designers  invest 
many  years  into  developing  their 
cars,"  he  says.  "They  want  people 
to  see  their  work.  It  has  nothing  to 
do  with  money." 

BUM  STEERS.  There's  no  question 
that  Makino  stays  ahead  of  the 
curve.  "Sometimes  we  learTi  that 
Toyota  is  developing  a  new  model 
from  the  magazine,"  admits  Toyota 
.spokesman  Koki  Konishi.  Makino 
claims  all  information  is  triple- 
checked:  He  does  not  want  to  give 
the  car-makers  any  chance  to  attack 
his  credibility. 

Not  all  scoops  come  from  a 
phone  call.  Unlike  in  the  U.  S., 
ther-e  ar-e  few  opportunities  to 
sneak  a  peek  at 
new  models — 
since  Japanese 
carmakers  gener- 
ally test  cars  only 
^i^yf    at  night.  And 
m§  /    there  is  no  Japan- 

■    ese  Death  Valley, 
an  easily  staked-out 
place  whei-e  new 
car-s  get  put  thr-ough 
their  paces.  So  the 
magazine  has  devel- 
oped a  manual  that 
details  locations  and 
hotel  rooms  that  over- 
look car-makers'  secret  test  tracks. 

Every  once  in  a  while,  the  maga- 
zine gets  a  bum  steer.  In  its  Septem- 
ber issue.  Magazine  X  apologizes 
for  reporting  that  Honda's  new 
sport-utility  was  a  few  inches  longer 
than  it  r-eally  is.  The  irony  is  that 
the  sport-ute  hasn't  yet  hit  show- 
rooms, but  somehow,  Magazine  X  al- 
r-eady  knows  it  goofed.  Or  maybe 
Honda  shortened  the  hood  just  to 
trip  Makino  up? 

By  Emily  Thornton  in  Tokyo 
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He's  not  sure  where  the  network  closet 
is  yet.  But  he  does  understand  how 
vital  information  is  to  the  success  of 
the  company.  And  with  a  StorageTek-^' 
solution  in  place,  he  knows  his  users 
can  access,  move  and  share  that 
information  effortlessly,  across  the 
enterprise.  (Not  a  bad  thing  when  you're 
the  new  guy.) 

ON  THE  JOB. 


best  of  disk  and  tape  with  ultra-SCSI 
and  fibre  channel  connectivity,  for 
exceptional  speed  of  access  across  NTf 
NOS  and  UNIX®  platforms.  And  you'll 
have  the  power  to  control  it  all  from  a 
single  location. 

StorageTek  solutions  give  you  maximum 
scalability,  so  you  can  handle  growth 
with  ease.  And  built-in  redundancy 
eliminates  single-point  failure,  so  your 
data  is  always  available.  All  of  which 
means  storage  you  cian  feel  confident 
about  from  day  one.  To  learn  more,  call 
1-800-STORTEK  today,  or  visit  us  on 
the  Web.  Next  thing  you  know,  you'll 
know— well,  pretty  much  everything. 


www.storagetek.com/firstday 


S  1998  Storage  Technology  Corporation.  StorageTek  is  a  registered  trademarl<  and  OPENstorage  and 
nformation  Made  Powerful  are  trademarks  of  Storage  Tectinology  Corporation.  All  other  trademarks  and 
egistered  tradetnarks  are  property  of  their  respective  owners.  ,.        -  , 


StoragcFlbk 

Information  Made  Powerful 


Sports  Business 


BASEBALL 


HOLY  cow,  WAS  THAT 
A  $25  MILLION  HOMER? 

The  home-run  race  could  be  a  bonanza  for  McGwire.  It  already  is  for  baseball 


The  guy  with  the  awe-inspiring 
home-run  swing  and  the  league- 
leading  biceps  soon  may  be  setting 
the  pace  in  another  category:  endorse- 
ment dollars.  Mark  McGwire,  the  new 
emperor  of  long  ball,  is  a  cinch  to  be- 
come the  highest-paid  corporate 
spokesman  in  baseball  history  should 
he  decide  to  cash  in  on  even  a  frac- 
tion of  the  opportunities  that  beckon. 

Thanks  to  his  record- 
breaking  62nd  home  run 
on   Sept.   8,  McGwire 
could  reap  $25  million  in 
single-season  endorse- 
ments next  yeai;  predicts 
Rick  Burton,  director  of 
the  Warsaw  Sports  Mar- 
keting Center  at  the  Uni- 
versity of  Oregon.  That 
would  catapult  the  St. 
Louis  Cardinals  slugger 
past  baseball's  reigning 
corporate  pitchman,  Bal- 
timore's Cal  Ripken  Jr. 
($6.5  million),  and  into 
the   company   of  such 
Madison  Avenue  heavy- 
weights as  Tiger  Woods 
($24  million)  and  Michael 
Jordan    ($47  million). 
Chicago  Cub  power  man 
Sammy  Sosa,  who's  on 
pace  to  also  pass  Roger 
Maris'  37-year-old  record 
of  61  homers  in  a  sea- 
son, figures  to  play  well 
with  advertisers,  too. 
ONE  SNUB.  "McGwire 
has  dominated  the  front- 
page news  for  the  past  two  months," 
says  Burton.  "You  don't  have  to  ex- 
plain him  in  your  advertising.  Not  his 
sport.  Not  what  he  did.  Just  show 
him."  McGwire's  raw  power  on  the 
field,  combined  with  a  reputation  as  a 
concerned  citizen  and  a  divorced  but 
devoted  father  off  it,  are  a  potent  com- 
bination. And  fans  have  shrugged  off 
his  one  controversy — the  revelation 
that  he  uses  a  muscle-building  supple- 
ment banned  by  the  Olympics  and  by 
the  NFL. 

So  McGwire  is  likely  to  be  courted 


by  major  corporations  in  such  cate- 
gories as  cars,  soft  drinks,  fast  food, 
and  footwear,  say  the  experts.  Bill  Mul- 
lon,  president  of  ProSports  Marketing 
Inc.  in  Fort  Lauderdale,  Fla.,  calls 
McGwire  the  perfect  pitchman  for 
everything  from  credit  cards  to  sport- 
utes.  "He's  Middle  America,"  says  Mul- 
lon.  Not  that  the  red-bearded  wonder 
will  say  yes  to  all.  Already,  he  seems  to 


SULTAN  OF  SELL 


One  marketing 
calls  slugger  McGwire  the  perfect 
pitchman:  "He's  Middle  America" 

have  squelched  what  may  have  been 
the  most  lucrative  of  all  deals,  a 
hookup  with  McDonald's  Corp.  ("Did 
somebody  say  McGwire?").  He  told 
Sports  Illustrated  recently  he  had  no 
interest  in  shilling  for  the  chain,  since 
"I  don't  eat  Big  Macs." 

But  Sosa  isn't  snubbing  McDonald's, 
having  traded  on  his  cross-cultural  ap- 
peal in  a  recent  ad  for  the  rollout  of 
Spicy  Mighty  Wings.  And  there's  more 
where  that  deal  came  from.  Says  his 
agent,  Adam  Katz:  "I've  been  repre- 
senting athletes  for  14  years  and  have 


never  seen  anything  remotely  clos( 
to  this.  The  interest  is  enormous." 

However,  Sosa  is  a  lesser  knowi 
quantity  than  McGwire,  who  has  al 
ready  proven  to  advertisers  that  h( 
can  influence  customer  spending.  Sinc( 
mid-July,  turnstiles  have  spun  wherev 
er  he  plays.  Attendance  at  Busch  Sta 
dium  in  St.  Louis  this  season  is  oi 
track  to  top  3.1  million,  even  thougl 
the  Cards  have  been  ou 
of  their  division  race  foi 
months.  For  their  visit  t( 
Milwaukee  on  Sept.  18 
20,  Brewers'  ticket  salei 
are  likely  to  top  150,000 
breaking  a  20-year-ol( 
record  for  a  three-gam( 
series. 

Baseball  equipmen 
makers  also  have  beei 
busy.  St.  Louis-base< 
Rawlings  Sporting  Good 
Co.  has  rolled  out  tw( 
limited-edition  McGwin 
bats  this  year,  includinj 
1,998  souvenirs  commem 
orating  Big  Mac's  400t] 
career  home  run  tha 
sold  out  in  a  week,  a 
$129.95  a  pop. 

Demand  for  McGwin 
T-shiits  and  tiinkets  alsi 
has  been  brisk,  and  no 
only  in  St.  Louis.  A 
Pittsburgh's  Thre 
Rivers    Stadium  las 
month,  concessionain 
Aramark  Corp.  sold  ou 
of  McGwire  items — 84 
baseballs,  1,400  pennants,  and  432  T 
shirts — two  games  into  a  three-gami 
series  with  the  Cards. 

Rivals  are  determined  not  to  b 
caught  short.  Sportservice,  which  sup 
plies  ballparks  in  St.  Louis,  Milwau 
kee,  and  Cincinnati,  has  loaded  up 
tractor  trailer  with  souvenirs  for  stop 
along  the  McGwire  trail.  Running  \o\ 
on  McGwire  merchandise,  says  Tor 
Olsen,  Sportservice  general  manage 
at  County  Stadium  in  Milwaukee 
"would  be  like  running  out  of  beer." 

By  Mark  HymM 
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Your  growing  company  needs  a  bank 
that  can  take  you  to  the  top. 


You  run  a  growing  company. 

So  you  want  to  work  with  a  bank  that  has  your  kind  of  drive. 

You  want  investment  banking,  corporate  banking,  merchant  banking  and  wealth 
management  —  all  in  one  place. 

You  want  full  service  without  fat.  Brains  without  bureaucracy.  Capital  without 
complications.  And  service  without  end:  Credit,  debt  or  equity.  Structured  finance. 
Securitization.  Risk  management.  Merchant  banking.  M&A.  Full-service  brokerage. 

All  from  a  team  of  professionals  who  know  what  a  growing  company  needs  — 
because  they're  continually  building  one  too. 

Visit  our  web  site  at  www.cibcwm.com  to  see  for  yourself. 

Nobody  knows  more  about  growing  companies  than  we  do. 


New  York:  CIBC  Oppenheimer 
Toronto:  CIBC  Wood  Gundy 

Investment  Banking  1  Corporate  Banking  I  Merchant  Banking 
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The  World  Golf  Hall  of  Fame  at  World  Golf  Village  opens  May  19. 
It's  golf's  ultimate  destination. 

WORLD  GOLF 

VILLAGE 

St.  AtlCfustine,  Floridii 

Resort  hotel  and  conference  center  •  Championship  golf  course  •  Spa  •  An  IMAX®  theater 
•  Restaurants  and  shopping  •  Vacation  villas  •  Condominium  and  residential  communities 
' www.wgv.com  •  1-800-WGV-4746 
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I  Need  Consistent 

Information 


ButltHasToBe 

And  I  Need  It 

Reliable 

Quick 

The  SAS*  Data  Warehousing  Solution 


Data  Warehousing 
Product  of  the  Year 


Maximum  Return 
on  hivestment 

Information  Integrity 
and  Quality 


Integrate  Diverse 
Business  Entities 


Strategic  Partnerships 

Web  Enabled 

Year  2000  Compliant 


So  much  business  infonnation.  Scattered  in 
so  many  places  throughout  your  company 
Is  It  any  wonder  you  find  it  difficult  to  get 
your  hands  on  just  the  right  facts  to  fuel 
effective  decisions? 

The  SAS  Data  Warehousing  Solution — from 
the  leading  decision  support  provider — 
deli\'ers  consistent,  reliable,  and  timely  infor- 
mation right  when  you  need  it.  Information 
you  can  bank  on.  Information  you  can  build 
on.  Information  you  can  explore  from  even- 
angle  and  present  in  any  format. 

Find  out  wh\'  more  than  3.5  million  decision 
makeis  in  e\"er\'  comer  of  the  world  rely  on 
a  single  software  for  information  deli\'er\- 
and  discover)'  Visit  us  at  www.sas.com/dwb 
for  more  details  and  to  request  a  free  S.AS 
Data  Warehousing  mouse  pad. 


Turning  Data 
Into  the  Right 
Information... 
To  Help  You 
Reach  The 
Right  Decisions 


SAS  Institute  Inc. 

The  Business  of  Be::e-  Decis.on  Makmg 


www.sas.com/dwb  E-mail:  bw@sas.com  Pbone  919.677.8200 


SAS  iS  a  regisierea  traden".arr<  of  SAS  lnsii!Li;e  inc.  Copyrign;  &  1998  oy  SAS  Institute  Inc. 


M5df Day 
Renaissance 
Person 


Government 


lOVERNOR'S  MANSION 


rHE  EX-HIPPIE 

IS.  MY  THREE  SONS' 

a  Minnesota,  a  test  for  the  conservative  revolution 


LONG,  STRANGE  TRIP 

Former  Democrat 
and  war  protester 
Coleman  tias 


rucked  away  in  Min- 
nesota, 1,000  miles 
from  scandal-wracked 
Washington,  may  be 
is  year's  most  enteitain- 
5  election.  It  features  a 

ppie  turned  Republican   bCCOme  a  darling 
10  grew  up  in  Brooklyn,      o  ,i  D'rfVif 
Y.,  a  pro-wi-estler  tuiiied       me  Klgni 
litician  who  was  mayor  of 
•ooklyn  Park,  Minn.,  and  "My  Tliree 
■ns" —  Mike  Freeman,  Skip  Humphrey, 
d  Ted  Mondale — heirs  to  the  most  fa- 
3us  names  in  Minnesota  politics. 
Obscured  by  all  the  personalities  in 
is  gubernatorial  race,  however,  one  of 
e  most  symbolic  elections  in  the  coun- 
f  is  emerging.  It  is  a  race  that  will 
Ip  detennine  how  far  the  consei"vative 
)vement  has  come.  At  its  heart  is  a 
estion  being  asked  around  the  nation: 
lOuld  states,  flush  with  huge  suq^luses 
;er  seven  years  of  economic  expan- 
iin,  embark  on  costly  new  initiatives  or 
ould  government  keep  shrinking? 


Nowhere  is  the  question 
starker  than  in  Minneso- 
ta, which  taxes  its  citizens 
more  than  any  other  state. 
For  the  first  time  in  20 
years.  Republicans  here 
have  united  behind  a  sin- 
gle candidate — one  sup- 
ported by  both  religious 
conservatives    and  Big 
Business.  He  is  Norm  Coleman,  the  boy- 
ishly handsome  fomier  New  Yorker  who 
was  elected  mayor  of  St.  Paul  in  1993  as 
a  conservative  Democrat  and  switched  to 
the  (;op  before  being  reelected  last  year. 
"DISCONNECT."  His  plan:  cut  taxes,  scrap 
regulation,  and  privatize  government 
functions  as  he  did  in  St.  Paul.  "There 
has  been  a  sea  change,"  Coleman  says. 
"People  have  begun  to  see  the  discon- 
nect between  their  own  existences, 
where  they're  forced  to  make  do  with 
less,  and  government,  wliich  is  immune." 

Come  November,  he  will  face  one  of 
five  Democrats  mnning  in  a  Sept.  15 


Living  well  is  an  art  form 
but  only  a  true  Renaissance 
Person  can  master  the  craft. 
Do  you  fit  the  picture? 

You  have  opinions,  not  consultants. 

You  can  quote  Spinoza  and 
Standard  &  Poor's. 

You  know  the  difference  between 
"movie"  and  "film." 

You  invest  in  your  family  first, 
portfolio  second. 

You  read  people,  not  just  their 
e-mail  messages. 

You  set  trends  rather  than  settle  for 
the  latest  fads. 

You  hit  the  weights,  not  the  panic 
button. 

You  cruise  the  Internet  and  sail  to 
the  cape. 

You  run  your  office  and  go  the 
extra  mile. 


Are  You  A  Renaissance  Person? 


A  RenaissaaGe 

intR  5^  whRmi 


(No  matter  what  your  title  J 


All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  why  we  were  ranked  the  "Highest  Upscale* 
Hotel  Cham  m  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study.**  You  see.  we  believe  catering  to  our  guests 
IS  the  essence  of  Renaissance  Hospitality."  It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels 
and  Resorts  in  23  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com. 


It's  time  for  a  Renaissance. 


RENAISSANC 

HOTELS  AND  RESORTS 


'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Cliain  Guest  Satisfaction  Study.'  Study  conducted  amo 
frequent  business  travelers  at  upscale  tiotels  and  is  based  on  8.067  individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the  study.  ©1998  Renaissance  Hotels  International 


(Government 


"imary.  Although  all  five  say  they  will 
it  taxes,  they  have  proposed  a  range 
■  traditional  Democratic  ideas,  from 
king  the  minimum  wage  to  offering 
ee  college  education.  "There's  a  fight 
r  the  ideological  soul  of  the  place," 
lys  Donald  F.  Kettl,  director  of  the 
niversity  of  Wisconsin's  Robert  M. 
aFollette  Institute  of  Public  Affairs. 
The  debate  here  over  how  much  to 
ale  back  government  in  good  times  is 
milar  to  others  playing  out  across  the 
luntry  and  would  be  unremarkable  if 


LIKE  FATHERS... 

Second-genera- 
tion Democrats 
all  promise  to 
cut  taxes  but 
also  float  a  vari- 
ety of  traditional 
party  ideas,  such 
as  raising  the 
minimum  wage 


is  weren't  Minnesota.  Over  the  years, 
^  high  taxes  have  helped  pay  for  a 
latively  strong  education  system,  and 
has  produced  liberal  standard-bear- 
s  such  as  Hubert  H.  Humphrey  and 
alter  F.  Mondale,  each  of  whom  has  a 
n  in  the  current  race.  (Mike  Free- 
an's  father,  OrviEe  Freeman,  was  Agri- 
Itiu-e  Secretary  in  the  1960s.)  "Politics 
different  here,"  says  Wy  Spano,  editor 
a  political  newsletter  "We  have  not 
oved  as  fai"  to  the  consei-vative  end  of 
e  spectrum  as  other  states  have." 
OC  TALK.  But  as  the  political  winds 
IV  e  started  to  shift,  candidates  here 
ive  responded.  "Most  people  don't 
[j  ive  a  trust  in  government  to  do  things 
ght,"  says  Mondale,  a  former  state 
inator  and  one  of  the  more  conserva- 
jfA^e  Democrats  in  the  primaiy  That's 


why  every  candidate  is  proposing  tax 
cuts  that  will  amount  to  a  few  hundred 
miUion  dollars  a  year. 

Nobody,  though,  talks  cuts  more  than 
Coleman.  He  wants  to  pemianently  cut 
the  income  tax  and  pass  a  law  requiring 
surpluses  to  be  returned  to  taxpayers. 
He  also  wants  to  privatize  some  ser- 
vices and  open  others  up  to  the  compe- 
tition. He  followed  a  similai"  path  in  St. 
Paul,  and  employment  rolls  swelled  as 
the  city  lured  businesses. 

Democrats,  for  their  part,  say  Cole- 
man ignores  workers  and 
farmers  struggling  to  keep  up 
in  the  New  Economy.  "Mr. 
Coleman  in  many  ways  would 
move  us  back  to  the  19th  cen- 
tury," argues  Humphrey.  Crit- 
ics also  note  that  while  Cole- 
man talks  about  shrinking 
government,  he  supports  sub- 
sidies for  sports  stadiums, 
such  as  the  new  hockey  arena 
in  St.  Paul. 

Certainly,  Coleman's  trans- 
formation has  been  a  long, 
strange  trip.  He  spent  a 
decade  as  one  of  Humphi'ey's 
key  deputies  in  the  state  at- 
torney general's  office  and, 
while  a  Democrat,  co-chaired 
ultraliberal  Senator  Paul  D. 
Wellstone's  reelection  cam- 
paign. And  that's  nothing  com- 
pared with  his  long-haired  col- 
lege days,  when  as  a  Vietnam 
Wai-  protester  at  Hofstra  Uni- 
versity he  wrote  a  piece  in 
the  student  paper  saying  con- 
servatives "don't  [have  sex] 
or  get  high  like  we  do." 

But  Coleman  now  calls  the 
"excesses"  of  his  generation 
"plain,  simply  wrong" — and 
even  advocates  chastity  be- 
fore marriage.  He  also  speaks  out 
against  abortion  and  argues  that  citi- 
zens should  be  able  to  cany  concealed 
weapons.  Republicans  seem  convinced. 
In  fact,  they  may  be  most  encouraged 
by  his  candidacy's  unification  of  the 
Christian  Right  and  Big  Business. 

Still,  defeating  Humphrey,  the  likely 
Democrat  nominee,  wouldn't  be  easy. 
He  is  i-unning  on  both  the  .$6.1  billion 
settlement  that  he  wrested  from  tobac- 
co companies  and,  of  course,  his  name. 
But  in  a  year  when  turnout  is  likely  to 
be  low,  Coleman  has  a  chance  to  be- 
come a  poster  boy  for  the  kind  of  can- 
didate Republicans  dream  of.  That  he's 
running  in  Minnesota,  birthplace  of  so 
many  liberal  icons,  would  make  a  win  all 
the  sweeter  for  conservatives. 

By  David  Leonlmrdt  in  St.  Paid 


i\>  >\arriott  R  E  w  a  r  d  s  - 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Gall  1-800-249-0800  to  join. 


Renaissance  Locations 

Notth  America:  Arizona:  Scottsdale  •  California: 
Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  •  Colorado:  Denver  ♦  Washington,  D.C. 
(2)  •  Florida:  Orlando  (2),  St.  Petersburg  • 
Georgia:  Atlanta  (3),  Lake  Lanier  •  Hawaii:  Maui 

•  Illinois:  Chicago,  Oak  Brook,  Springfield 

•  Maryland:  Baltimore  •  Massachusetts:  Boston  • 
Missouri:  St.  Louis  •  New  York:  New  York,  White 
Plains  •  Ohio:  Cleveland  •  Tennessee:  Nashville 

•  Texas:  Austin,  Dallas  (2),  Houston  • 
Washington:  Seattle  •  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  •  South 
America:  Brazil:  Sao  Paulo  •  Caribbean: 
Dominican  Republic:  Santo  Domingo  •  Grenada: 
St.  George's  •  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  •  Europe:  Austria:  Vienna 
(2),  Salzburg  •  Czech  Republic:  Prague  •  France: 
Paris  •  Germany:  Chemnitz,  Cologne,  Dusseldorf, 
Hamburg,  Heidelberg,  Karlsruhe,  Leipzig, 
Munich  •  Russia:  Moscow  •  Switzerland:  Zurich 

•  The  Netherlands:  Amsterdam  •  United  Kingdom: 
London  •  Turkey:  Antalya,  Istanbul  •  Asia- 
Pacific:  China:  Hong  Kong  (2)  •  India:  Goa  • 
Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo  • 
Korea:  Seoul  •  Malaysia:  Kuala  Lumpur  (2), 
Melaka,  Sandakan  •  Myanmar:  Yangon  • 
Philippines:  Manila  •  Australia:  Sydney  ♦  Middle 
East:  Egypt:  Alexandria  •  Israel:  Jerusalem  • 
United  Arab  Emirates:  Dubai 

Call  1-800-HOTELS-l 
or  visit  US  at  renaissancehotels.con" 


It's  time  for  a  Renaissance. 


The  New  Era  of  Content 
and  Communications 
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THE  1998 
GLOBAL 

CONVERGENCE 

SUMMIT 


came   g  -e 

A  Conference  for  Senior  Executives  in 


Convergence  is  back.  With  a  vengeance.  And  what  once  was 
a  question  of  bandwidth  is  now  more  a  matter  of  content. 
Of  programmability.  Availability.  And  choice. 

With  a  public  voracious  for  entertainment  and  information,  what 
are  the  opportunities?  The  limitations?  Who  will  benefit  most? 
Cable  companies?  Internet  providers?  Movie  studios? 

Who  will  own  what?  And  will  the  government  intervene?  Will 
governing  bodies  react  with  a  policy  of  laissez-faire?  Or  a  firmer 
hand,  encouraging  markets  or  restricting  them? 

Come  find  out  who  is  best  prepared.  Who  isn't. 

Who  will  prosper  most.  And  who  has  the  most  to  lose. 

On  hand  will  be  corporate  leaders  in  media,  entertainment  and 
communications.  To  speak  their  minds,  share  points  of  view,  and 
answer  these  questions  and  yours  at  the  BusinessWeek  1998 
Global  Convergence  Summit. 

Reserve  your  seat  now.  It  promises  to  be  electrifying. 


October  28, 1998 

The  Waldorf-Astoria  Hotel 

New  York  City 
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LEO  J.  HIIMDERY,  JR. 

President 
Tele-Communications,  Inc.  (TCI) 


SHELLY  LAZARUS 

Chairman  &  CEO 
Ogilvy  &  Mather  Worldwide 


=^LUGG-ED  IN 

ntertainment,  Media  and  Communications  Industries 


HaST-ED  -BY:  Sir  DAVID  FROST,  Award-Winning  Journalist 

KEVIN  K.  CARTON,  Global  Entertainment  and  Media  Practice  Leader, 
PricewaterhouseCoopers 


=!L5a  F-E-HTURING: 

^IC  A.  BENHAMOU,  Chairman,  President  &  CEO.  3Com  Corporation 

3WARD  D.  BREEN,  Chairman  &  CEO,  General  Instrument  Corporation 

HILIPPE  R  DAUMAN,  Deputy  Chairman,  Executive  Vice  President,  General  Counsel, 
Chief  Administrative  Officer,  Viacom  Inc. 

KED  FROMM,  President  &  CEO,  Siemens  Telecom  Networks 
HRISTIE  A.  HEFNER,  Chairman  &  CEO,  Playboy  Enterprises,  Inc. 
fEVEN  J.  HEYER,  President  &  COO,  Turner  Broadcasting  System,  Inc. 
)SEPH  P  NACCHIO,  President  &  CEO,  Qwest  Communications 
'EVE  PERLMAN,  Co-founder  &  President,  WebTV  Networks.  Inc. 
DLOMON  TRUJILLO,  President  &  CEO,  U  S  WEST 


■ReGlSTR-HTION  1  NFOKmATI  ON  : 

To  register  or  for  more  information  on 

THE  1998  GLOBAL  CONVERGENCE  SUMMIT, 

please  contact  Julie  Terranova,  Registration  Manager 

Phone:  800-682-6007 

Fax:212-512-6281 

E-mail:  julie  terranova@businessv/eek.com 
Fax  on  Demand:  800-682-6007,  Document  #40 
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WIZilRDS 

OF  WALL  STREET 



Can  you  devise  surefire  ways  to  beat  the  \ 
markets?  The  roclcet  scientists  thought  they  ■ 
could.  Boy,  were  they  ever  wrong 


Smart  people  aren't  supposed  to  get  into  this  kind  of  a 
mess.  With  two  Nobel  prize  winners  among  its  part- 
ners, Long-Term  Capital  Management  L.  P.  was  con- 
sidered too  clever  to  get  caught  in  a  market  down- 
draft.  The  Greenwich  (Conn.)  hedge  fund  nearly 
tripled  the  money  of  its  wealthy  investors  between  its  in- 
ception in  March,  1994,  and  the  end  of  1997.  Its  sophisticated 
ai'bitrage  strategy  was  avowedly  "market-neutral" — designed 
to  make  money  whethei'  prices  were  rising  or  falling.  Indeed, 
until  last  spi-ing  its  net  asset  value  never  fell  moi'e  than  3%  in 
a  single  month. 

Then  came  the  guns  of  August.  Long-Teim  Capital's  rock- 
et science  exploded  on  the  launchpad.  Its  pori/olio's  value  fell 
44%,  giving  it  a  year-to-date  decline  of  52%.  That's  a  loss  of 
ahncist  $2  billion.  "August  has  been  veiy  painful  for  aU  of  us," 
Chief  Executive  John  W.  Meriwether,  a  legendary  bond  trad- 
er, said  in  a  letter  to  investors.  (Long-Term's  executives  de- 
clined to  speak  on  the  record.) 

Long-TeiTn  Capital  and  its  Nobel  laureates  in  economics, 
Robert  H.  Merton  and  Myr-on  S.  Scholes,  weren't  the  only 
ones  who  got  creamed.  Locating  the  losses  is  hard  because 

1  14  BUSINESS  WEEK  /  SEPTEMBER  21.  1998 


Wall  Street  and  the  hedge-fund 
world  don't  disclose  them.  According  to 
Andrew  W.  Lo,  a  finance  professor  at 
Massachusetts  Institute  of  Technology  who 
advises  several  so-called  cjuant  funds,  as 
much  as  20%  of  hedge  funds,  which  control  some 
$295  billion,  are  cjuantitatively  oriented. 
LONG-TERM  DAMAGE.  The  losses  didn't  stop  there.  Nearl 
every  major  investment  house  and  bank  in  the  U.  S.  an 
abroad  has  a  gi-oup  of  highly  paid  i-ocket  scientists  in  it  |(|^| 
proprietary  trading  department  tiying  to  beat  the  marke 
with  complex,  computer-aided  trading  strategies.  In  an  ai 
nouncement  on  Sept.  2,  Salomon  Smith  Barney  Holdings  dii 
closed  that  it  had  realized  $3(X)  million  in  losses  from  fixed  ii 
come  and  global  arbitrage — five  times  its  $60  million  i 
Russia-related  credit  losses.  Then,  on  Sept.  9,  Merrill  Lync 
&  Co.  announced  that  it  had  lost  $135  million  from  tradinf^'*' 
and  said  that  the  losses  had  hurt  its  own  stock  price. 

August  may  go  down  as  a  watershed  in  the  history  ( 
high-tech  investing.  That's  because  the  losses  suffered  weren  ""'O' 
just  financial:  The  reputation  of  quantitative  investing  itse  l^'f 
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WHY  THE  COMPUTER  MODELS  MISFIRED 


\CK  OF  LIQUIDITY  When  a  computer  program  pm- 
)ints  a  profitable  hedge,  the  assumption  is  that  there 
ill  be  a  buyer  on  the  other  side  of  the  transaction  when 
e  deal  is  settled.  But  the  turmoil  in  Russia  and  Asia  so 
isettled  the  markets  that  buyers  disappeared. 

HEAKDOWN  OF  PATTERNS  Usually,  traders  can  hedge 
eir  bets  by  investing  in  many  different  geographical 
.gions.  But  in  recent  weeks,  the  patterns  have  become 
mchronized,  so  that  a  decline  m  one  region  would  no 
nger  be  offset  by  a  rise  in  another. 


LIMITED  APPLICATION  Models  that  may  be  useful  for 
countries  with  well-developed  markets  don't  work  well  in 
smaller  markets. 

MISSING  STREET  SMARTS  Many  mathematical  geniuses 
with  little  practical  experience  in  the  markets  have  been 
hired  on  Wall  Street.  "Black  box"  models  put  on  autopilot, 
without  review  or  input  by  seasoned  traders,  can  fail. 

POLITICAL  RISK  The  models  failed  to  assess  realistically 
the  risk  that  Russia  would  backslide  so  abruptly  on  the 
road  to  capitalism. 
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September  2.  1998 

To  Invcjiors  in  Ibc 
Invcjimeni  Vehiclcj  of 
Long-Tcmi  CapilaJ  Ponfollo,  L.  P. 
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Cover  Story 


has  been  dealt  long-term  damage.  Meiton  and  Scholes,  after 
all,  are  two  of  the  most  esteemed  figures  in  finance — co-in- 
ventors with  the  late  Fischer  Black  of  the  options-pricing 
model  that  underpins  much  of  rocket  science.  They  and  their 
counteipaits  seemed  to  have  developed  a  clean,  rational  way 
to  earn  high  retums  with  little  risk.  Instead  of  betting  which 
way  a  market  is  headed,  they  tj-pically  search  for  ingenious 
arbitrage  plays — chances  to  cash  in  on  temporan*  dispaiities 
in  the  prices  of  related  assets. 

Wall  Street  warmed  to  rocket  science  not  because  it  was 
impressed  with  PhDs  in  physics  or  Xobel  prize  winners  in 
economics.  The  Street  was  impressed  by  the  money  these 
quants  were  making  without  ha\ing  to  be  a  George  Soros — 
placing  informed  bets  on  the  direction  of  assets  like  gold,  oil. 
or  the  BritL<h  pound.  The  beauty  of  rocket  science  was  that 
thouffh  the  gambles  were  huge,  the  risks  wei'e  minimal. 

In  August,  though,  many  of  these  dehcately  constmcted 
bets  collapsed  hke  a  house  of  cards.  Even  if  the  quants  do 

spring  back  this  autumn, 
it  will  be  impossible  for 
many  of  them  to  claim  that 
they  can  reliably  produce 
low-volatility  profits,  because  the  volatility  they've  e.xperienced 
this  year  is  anything  but  low.  Suddenly,  many  market -neutral 
funds  ai'en't  looking  any  safer  than  "dh'ectional"  funds  run  by 
wizards  like  Soros. 

To  be  sure,  the  perfonnance  of  many  quantitative  hedge 
funds  doesn't  tar  all  of  financial  rocket  science.  Some  quanti- 
tative fiiTns  don't  use  leverage  and  seek  merely  to  outperfonn 
some  benchmark  such  as  the  Standai-d  &  Poor's  500-stock  in- 
dex. By  theii'  own  lights,  many  of  those  firms  came  through 
August  fine — sinking,  to  be  sure,  but  not  as  much  as  the 
benchmai'ks  they  measure  themselves  against.  "Our  first  ob- 
jective is  to  control  risk,"  says  Stephen  A.  Ross,  a  professor 
at  MIT  and  co-head  of  Roll  &  Ross  Asset  Management  Coi-p., 
whose  return  is  up  for  the  year  and  for  the  month  of  August 
against  its  benchmarks. 

"NAUSEATINa"  That's  fine  for  Roll  &  Ross,  but  the  dai'k  days 
"f  Augu.-i  weren't  so  kind  to  the  quants  that  take  bigger 
gambles  in  pursuit  of  bigger  rewaixls.  Turmoil  enveloped  al- 
most every  market.  Real  estate  magnate  Samuel  Zell  says 
that  the  market  for  commercial  mortgage-backed  secmi- 
ties,  in  which  traders  rely  heavily  on  computer  modeling,  is 
in  "meltdown."  Invictus  Partners,  an  eight-month-old  arbi- 
trage hedge  fund,  began  June  ranked  among  the  top- 
performing  hedge  funds  in  the  country,  but  then  lost  all  of 
its  gains  over  the  .«ummer — and  more.  "What  began  to  hap- 
pen in  .June,  July,  and  August  was  hxTJnotic,  nauseating. 


NEW  TACK?  Nobel  laureates  and  Long 
Turn'  Capital  Management  part nh  n 
Scholes  (left)  and  Merton  couldn't 
stanch  the  firm's  losses  in  August 


and  awesome,"  says  Gregoiy  van  Kipnis,  the  fund's  founde 
and  CEO. 

One  prominent  \ictim  was  the  High  Risk  Oppoitunitie 
Fund,  a  bond-ai'bitrage  hedge  fund.  It  was  put  into  liquidatioi 
in  the  CajTnan  Islands  on  Sept.  1.  Its  .S850  million  in  Russia 
investments  went  bad  after  Moscow  suspended  bond  an 
ciuTency  trading  on  Aug.  14.  As  befits  a  hedge  fund  of  it 
type.  High  Risk  Opportunities  wasn't  betting  for  or  agains 
the  Russian  economy — it  was  simply  placing  the  4%  sprea 
between  the  iTible-denominated  Russian  Ti'easuiy  bills,  known 
as  GKOs,  and  the  lower  cost  of  bon-owing  rubles  fi'om  banks 
This  seemed  a  safe  bet  because  it  didn't  depend  on  Russi; 
forking  over  dollars.  The  fund  manager — III  Offshore  Advi 
sors — w-as  blindsided  twice.  Fii-st,  the  Russians  halted  tradin] 
in  their  domestic  government  debt  market.  "Nobody  in  th 
histoiy  of  the  world  has  ever  done  anything  this  foolish,"  say 
\\'aiTen  B.  Mosler,  the  fiiTn's  West  Palm  Beach  (Fla.)-based  di 
rector  of  economic  analysis.  Then,  several  Eui'opean  bank 
that  had  sold  cturency  hedges 
against  the  plunging  rable 
abruptly  suspended  an  estimat- 
ed 8400  million  in  payments 
that  Mosler  contends  the  hedge 
fund  is  owed. 

Historj'  is  what  underlies 
most  of  the  quant  models — how- 
ever, it  is  not  the  history  of 
governments,  but  of  markets 
and  prices.  Their  models  are 
based  on  identifSing  historical 
relationships  between  the  prices 
of  kindred  assets,  be  they 
bonds,  stocks,  or  currencies. 
Mountains  of  data  that  reflect 
decades  of  market  beha\ior  are 
fed  into  computers.  The  com- 
puter models  sift  through  the 
data  to  find  the  precise  rela- 
tionships between  the  prices  of 
these  assets.  Sometimes,  the 
prices  move  in  the  same  direc- 
tion. At  other  times,  they  diverge.  WTien  the  assets  move  ou 
of  theii-  noiTnal  alignment,  the  bell  lings. 

That's  a  signal  to  trade  on  the  expectation  that  prices 
will  revert  to  historic  patterns.  The  trades  can  focus  on  mar 
kets  throughout  the  world.  It  can  be  two  related  U.  S.  stocks 
a  basket  of  15  U.  S.  biotechnology'  stocks,  two  Italian  bonds  o 
different  maturities,  or  a  basket  of  foreign  cturencies.  Bu' 


A  veteran  trade  I 
Meriwether  sa^ 
his  skills  have 
been  put  to  the 
test.  "I  did  not 
anticipate  how 
severe  the  test 
would  be,"  he 
wTote  clients 
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at's  not  always  where  the  bet  ends.  In  order  to  minimize 
e  risk,  the  computer  then  spits  out  what  other  trades 
.  ould  be  made  to  hedge  against  any  accompanying  risks 
i  at  the  arb  doesn't  want  to  take  on. 
s    NoiTnally,  the  price  discrepancies  that  the  models  seek  to 
ploit  ai-e  tiny — and  indeed,  have  become  smaller  and  small- 
as  more  and  more  players  comb  the  markets.  The  result 
^  s  been  bigger  and  bigger  bets.  The  computer  model  pre- 
m  rts  the  exact  price  points  at  which  to  enter  the  deal  and  the 
of  the  bet  to  get  the  highest  retiu'ns  with  an  acceptable 
/el  of  risk.  This  had  led  to  the  use  of  more  and  more  bor- 
wed  m.oney,  resulting  in  many  trades  leveraged  to  the  hilt, 
[edge  funds  with  mathematically  driven  strategies  may 
e  far  higher  than  average  leverage  because  of  the  per- 
ived  lower  level  of  risk  inherent  in  their  using  a  large 
imber  of  diversified  positions,"  says  George  Van  of  fimd- 
acker  Van  Hedge  Fund  Advisors  Intemational. 
Why  did  rocket  science  backfire?  Sure,  the  models  do 

take  into  consideration  the 
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niij  In-  ilr.  ,in  t<';im  of  high-tech  traders  made 
'  ii:  will  they  score  on  their  own  ' 


possibilities  of  some  failures 
oecmiing  in  the  mai'ket  sys- 
tem that  upset  normal  his- 
torical relationships.  Indeed, 
that's  why  these  bets  usu- 
ally involve  a  series  of 
hedges.  What  occurred,  how- 
ever, was  the  financial 
world's  equivalent  of  a  "per- 
fect storm" — everything 
went  wTong  at  once.  Inter- 
est rates  moved  the  wTong 
way,  stocks  and  bond  prices 
that  were  supposed  to  con- 
verge diverged,  and  liquidity 
dried  up  in  some  crucial 
markets.  As  Long-Term's 
Meriwether  told  his  share- 
holders in  a  Sept.  3  letter: 
Ve  expected  that  sooner  or  later. . .  we  as  a  fii'm  would  be 
sted.  I  did  not  anticipate,  however,  how  severe  the  test 
ould  be." 

At  the  heart  of  the  breakdown  was  a  global  "flight  to 
lality"  that  was  fai'  more  intense  than  the  wizaixls'  computer 
'Odels  predicted.  They  had  been  forecasting  that  differences 
.  the  interest  rates  of  safe  secmities  and  risky  ones,  which 
id  widened,  would  return  to  then-  noiTnal  range,  as  they  al- 
lost  always  had  before.  But  as  Russia  unraveled  and  paits  of 
sia  fell  deeper  into  crisis,  investors  around  the  world 


switched  theii"  money  into  the  safest  securities  they  could  find, 
such  as  U.  S.  Treasixry  bonds. 

Many  of  the  quant  fh-ms  were  betting  on  riskier,  less  liquid 
securities  such  as  junk  bonds,  and  they  got  ciaished.  Instead 
of  narrowing,  the  spreads  between  safe  and  risky  securities 
widened  drastically  in  virtually  every  market  around  the 
world. 

The  unexpected  widening  of  spreads  wreaked  havoc  on 
supposedly  low-risk  portfolios.  For  example,  some  quant 
fii-ms  were  betting  that  junk-bond  yields  in  Britain  had  gotten 
too  high  in  relation  to  those  of  high-grade  corporate  bonds, 
and  that  the  spread  would  nan-ow.  If  the  yield  spread  had 
naiTOwed,  as  forecast,  the  quants  would  have  earned  a  bun- 
dle. But  that's  not  what  happened:  The  yield  spreads  widened 
and  the  quants  owed  a  ton  of  money. 

To  work,  the  quant  models  need  liquid  markets  on  all 
sides  of  the  trade.  But  markets  in  August  are  thin,  as  Meri- 
wether noted  in  his  letter  to  fundholders.  Wrote  Meriwether: 
"...  volatility  and  the  flight  to  liquidity  were  magnified  by  the 
time  of  yeai"  wiien  markets  were  seasonally  thin."  That's  the 
trouble  with  Hquidity:  It's  never  there  when  you  really  need 
it,  as  buyers  of  so-called  portfolio  insurance  discovered  in  the 
1987  stock  market  crash. 

A  liquidity  drought  is  basically  panic  in  slow  motion.  "It 
wasn't  just  the  big  hedge  funds,"  says  D.  Sykes  Wilford,  a 
managing  dh-ector  of  New^  York-based  CDC  Investment  Man- 
agement Corp.  "This  summer,  it  affected  lots  of  people, 
particularly  investment  banks,  banks,  fund  managers.  They 
had  to  reduce  their  capital  exposures.  When  they  do  that, 
other  ti'ades  that  may  have  looked  smart  all  of  a  sudden 
were  subjected  to  this  liquidity  shock,  too,  and  it  fed  on 
itself." 

WORLDWIDE  PHENOMENON.  The  stinger  is  that  hquidity  dried 
up  across  markets.  It  was  a  worldwide  phenomenon,  so  the 
geogi'aphic  diversification  employed  by  so  many  quant  firms 
did  them  not  a  whit  of  good.  Late  August  was  actually  worse 
for  some  market-neutral  arbitragers  than  the  1987  crash, 
admit  some  quants.  "They  weren't  all  bullish  and  they  weren't 
all  bearish,  but  they  were  all  behevers  in  the  liquidity  and 
continuity  of  markets,"  says  James  Grant,  editor  of  Grant's 
Interest  Rate  Observer. 

The  carnage  was  widespread  because  so  many  people  were 
making  the  same  kinds  of  bets.  "When  Russia  announced 
default,  everybody's  risk  appetite  went  dowoi  dramatically. 
Every  position  held  on  evei-y  dealer's  books  was  subject  to 
liquidation.  Any  concept  of  long-term  or  fundamental  value 
disappeared,"  says  William  T.  Winters  Jr.,  head  of  Europe 
fixed  income  at  J.  R  Morgan  &  Co.  in  London.  "Large  in- 
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vestors  lost  money  on  positions  that  became  veiy  illiquid 
and  volatile." 

Worst  hurt  of  all  were  highly  leveraged  hedge  funds. 
Heavy  borrovdng  amplified  theii-  returns  on  the  way  up,  and 
it  amplified  their  losses  on  the  way  down.  When  spreads 
widened  in  a  disorganized,  tumbling  market,  gains  on  short 
positions  weren't  enough  to  offset  losses  on  long  ones. 
Lenders  demanded  more  collateral,  forcing  the  funds  either  to 
abandon  the  ai'bitrage  plays  or  to  raise  money  for  the  margin 

calls  by  seUing  other  hold- 
ings at  fii"e  sale  prices. 

Long-Term  Capital  re- 
sponded to  the  crisis  by 
shedding  marginal  deals,  such  as  bets  on  the  direction  of  in- 
terest rates,  at  losses,  while  keeping  in  place  its  core  arbi- 
trage bets.  As  its  moniker  suggests,  the  fimn  is  able  to  hang 
tough  longer  than  most  hedge  finns  because  its  capital  base  is 
stable.  The  fii"st  date  any  investors  can  withch-aw  capital  is  the 
end  of  1998,  and  even  then  the  potential  withdrawal  is  less 
than  12%  of  the  fund.  Borrowing  arrangements  are  long- 
term  as  well — generally  for  six  months  or  a  year 
HUBRIS.  If  markets  quickly  return  to  their  old  alignments, 
Long-TeiTTi  Capital  will  come  out  way  ahead,  and  August 
will  be  nothing  but  a  scaiy  memory  Indeed,  the  film  is  beef- 
ing up  its  bets  by  raising  more  capital  fi-om  investors.  But 
what  if  the  spreads  just  keep  getting  wider?  It  could  happen. 
Grant,  the  newsletter  editor,  likes  to  quote  a  play-it-safe 
Wall  Street  maxim:  "Never  meet  a  margin  call."  In  other 
words,  if  the  market  is  going  against  you,  concede  defeat 


ONE  WAY  THE  QUANTS  GOT  CREAMED 

Many  traders  were  betting  on  a  trend  in  credit  improvement  in  Britain. 
They  figured  that  the  gap  between  five-year  British  government  bonds 
(gilts)  and  corporate  bonds  would  narrow.  So  they  "shorted"  the  gilt 
and  bought  corporates,  figuring  that  they  couldn't  lose  no  matter  which 
way  interest  rates  moved.  Instead,  the  spread  widened  dramatically, 
and  they  lost  a  bundle.   


CORPORATE  SPREADS  O/CR  FIVE-YEAR  BRITISH  GILTS 
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quickly  and  liquidate  before  you  really  lose  your  shirt 

Since  the  quants  came  to  Wall  Street,  there  has  been 
shortage  of  critics.  Rocket  science  can't  substitute  for  commo 
sense,  says  WUford,  who  manages  a  "market-neutral"  hedg 
fund  himself.  "I've  seen  too,  too  many  of  these  quant  geniuse 
that  don't  have  a  clue  about  how  markets  behave.  Whe 
they  get  a  shock  like  this,  they're  dumbfounded.  They  jus 
don't  have  the  intuition  of  what  to  do." 

The  quants  may  have  placed  too  much  faith  in  their  es 
quisitely  tuned  computer  models.  "The  hubris  a  bad  quant  ca 
exhibit  is,  he  thinks  he  has  the  best  model  of  all  time,"  say 
van  Kipnis.  "Many  of  these  models  provide  the  illusion  of  cei 
tainty,"  says  economist  Henry  Kaufman  of  Kaufman 
Kubaiych.  "There  is  a  kind  of  assui'ance  that  ultimately  can' 
be  satisfied." 

In  a  certain  sense,  maybe  the  problem  wasn't  too  muc 
rocket  science,  but  too  little.  Extreme,  synchronized  rise 
and  falls  in  financial  mai'kets  occm-  infi'equently — but  they  d 
occur.  The  problem  with  the  models  is  that  they  did  not  a5 
sign  a  high  enough  chance  of  occuirence  to  the  scenario  i 
which  many  things  go  wi'ong  at  the  same  time — the  "perfec 
stomi"  scenario.  Sources  say  Long-TeiTn  Capital's  worst-cas 
scenario  was  only  about  60%  as  bad  as  the  one  that  actuall 
occuri'ed. 

On  the  other  hand,  some  quant  firms  made  out  just  fm( 
Unhke  Long-Term  Capital,  which  looked  at  markets  aroun 
the  world,  these  finns  ai-e  niche  playei-s,  and  then-  models  coi 
centrate  on  specific  markets.  Roll  &  Ross,  for  example,  en 
ploys  a  value  approach  to  stocks,  using  the  latest  academic  re 
seai'ch  to  screen  for  a  combination  of  lo\ 
price-earnings  and  market-to-book-valu 
ratios. 

Another  example  of  wizardry  tha 
worked  is  a  Little-known  niche  firm  base 
in  Radnor,  Pa.,  owned  by  Banque  N£ 
tionale  de  Paris,  called  BNP/Cooper  Ne; 
Inc.  Tlie  only  bet  BNP/Cooper  Neff  make 
is  arbitrage  between  stocks  that  becom 
overvalued  or  undervalued  because  c 
such  things  as  money  flows  in  and  ot 
of  markets.  It  is  scmpulously  neutral  o 
the  attractiveness  of  gi'owth  stocks  v! 
cyclical  stocks,  or  large-capitilizatio 
stocks  vs.  small-cap  stocks. 

Although  the  fu-m's  assets  under  mar 
agement  ai'en't  huge — about  .$10  biUion- 
it  estimates  that  it  accounts  for  aboD 
4%  of  the  daily  trading  volume  on  th 
New  York  Stock  Exchange  and  6%  t 


20 


1  18  BUSINESS  WEEK  /  SEPTEMBER  21,  1998 


Ah,  the  joys  of  the  office.  Where  the  hours  can  sHp 
by  faster  than  gossip  at  the  water  cooler.  A  change 
of  scene  could  do  wonders  for  your  productivity. 
And  new  Symantec  pcTelecommute^*"  is  just  the 
solution.  It  has  everything  you  need  to  work  from 
the  one  place  you  can  get  things  done  -  at  home.  You  can  send  faxes,  synchronize  files  with  your 
office  PC,  and  access  office  files  and  applications.  You  can  even  monitor  your  work  and  quickly 
create  status  reports  for  your  manager.  (Who  says  you  can't  impress  your  boss  from  home?)  Leave  the 
chaos  for  your  coworkers.  Run  a  demo  of  pcTelecommute  or  download  your  free  trial  version  at 
www.symantec.com/ pctelecommute/. 


SYMANTEG. 


Symantec  Corporation  and  the  Symantec  logo  are  U.S.  registered  trademarks  of  Symantec  Corporation.  Symantec  pcTelecommute  is  a  trademark  of  Symantec  Corporation.  Microsoft.  Windows,  and 


10%  of  the  volume  on  the  principal  exchanges  of  France, 
Germany,  Spain,  and  Italy.  BNP/Cooper  Neff — which  is  so  far 
not  open  to  outside  investors — needs  enonnous  volumes  of 

  trades  because  its  average 

profit  margin  per  trade  is 
so  small.  Their  research 
staff  includes  about  a 
dozen  physics  PhDs.  While  it  won't  release  its  results.  Chair- 
man and  co-founder  Richard  W.  Cooper  says:  "August  was  the 
best  month  in  our  history.  In  markets  that  become  irra- 
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tional,  you  can  find  greater  mispricing  opportunities.') 
But  Cooper's  firm  is  not  typical.  And,  after  its  summer  set  i 
back,  rocket  science,  whether  quants  bounce  back  or  not 
will  be  forced  to  change.  It  will  have  to  adjust  its  models  tc 
account  for  more  riskiness  in  global  markets.  The  search  foi 
inefficiencies  in  markets  that  can  produce  profits  will  contin 
ue.  But  there's  one  thing  to  remember  about  being  on  the  cut- 
ting edge:  Sometimes,  you  bleed. 

By  Peter  Coy  mid  Suzanne  Woolley,  with  Leah  Natham 
Spiro  atvd  William  Glasgall  in  New  York  and  bureau  report 
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By  Gary  Weiss 

WHEN  COMPUTER  MODELS  SLIP  ON  THE  RUNWAY 


The  v/reckage  is  everywhere  as 
hedge  funds,  banks,  and  securi- 
ties fiiTOS  rack  up  big  losses.  This 
time,  the  losses  are  not  sustained  by 
free-wheeUng  high-rollers  betting 
with  their  gut,  but  by  nerdy  comput- 
er mavens  betting  with  their  super- 
computers and  software — and  losing. 
Despite  state-of-the-ait  arbitrage 
trading  strategies,  virtual  reality  has 
failed  to  come  to  their  rescue.  Mar- 
ket-neutral strategies,  in  lai'ge  mea- 
sure, have  failed.  Their  strate- 
gies may  have  been  perfect  on 
paper.  But  the  market  refused 
to  cooperate. 

The  only  surprising  thing 
about  the  recent  spate  of  high- 
tech trading  failui'es  is  that 
they  have  come  as  a  surprise 
to  so  many — even  to  some  of 
the  super-traders  ranning 
these  fu'ms.  Today,  it  is  Jolin 
W.  Meriwetheris  Long-Term 
Capital  Management.  But  in 
1997,  it  was  UBS  and  Natwest 
Capital  Markets.  And  a  few 
years  before  that,  it  was  Askin 
Capital  Management.  The  list 
goes  on  and  on— a  largely  for- 
gotten litany  of  disappoint- 
ments (table). 
BIG  FLOPS.  Trading  models 
work  well  most  of  the  time. 
But  we  should  never  forget 
that  they  are  prone  to  calami- 
tous failure.  There's  even  a  term  of 
art  for  this  phenomenon:  model  risk. 
Indeed,  perhaps  the  most  important 
lesson  to  be  drawn  from  the  recent 
blundei's  of  some  of  the  smartest 
people  on  Wall  Street  is  that,  sooner 
or  later,  some  of  their  most  promis- 
ing models  are  bound  to  fail — and  fail 
big.  And  there's  not  much  that  can 
be  done  about  it. 

Model  failure  can  be  a  simple  case 
of  bad  pricing  data — "garbage  in, 
garbage  out" — such  as  the  mispricing 
that  touched  off  the  collapse  of  David 
Askin's  $600  million  hedge-fund  fami- 


ly in  1994.  Or  it  could  be  the  appar- 
ent cause  of  Long-Term  Capital's 
sickening  44%  decline  in  August,  as 
its  computer  models  became  over- 
whelmed by  an  unexpected  combina- 
tion of  mai'ket  forces. 

Whatever  the  reason,  the  latest 
travails  give  an  illustration  of  what 
some  observers  have  been  sa>ang  for 
a  long  time.  Quite  simply,  these  mod- 
els can  be  too  complex  for  their  own 
good.  They  are  akin  to  an  aircraft 

A  ROGUE'S  GALLERY  OF  FAILURES 

ASKIN  CAPITAL  MANAGEMENT  (1994)  — 
A  $600  million  hedge-fund  empire  col- 
lapses, a  multifaceted  calamity  that  was 
touched  off  by  inaccurate  valuations  fed  into 
a  model  used  to  trade  mortgage-backed 
securities 

BANK  OF  TOKYO-MITSUBISHI  (1997)  — 
Records  $83  million  in  derivatives  losses 
from  errors  in  one  of  its  derivatives  models 

NATWEST  CAPITAL  MARKETS  (1997)  — 
Takes  a  $112  million  hit  from  mispricing  a 
portfolio  of  German  and  British  interest  rate 
options 

UBS  (1997)  —  Huge  Swiss  bank  loses 
$412  million  from  derivatives,  partly 
because  of  bad  prices  fed  into  an  equity 
derivatives  pricing  model 
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engine  breaking  down  because  it  in- 
haled a  seagull.  "Every  model  is 
based  on  all  sorts  of  assumptions, 
and  one  of  hundreds  of  assumptions 
in  sophisticated  models  can  go 
wrong.  It  gives  people  a  false  sense 
of  security,"  notes  Joe  Kolman,  editor 
of  Derivatives  Strategy,  a  New  York- 
based  newsletter. 

Derivatives  experts  such  as  Kol- 
man have  been  offering  warnings 
about  the  dangers  of  model  risk  for 
years.  Long  before  the  latest  crisis, 
Derivatives  Strategy  ran  as  its  June, 
1997,  cover  stoiy,  an  article  entitled 


"Controlhng  Model  Risk."  It  con- 
tained a  jaiTingly  prescient  exposi- 
tion on  the  problems  lui'king  in 
multifaceted  computer  models. 
"Riskier  derivatives  often  include 
very  high  degrees  of  leverage,  exotic 
cash-flow  patterns  or  are  based  on 
obscui'e  markets,"  derivatives  consul- 
tant Tanya  Styblo  Beder  said  in  the 
October,  1994,  issue  of  Corporate 
Cashflow  Magazine.  Valuing  such  de- 
rivatives, she  noted,  often  depends 
"on  sopliisticated  mathematical 
models,  creating  the  risk  that 
the  model's  value  may  be  dif- 
—      ferent  than  that  ultimately  ob- 
tained in  the  market." 
HARSH  TEST.  Even  a  master  of 
the  model  universe  such  as 
John  Meriwether  seems  to  have 
forgotten  that  his  financial 
strategies  are  far  ft'om  unsink- 
able.  In  a  Sept.  2  letter  to  in- 
vestors, Meriwether  pointed  to 
the  fund's  record  of  stellar  per- 
foiTnance  and  noted  that  while 
he  anticipated  a  setback,  "I  did 
not  anticipate,  however,  how 
severe  the  test  would  be." 

After  explaining  the  fund's 
dreadful  recent  performance, 
Meriwether  noted  that  the 
fund  was  giving  its  investors 
the  opportunity  to  put  in  more 
money.  A  sucker  bet?  Not  nec- 
essarily. The  opportunities  for 
hefty  profits,  which  sustained  Long- 
Term  Capital  and  other  rocket  scien- 
tists in  recent  years,  have  certainly 
not  gone  away.  But  Meriwether,  and 
the  rest  of  us,  have  been  taught  yet 
another  lesson  in  the  drawbacks  of 
these  delicately  choreographed  high- 
tech trading  strategies.  They're  an 
alluring  way  of  making  money,  no 
question  about  it.  And  they  will  con- 
tinue to  be — until  the  next  disaster 
strikes. 


Senior  Writer 
Street. 


Weiss  covers  the 
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Creating  the  ricbht 
Internet  solution 
FOR  Epic  Records  meant 

TOTALLY  IMMERSING 

OURSELVES 
IN  THEIR  AUDIENCE. 


How  do  you  keep  hundreds 
of  recording  artists  in  touch 
th  their  fans  from  anywhere 
"any  time?  With  an  Interjiet 
solution  built  by  USWeb. 


elling  records  goes  a  lot  further  than  pressing 
CDs.  It's  keeping  your  artists"  fans  totally  nined  in 
— to  new  music,  tour  dates,  contests,  promotional 
appearances  and  more. 

With  so  many  artists"  Web  sites  to  manage. 
Epic  Records  needed  a  more  efficient  and  cost- 
effective  way  to  do  this.  So  they  turned  to  the 
e.xperts  at  USWeb.  We  worked  side-by-side  with 
Epic  to  create  a  site  with  continually  fresh,  inter- 
active content  and  innovative  design  for  an  on-line 
experience  that  really  resonates  with  their  audience. 

The  result?  EpicCenter,  a  dynamic  Internet 
Supersite  that  not  only  gives  fans  access  to  their  Web 
site,  but  also  sound  libraries,  news  and  schedules. 
Now  Epic  artists  and  staff  can  instantly  publish 
hot  news,  up-to-the-minute  touring  information 
and  new  photos  directly  to  EpicCenter,  at  any  time, 
from  anywhere.  And  the  real-time  publishing  not 


only  keeps  the  site  fresh,  it  requires  a  fraction  of 
the  time  to  maintain  it. 

Toshiba,  NBC  and  REI— just  a  few  of  the 
many  different  types  of  clients  who"ve  turned  to 
USWeb  to  gain  a  competitive  edge.  Not  to  mention 
27  of  the  Fortune  100.  We're  a  full-service  Internet 
consulting  firm  with  a  broad  range  of  expertise 
in  everything  from  strategic  planning  to  network 
operations  and  security,  to  brand  development 
and  award-winning  design.  A  single  source  for  all 
your  Intranet,  Internet  or  Extranet  solutions. 

To  learn  how  USWeb  can  be  your  strategic 
partner  for  the  information  age,  visit  our  Web 
site  today.  Then  check  out  your  favorite  Epic 
artists  at  www.epicrecords.com. 

Read  our  white  paper  Success  in  the  Internet  Economy: 
www.usweb.com  l-888-USWEB-4ll,EXT  84 


USWEB 


of  USWeb  Cofporalio 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

IS  EAGLE  HARDWARE 
SET  FOR  SPLICING? 

Alan  Rifkin,  Piper  Jaffi-a/s  ace  picker 
of  retailing  stocks,  wasn't  content 
merely  to  keep  his  buy  recommenda- 
tion on  Eagle  Hardware  &  Garden 
(eagl):  He  upgraded  his  rating  in  mid- 
summer to  a  "strong  buy."  What's  so 
alluring  about  this  supplier  of  do-it-your- 
self home-improvement  products? 

For  one  thing,  business  in  Eagle's 
mai'kets,  mainly  in  the  Northwest,  has 
picked  up  sharply,  partly  because  of  a 
buoyant  housing 
VAST  HOME        market.  And  its 
tMPROVEMENT       stock  has  become 
"very  underval- 
ued," says  Rifkin, 
compared  with  ri- 
vals. Also,  Rifkin 
thinks    that,  in 
light  of  the  cur- 
rent consolidation 
going  on  in  the 
$150  billion  indus- 
try. Eagle  will  end 
up  in  the  arms  of 
Lowe's,  second  in 
size  only  to  Home 
Depot. 

"It's  incimibent 
upon  Lowe's  to  acquire  Eagle,"  says 
Rifkin,  so  it  can  grow  faster  and  move 
from  conventional-size  stores  to  a  "chain 
of  superstores  on  a  national  scale." 
Lowe's,  with  461  stores  in  26  states, 
mainly  in  the  East,  has  publicly  stated 
that  it  wants  to  reach  600  stores  in  two 
years  and  expand  into  California,  says 
Rifkin.  There's  no  overlap  in  the  two 
chains'  regions,  says  the  analyst.  Eagle 
plans  to  open  six  stores  this  yeai"  and  a 
fuither  10  in  1999. 

Rifkin  figures  that  Eagle  stock,  now 
at  21  a  share,  is  cheap:  Eagle's  price- 
eaiTiings  ratio  of  18.9  compares  favor- 
ably with  26  for  Lowe's  and  nearly  40 
for  Home  Depot,  based  on  estimated 
1999  earnings.  In  a  buyout,  Rifkin  says 
Eagle  could  be  worth  40,  or  $1.1  bil- 
hon — about  the  same  as  its  estimated 
fiscal  1999  revenues.  If  Lowe's  were  to 
buy  Eagle  for  stock,  the  deal  would  not 
dilute  Lowe's  earnings,  says  the  ana- 
lyst. Combined,  Lowe's  and  Eagle  would 
have  total  revenues  of  $13.5  bUhon  in 
1998  and  $16.3  bUlion  in  1999.  Lowe's 
spokesman  Brian  Peace  declined  to  com- 
ment on  acquisition  plans  but  said  the 
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company  aims  to  spend  $1.5  bUlion  to 
bmld  100  stores  in  the  West  in  a  couple 
of  years.  Eagle  couldn't  be  reached  for 
comment. 


MAKING  A  RUSH 
FOR  SUGEN 

Sugen  (sugn)  is  attracting  fresh  at- 
tention: With  its  stock  at  11,  down 
from  21  last  October,  this  biotech  com- 
pany may  be  ready  for  new  deals  with 
strategic  partners  that  may  be  eager 
to  increase  their  stake  in  the  company. 

Sugen  is  striving  to  produce  anti- 
angiogenesis  agents,  which  cut  off  the 
flow  of  blood  to  a  tumor.  Reseai'ch  has 
focused  on  two  fronts:  It's  seeking  the 
oncogene  behind  certain  cancers  and  de- 
veloping compounds  to  fight  it,  and  it's 
also  trying  to  produce  antiangiogenesis 
agents.  In  mid-July,  it  initiated  phase-II 
trials  with  its  leaid  product,  suioi,  for 
ovarian  cancer, 

complementing      A  SLUMP  RIPE 
trials  of  the  same     FOR  EXPLOITING 

product  for  brain 
and  prostate  can- 
cer. "The  trials 
have  shown  some 
positive  surprises," 
says  Peter  Hir-sch, 
Sugen  Executive 
Vice-President  for 
drug  R&D.  By 
yearend,  he  says, 
Sugen  will  launch 
trials  for  a  yet-un- 
named compound 
that  blocks  the 
formation  of  blood 
vessels  and  simultaneously  directly  at- 
tacks cancerous  tumors. 

James  McCamat,  editor  of  Medical 
Technology  Stock  Letter,  notes  that  suiOl 
is  a  small  molecule  that  blocks  the  path- 
way regulated  by  one  of  the  main  onco- 
genes in  brain,  prostate,  and  ovarian 
tumors.  To  help  develop  anticancer  com- 
pounds, Sugen  has  signed  a  pact  with 
Britain's  giant  drugmaker  Zeneca  Group, 
which  has  acquii'ed  a  20%  stake  in  Sug- 
en, and  also  with  Allergan,  asta  Medical, 
and  Japan's  Taiho  Phannaceutical.  Ex- 
cept for  Taiho,  these  companies  have 
taken  equity  stakes  in  Sugen,  and  "they 
are  all  potential  acquirers  of  Sugen," 
says  Michael  Kicera,  president  of  mrk 
Capital  Management,  which  has  accu- 
mulated Sugen  shares. 

He  expects  Zeneca  will  buy  more 
Sugen  shares  this  yeai*.  It  had  acquired 
its  stake  at  higher  prices,  and  Kicera  be- 
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lieves  Zeneca  will  take  advantage  of  the 
stock's  decline  and  add  to  its  position, 
He  expects  Taiho  to  buy  shares  as  welL 
"The  stock  will  jump  on  any  good  news 
about  the  trials,"  says  Kicera. 


SOLID  COMFORT 
AT  LA-Z-BOY 


Since  the  market's  plunge,  not  many 
stocks  are  trading  anywhere  near 
their  highs.  One  stock  that  has  held  up 
is  La-Z-Boy  (lzb),  widely  known  for  its 
reclining  upholstered  chaii-s.  "The  reason 
is  nothing  more  than  inci'easingly  posi- 
tive fundamentals,"  says  Elliott  Schlang 
of  Lynch,  Jones  &  Ryan,  a  Cleveland  in- 
vestment fiiTn. 

With  yearly  earnings  growth  of  about 
14%,  La-Z-Boy  "is  a  safe  haven  in  an 
uncertain  economy."  says  Schlang,  who 
notes  that  sales  have  increased  for  17 
consecutive  years  and  that  earnings 
have  grown  in  each  of  the  past  seven, 
And  those  averse  to  overseas  exposure 
can  relax  with  La-Z-Boy:  93%  of  sales 
are  domestic. 

With  a  35%  share  in  the  recliner  mar- 
ket, La-Z-Boy  boasts  better  brand-name 
recognition  among  consumers  than — be- 
lieve it  or  not — Sony,  Microsoft,  or  Polo 
Ralph  Lauren,  at 


irs  siniNG 

PRETTY 


least  according  to 
a  study  conducted 
by  Household  Fur- 
nitui'e  Network. 

But  La-Z-boy 
has  yet  to  capture 
a  wide  following 
among  institution- 
al investors.  So 
the  stock  trades 
at  a  low  p-e  ratio. 
Now  at  56  a  shai'e 
(equivalent  to  18 
after  a  3-for-l  split 
takes  effect  on 
Sept.  15),  the 
stock  is  trading  at 
just  15  times  estimated  1999  earnings  oi 
$1.14  a  share,  and  14  times  2000  earn- 
ings of  $1.28.  Schlang  believes  La-Z- 
Boy  is  a  sleeper  He  reckons  it  will  kid! 
up  to  30  this  yeai-.  A  strong  housing 
market  and  buoyant  consumer  confi- 
dence could,  he  says,  produce  positive 
earnings  surprises  in  the  next  couple 
of  quarters  and  boost  the  stock, 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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Their  Award-Winning  Environmental  Efforts 
Yield  Profits  That  Are  Off  The  Charts. 


EPA  Congratulates  the  Energy  Star"  Buildings  and 
Green  Lights"  Partners  and  Allies  of  the  Year. 

American  Electric  Power  Company 

City  of  Scottsd^ale,  Arizona 

Compaq  Computer  Corporation 

Davenport  Community  School  District 

Johnson  &  Johnson 

Louisville  and  Jefferson  County  Metropolitan  Sewer  District 
McDonald's 
Mobil  Corporation 
St.  Joseph  Hospital 

The  Trane  Company,  Worldwide  Applied  Systems  Group 
Walt  Disney  World  Co. 


_____  Green 
^  Lights 


These  leaders  demonstrate  that  energy  efficiency  is  smart  business,  boosting  their  bottom  lines  while 
peaking  environmental  performance.  By  installing  energy-efficient  technologies  in  their  buildings,  these 
organizations  annually  save  more  than  $39  million  and  prevent  the  release  of  more  than  336  million 
pounds  of  carbon  dioxide.  Their  award-winning  efforts  reduce  operating  costs  and  build  more  competitive 
organizations,  as  well  as  help  prevent  global  climate  change,  acid  rain,  and  smog.  It  seems  some  companies 
share  their  profits  with  the  world. 

To  learn  more,  call  the  toll-free  Energy  Star  Hotline  at  l-888-STAR-YES  (1-888-782-7937). 


Uiane  rarKer  swircneo  lu 
State  Fund.  And  now  she's  trapped 
someplace  other  than  the  office. 


The  wrong  V^orkers' compensation  insurance  can  be  a  real  handicap.  Which  is  why  you  shouldn't  trust  yoi 
company's  coverage  to  anyone  but  State  Fund.  With  offices  statewide,  you  can  always  ceunt  on  gettmg  the  suppo 
vou  nctd.  Plus,  our  toll-free  Call  Center  lets  you  file  claims  instantly.  You  can  even  access  uiformanon^Dnlin. 
No  wonder  we're  the  choice  of  nearly  a  quarter  million  California  businesses.  To  find  out  more,  STATE 
justcallvourbrokerorcall  usat  1-888-STATE  FUND.  And  get  back  on  course.,     :  .  ;  -..     .   ■  'r°TJ^TZ'c 

B^:,  ■ .  _  ■ '   .  c=i.iisjr 
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>FTWARE 


1  HOLLYWOOD  STAR 
iALLED . . .  NEWTEK? 

nseltown's  leading  supplier  of  animation  software  is  gearing  up  for  HDTV 


temember  the  Video  Toaster?  In 
1990,  the  funky  Amiga  PC  add-on 
made  it  possible  for  a  novice  to 
create,  animate,  and  edit  video 
a  PC — launching  a  video  revolution  in 
3vision  animation  and  movie  special 
acts.  Creator  Tim  Jenison's  plug-in 
d  and  graphics  software  re- 
ced  television  studio  gear 
ting  up  to  $100,000,  unleash- 
■  a  new  wave  of  Hollywood 
ovation. 

Por  a  time,  Jenison's  New- 
i  Inc.  was  the  toast  of  tech- 
ogy  startups.  But  when 
liga  PC  maker  Commodore 
ernational  Ltd.  went  belly- 
in  1994,  Jenison's  San  An- 
lio  company  nearly  burned 
with  it,  forcing  the  43-year- 

inventor  back  to  the  draw- 
;  board.  For  the  past  four 
ars,  NewTek  has  survived 

churning  out  innovative 
nputer  graphics  software, 
lich  has  helped  to  craft 
srything  from  flreball-spew- 
f  dragons  on  television's 
na:  Warrior  Princess  to  the 
ergalactic  spaceships  in  the 
ivie  Lost  in  Space.  NewTek's 
^htwave  3D  software  was 
long  the  technologies  used 
simulate  the  Titanic  in  the 
;ent  hit  movie.  Margot  Pip- 


standard,  digital,  and  hdtv  content  on  a 
Windows  PC.  Says  Jenison:  "Qui'  goal  is 
to  leapfrog  the  competition  and  create 
another  upheaval  like  the  Video  Toaster 
created." 

High  sights  for  a  guy  who  grew  up 
without  a  television.  Indeed,  Jenison 


TIM  JENISON 


BORN  Mar.  21,  1955,  in  Belmond,  Iowa 


credits  his  parents'  strict  ban  on  TV- 
and  movie-watching  for  his  fascination 
with  moving  images  and  technology 
and  for  his  desire  to  bring  video  tech- 
nology down  to  the  farm  for  anyone 
with  access  to  a  personal  computer. 
Raised  in  rural  Iowa,  Jenison  was  a 
brilliant  if  nerdy  kid,  the  son  of 
strict  Lutherans  "who  thought 
TV  was  a  bad  idea,"  he  says. 
While  other  kids  were  watch- 
ing Leave  it  To  Beaver,  Jeni- 
son was  at  his  father's  work- 
bench, devising  mechanical  and 
electrical  wonders.  Those  in- 
ventions often  had  a  direct  ap- 
phcation,  even  then:  In  gram- 
mar school,  Jenison  rigged  up 
an  electric  cord  and  battery 
pack  to  deliver  a  10,000-volt 
jolt  to  a  school  bully. 

Still  a  bit  of  a  nerd  in  high 
school,  Jenison  learned  to  write 
software  by  reading  ibm  manu- 
als and  later  picked  up  chip  en- 
gineering from  textbooks.  Jeni- 
son also  developed  an  interest 
in  moviemaking  and  in  the  kind 
of  TV  sets  he  never  had  as  a 
kid.  Jenison  now  boasts  a  col- 
lection of  300  antique  sets,  in- 
cluding a  rare  1959  Philco  Pre- 
dicta  Danish  Modern,  now  on 
display  at  NewTek's  headquar- 
ters. "My  career  motivation  was 


1,  head  of  TV  animation  pro-  — '   to  make  a  real  TV  show,"  Jeni- 


ction  for  DreamWorks  SKG, 
/s  Jenison's  software  is  "tak 
f  over  Hollywood."  NewTek 


EDUCATION  Belmond  High  School,  1973.  Physics 
major  for  one  year  at  Iowa  State  University 


son  says.  "I  was  just  a  frustrat- 
ed filmmaker." 

HOLY  GRAIL  It  all  came  togeth- 


pects  to  be  modestly  prof-    fA'*™'^^_^i^?lii®_^!L®:_^t'[®_®  f^.^^^^!^!®*!^^   er  for  the  entrepreneur  in  the 


ble  this  year,  on  revenues  of 
7  million. 

But  for  Jenison,  NewTek's 
tneback  is  just  beginning, 
hether  it  can  regain  its  past 


HOBBIES  Collects  old  television  sets,  flies  heli- 
copters and  airplanes,  and  plays  jazz  and  blues 
piano.  Owns  three  Cessna  aircraft,  including  a  1947 
Cessna  120.  Currently  rebuilding  and  converting  a 


1980s,  when  he  discovered  the 
Amiga  and  its  unique  ability  to 
generate  a  standard  television 
image.  He  found  personal  com- 
putei-s  the  perfect  outlet  for  cut- 


)ry  will  depend  mostly  on  the    P'!'!:'!^']  PJP^_°/S^l^JP]9A?y']l^®_^J?^''_   ting  the  costs  of  TV  production 


ccess  of  Jenison's  newest  in- 
ntion,  now  nearing  comple- 


PEOPLE  HE  ADMIRES  His  father,  Leiand  Jenison, 
Bill  Gates,  Thomas  Edison,  and  Ayn  Rand 


in:  a  Video  Toaster  for  the    own  shows. 


equipment,  thereby  allowing  or- 
dinaiy  people  to  produce  their 


J  of  high-definition  TV — tech- 
logy  that  will  let  progi-am- 
irs  and  animators  produce 


WHY  HE  FOUNDED  NEWTEK  IN  TOPEKA,  KAN. 

"I  met  a  girl  and  never  achieved  escape  velocity" 


But  Jenison's  greatest  chal- 
lenge hes  ahead.  Recreating  the 
Video  Toaster  for  hdtv  will  re- 
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quii'e  notliing  less  than  discovering  the 
Holy  Grail  of  computer  filmmaldng — a 
low-cost  way  to  produce  and  distribute 
live  \ideo  for  standai-d,  digital,  and  high- 
definition  tele\-ision.  Creating  and  edit- 
ing such  \ideo  means  devising  a  sys- 
tem able  to  handle  the  digital  eqtu\-alent 
of  thi'ee  CDS  a  second.  That  equipment 
now  costs  upwards  of  SoOO.OOO.  But 
Jenison's  goal  is  to  make  such  a  device 
as  affordable  as  the  S2,500  Video  Toast- 
er was  in  its  heyday.  "If  Tim  can  do 
that,  he'll  have  a  real  hit  on  his  hands," 
says  Charles  A.  Pantuso,  head  of  hd 
Vision  Inc.,  an  Ining  (Tex.)  high-defini- 
tion video  production  house  familiar 
with  XewTek's  work. 

Besides  the  technical  challenges.  Jeni- 
son  is  facing  other  hiu-dles.  His  forte  is 
inventing,  not  managing.  "Tim's  a  good 
engineer,  not  a  good  CEO.  He's  aft-aid 
to  give  up  control,"  says  XewTek  co- 
founder  Paul  Montgomeiy.  now  co-CEO 
of  rival  Play  Inc.  XewTek  loyalists  hope 
Jenison's  seai'ch  to  replace  foiTner  chief 
executive  Dwight  Parscale,  who  left 
XewTek  last  Mai'ch  and  recently  joined 
rival  Electric  Image,  \\t11  help  keep  Jeni- 
son  on  track. 

LOYAL  LEGIONS.  Another  challenge  for 
Jenison:  money.  The  company  has  plans 
to  finance  the  laimch  and  dealer  training 
for  XewTek's  next-generation  Video 
Toaster  via.  a  SlO  million  private  place- 
ment of  stock. 

Can  he  do  it?  Jenison  has  learned 
fi'om  his  mistakes.  Once  a  company  ex- 
clusively focused  on  one  product.  >s'ew- 
Tek  has  since  broadened  its  offerings, 
with  software  for  Web  developers  and 
a  color-test  generator  for  studio  engi- 
neers. XewTek  also  has  kept  its  army 
of  filmmakers  and  animators  loyal  by 
developing  3-D  software  for  Windows, 
Mac,  and  Unix  computers.  XewTek 
regularly  supplies  customers  %\ith  soft- 
ware to  achieve  new  effects.  "Tim's  al- 
ways coming  up  with  unusual  ways  to 
make  things  happen."  says  Ron  Thorn- 
ton, a  friend  who  runs  Foundation 
Imaging,  a  Valencia  (Calif.)  TV  special- 
effects  producer. 

Case  in  point:  Frankie.  the  Singing 
Duck,  a  toy  Jenison  invented  three 
yeai's  ago  that  moves  ai-ound  the  office 
emitting  Frank  Sinatra  tunes.  Jenison 
created  the  duck  to  test  an  idea  he  had 
to  use  MIDI — or  musical  insti-urnent  dig- 
ital interface  software — to  operate  mo- 
tors that  move  its  feet,  beak,  and  blue 
eyes.  That's  the  kind  of  zany  creation 
that  has  made  Jenison  and  his  XewTek 
a  Hollj'wood  legend.  Xext  stop:  proving 
he  can  bring  the  same  creative  spunk 
and  stajing  power  to  hotv'. 

By  Gary  McWilliams  in  Honsto)i 


COMPUTER  SERVICES 


FOR  THE  EXEC  ON  THE  RUN, 
A  DIGITAL  VALET 

Root  aims  to  be  eventhing  from  travel  agent  to  help  desk 


lanhattan,  Aug.  13.  10:15  a.m.  Bob 
Vanech  is  racing  tlu'ough  Central 
I  Pai'k  in  a  cab  after  a  meeting  with 
a  prospective  partner  for  his  company. 
Vanech  ignores  the  trees  and  the  mid- 
morning  joggers  the  cab  is  whizzing 
past.  Instead,  he  is  focused  on  his  hand- 
held Palm  III.  coordinating  Ws  schedtile 
via  cell  phone  with  Root,  a  senice  he  is 
testing  that  acts  as  a  Digital  Age 
concierge  or  secretaiy.  "0.  K..  so  reser- 
vations for  1:15  at  Blue  Water  Grill." 
Vanech  says.  "Great." 

In  the  next  five  minutes,  the  Root 
employee  on  the  other  end  of  the  phone 
advises  Vanech  that  he  should  show  up 

at  the  restam-ant  at  1   

p.m.  because  he  can 
probably  get  seated 
earlier.  Vanech  then 
0.  K.'s  a  memoiy  pur- 
chase for  Ms  computer 
that  Root  researched 
over  the  Internet  and 
decides  on  accommoda- 
tions Root  found  for  a 


"We're  talking 
about  people  who 
have  more  money 
than  time" 


weekend  getaway.  Then  it's  over  ai 
out,  as  Vanech  heads  to  Ms  next  met 
ing  in  midtowii. 

Meet  Root,  a  new  senice  that  cu. 
be  the  answer  for  fi'azzled  executix 
tning  to  sort  out  the  Infonnation  A 
tangle.  DrowTiing  in  E-mail'?  At  a  ! 
over  the  complexity  of  youi*  persu: 
computer  or  how  to  get  the  most  hit 
out  of  the  Internet?  Root.net  Inc 
Xew  York  staitup.  thinks  it  has  the 
lution  for  on-the-go  executives  who  doi 
have  a  pei-sonal  assistant.  ""\\'e're  talki 
about  people  who  have  more  moni 
than  time — the  hanied  digital  profe 
sional,"  says  28-year  old  Seth  Gol 

  stein,  who  co-found 

Root.net  in  Mai'ch 

At  its  most  basi 
Root  is  a  secret 
consultant,  and  tecl 
cal  adviser  all  vvrapp 
into  one.  It  offers  t 
personal  touch  to  the 
whose  work  and  hoi 
lives  have  become 


Introducing  Toshiba  Solutions  -  The  One-Stop  Solution  For  All  Your  Office 
Equipment  Needs.  Gain  the  Toshiba  advantage  throughout  your  entire  office 
system  with  Toshiba  Collective  Technology  -  all  from  your  authorized  Toshiba 
dealer.  Now  Toshiba  Solutions  puts  its  entire  line  of  quality  computers,  copiers, 
facsimiles  and  digital  office  products  together,  under  one  roof.  It's  your  one-stop 
source  for  reliability,  service,  and  advanced  technology.  And  because  it's  all  from 
Toshiba,  it  all  Vvorks  together  seamlessly.  Contact  your  nearest  Toshiba  dealer  now. 
We've  got  the  right  connections  for  your  success.  Call  I-800-GO-TOSH1BA  or 
visit  our  Website:  http://copier.toshiba.com  or  http://fax.toshiba.com 


In  Touch  with  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 
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by  Corie  Mcnougall,  research 
associate  with  Interceclent  Asia 


Best  Read    'A':  r>lwlde 


Most  of  the  busmc-si  leaders  attending  the  8th  Annual  Business  Week  Asia  Leadership  Forum  held 
in  Singapore  are  confident  in  Asia's  long-term  success,  but  they  fear  that  recovery  will  be  lengthy  an 
that  the  worst  is  yet  to  come.  Corporate  stewardship  and  good  governance  will  be  essential  ingredi- 
ents in  any  recovery. 

"The  impact  of  globalization  on  the  region  has  been  immense,  ana  some  countries  in  the  region 
are  still  in  denial,"  said  the  Honorable  J.  Stapleton  Roy,  United  States  Ambassador  to  Indonesia. 
"Politically,  the  regional  crisis  has  sparked  a  crisis  of  confidence  in  capitalism,  which  could  have 
potentially  dangerous  consequences." 

"Asia  thought  the  party  would  never  end.  It  did  not  learn  temperance  when  the  going  was  good,"  sai 
Dr.  Noordin  Sopiee,  chairman  and  CEO,  Institute  of  Strategic  and  International  Studies.  Therein  lies  a 
lesson  for  developed  countries.  "Don't  believe  that  the  contagion  won't  catch  up;  governments  must 
learn  to  be  proactive  rather  than  reactive,"  said  V.  Shankar,  managing  director,  Investment  Banking, 
Bank  of  America.  Sopiee  continued,  "We  now  face  an  opportunity  of  historic  proportions  to  make  our- 
selves stronger,  more  competitive."  John  Major,  former  Prime  Minister  of  the  United  Kingdom,  asked, 
"Will  there  be  a  Pacific  Century?  Absolutely.  Will  we  come  out  of  it  stronger?  Absolutely." 


Dr.  Noordin  Sopiee 

chairman  &  ceo, 
Institute  of  Strategic  & 
International  Studies . 


V.  Shankar 

managing  director. 
Investment  Banking, 
Bank  of  America 


New  Leaders,  Big  Problems 

Tanri  Abeng,  Indonesia's  State  Minister  for 
State  Owned  Enterprises,  is  positive  about  liis 
country's  political  transformation.  "1  am  opti- 
mistic about  the  future  because  of  who  our  CEO 
is  [President  B.J.  Habibie].  He  understands  the 
needs  of  the  people.  He  understands  that  rice, 
not  airplanes,  is  needed  now."  Indeed,  he  said, 
political  prisoners  have  been  released,  unions 
are  being  allowed  to  form,  and  there  are  prepa- 
rations under  way  for  elections  and  new  laws 
enshrining  the  separation  of  powers.  Reforming 


riti 

EI:!1 


Tanri  Abeng 

State  Minister  for  ; 
State  Ow^ned 
Enterprises,  Indonesia 


Peter  Gontha 

vice-chairman, 
Bimantara  Citra 


Indonesia's  banking  industry  and  transforminj 
its  state  owned  enterprises  (SOEs)  are  top  prior 
ties  that  are  also  politically  sensitive.  Its  bank' 
ruptcy  laws  were  expected  to  be  modernized  b 
August.  Ne.xt  will  be  legal  and  judicial  reforms 
in  order  to  improve  transparency.  By  all  accour 
President  Habibie  is  apparently  listening  to  thi 
private  sector.  A  new  Bill  of  Rights  may  help 
convince  the  ethnic  Chinese  it  is  safe  to  retun 
"The  time  is  past  for  divisions  based  on  race  o 
religion,"  said  Peter  Gontha,  vice-chairman, 
Bimantara  Citra,  Indonesia. 
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ment, former  Minister 
of  Finance,  India  , 
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Anand  Mahindra  ; 

managing  director,  ] 
Mahindra  &  < 
Mahindra  < 
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Moreover,  "Indonesia  needs 
do  more  PR  —  we  are  still 
ling  people  what  we're  not, 
her  than  what  we  are." 
igh  Peyman,  managing 
ector,  Dresdner  Kleinwort 
nson  Securities  ag^'eed: 
redibility  is  the  key,  but  it 
esn't  exist  yet." 
In  contrast  to  Indonesia, 
;  Philippines  has  enjoyed  a 
atively  peaceful  political 
nsition.  Edgardo  B. 
airitu.  Secretary  of  the 
partnient  of  Finance,  out- 
.  ed  the  benefits.  "There  is 
eady  a  high  level  of  confi- 
ice  in  the  country's  politi- 
system,  something  which 
mot  be  said  of  a  number  of 
ler  countries  in  the  region, 
e  cabinet  of  the  Philippines' 
Afly  elected  President, 
eph  Estrada,  is  well  regard- 
—  a  positive  sign  for  the 
/elopment  of  the  country 
?r  the  next  few  years.  The 
ficulties  faced  in  the 
lippines  in  the  mid-'80s 
/e  helped  it  to  weather  the 
■sent  crisis  relatively  well, 
a  latecomer  to  the  region's 
id  growth,  the  Philippines 
ess  affected  by  the  crisis.  It 
i  had  the  advantage  of 
ming  from  the  mistakes  of 
lers." 

e  Next  Casualties? 

oyce  Barnathan,  Asia 
!  iona!  editor,  Business  Week, 
I  ng  Kong,  warned  that  after 
lonesia,  China  is  the  next 
ist  likely  country  to  experi- 


ence social  unrest  due  to  eco- 
nomic problems.  The  rise  in 
unemployment  resulting  from 
the  layoff  of  millions  of  SOE 
employees  is  a  significant 
challenge  facing  the  govern- 
ment. A  sustained  minimum 
growth  level  of  7'Ki-to-8'K)  of 
GDP  will  be  required  just  to 
absorb  the  newly  unem- 
ployed. On  the  positive  side, 
stabilization  of  the  region  is  in 
China's  best  interest  as  it 
undergoes  an  economic  transi- 
tion. Meanwhile,  China  is 
earning  praise  for  helping  the 
region  to  once  again  achieve 
equilibrium.  It  is  also  assum- 
ing a  much  stronger  leader- 
ship role  as  its  relationship 
with  the  United  States 
matures. 

Leadership  is  not  a  problem 
in  China;  the  opposite  is  true 
of  India  where  business 
remains  shackled  by  numerous 
constraints.  According  to  The 
Hon.  P.  Chidambaram,  MP, 
India's  former  Minister  of 
Finance,  India  seemingly 
"takes  the  longest  possible 
route"  in  implementing  policy 
changes.  "India's  business 
leaders  need  to  stop  demand- 
ing the  protection  of  tariffs 
and  recognize  that  India  is  not 
in  danger  of  being  taken  over 
by  foreign  ownership."  Words 
of  advice  to  foreign  investors 
looking  at  India  came  from 
Anand  Mahindra,  managing 
director,  Mahindra  ist 
Mahindra.  "Stop  looking  at 


Will  China  Devalue  its 
Currency? 

On  the  question  of  whether  China 
will  devalue  its  currency,  several  argu- 
ments support  a  continuation  of  the 
status  quo  —  at  least  until  1999. 
China's  huge  foreign  reserves  and  the 
country's  capital  account  should  hold 
up  even  as  the  current  account  suf- 
fers due  to  competition  from 
Southeast  Asia.  The  last  thing  China 
needs  is  a  destabilized  region  and  a  competitive  round  of 
devaluations.  Nonetheless,  the  value  of  the  yen  against  the 
American  dollar  is  cntical.  Peter  Lau,  chairman  of  Giordano 
International,  Hong  Kong,  revealed  that  over  the  last  nine 
months  Giordano  has  shifted  60%  of  its  China  production 
to  Southeast  Asia:  "How  long  can  China  live  with  this?" 


Peter  Lau 

chairman, 
Giordano 


China  will  devalue  its 
currency  by  end  of  1998 


Results  of  anonymous  polling  of  320  delegates  at  Tine  Business  Week  Asia  Leadership  Forum. 
Eacfi  fiad  access  to  a  keypad  and  was  able  to  answer  questions  asked  during  ttie  Forum 


Going  Global 


William  Henderson,  postmaster  gener- 
al of  the  United  States  Postal  Service,  is 
responsible  for  the  handling  of  43'X) 
of  the  world's  mail.  Global  Delivery 
Services,  offered  through  the  Postal 
Service's  International  Business  Unit, 
provides  a  range  of  delivery  and  mar- 
keting consulting  services  to  customers 
interested  in  "going  global."  The  spe- 
cial emphasis  on  value-added  customer 
service  has  proven  to  be  an  effective 
channel  into  international  markets.  The  U.S.  Postal  Service,  car- 
ried over  one  billion  pieces  of  international  mail  in  1997  alone. 


William  Henderson 

postmaster  general. 
United  States 

..  ,JE!fl!!*al  Service 


India  as  one  country." 
Mahindra  believes  that  the 
role  leaders  take  in  their  indi- 
vidual states  is  key  in  the 


development  of  their  region. 
N.R.  Narayana  Murthy, 

chairman  and  managing  direc- 
tor of  Infosys  Technologies, 
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Bullish  on  Asia 

The  former  Prime  Minister  of  the 
United  Kingdom  expressed  faith  in 
Asia's  recovery  from  the  current 
crisis.  He  declared,  "I  for  one  do 
not  beUeve  the  Asian  miracle  will 
go  aw  ay  .  .  .  \o\v  is  a  good  time  to 
invest  in  Asia,  while  prices  are  low. 
The  problem  in  Asia  is  a  collapse 
of  asset  values,  not  a  problem  of 
competitiveness,"  said  Major. 
"Western  investors  should  main- 
tain a  long-term  view  of  the  region.  Capitalism  is  the 
right  course  for  .Asia,  as  it  has  been  for  countries  such  as 
Russia.  .Asia  should  keep  in  mind  the  adage:  'money  is 
the  root  of  all  progress.'  ' 


John  Major 

former  Prime 
Minister, 
United  Kingdom 


N.R.  Narayana  Murthy 

chairman  & 
managing  director, 
Info^  Technologies, 


e.xplained  his  company's 
secret  to  success  in  the 
d\Tiamic  software  industry'  is  a 
belief  that  "a  plausible  impos- 
sibility" is  better  than  a  con- 
vincing p)ossibilit\."  In  advo- 
cating the  development  of 
political  democrac}'  across 
.Asia,  and  its  accompanying 
upheavals  and  difficulties, 
Business  Week's  .Asian  edition 
editor  Christopher  Power  pro- 
posed that  "messiness  should 
become  an  .Asian  value. " 

The  New  Asian 
Business  Model 

.A  transition  is  required  for 
.Asia's  family-ouned  business- 
es. They  are  perceived  by  the 
market  as  higher  risks  and,  as 
a  result,  will  face  higher  capi- 
tal costs.  The  crisis  has  been  a 

.  The  economic 
ru  .  .  .  .a  are  no  different 
from  those  in  the  rest  of  the 


-  V 


Erik  Nickerson 

managing  director, 
Risk  Analysis,  Bank ; 
of  America 


world.  Colm  McCarthy,  e.xec- 
utive  \ice-president  and 
regional  manager.  Southeast 
.Asia.  Bank  of  .America, 
e.xplained  that  the  high 
gro\Nth  in  the  region  over  the 
past  several  years  worked  to 
hide  a  number  of  inefficien- 
cies —  poor  management 
being  one  of  these.  He  pre- 
dicted at  the  Forum  that  "the 
best  practices  from  the  rest  of 
the  world  uill  now  be  coming 
to  Asia. " 

".At  the  corporate  level,  the 
abilit}"  to  manage  financial 
risk  has  to  be  learned  ver\- 
quickly."  said  Erik  Nickerson 
managing  director.  Risk 
.Analysis,  Bank  of  .America.  "In 
.Asia,  people  don't  manage 
risk,  they  trade  it.  Companies 
in  .Asia  must  quickly  adapt  to 
a  new  mentality  of  being 
responsible  to  shareholders. 
Similarly,  the  old  axiom  cash 


Paul  Latchem 

ch'ief  executive  officer, 
Ptiarmaceutical  &  Food 
Companies 
Kalbe  Famia  Croup  ; 


Case  Study 

Paul  Latchem,  chief  executive  officer, 
Pharmaceutical  and  Food  Companies, 
Kalbe  Farma  Group  Indonesia,  shared 
his  experiences  in  managing  through 
the  crisis.  .As  a  company  whose  earn- 
ings are  in  rupiah  and  expenses  in 
dollars,  Kalbe  Farma  has  been  fiit 
severely  by  the  cunency  devalua- 
tions. The  market  capitalization  of 
the  company,  in  U.S.  dollar  terms, 
has  dropped  from  a  value  of  S800 
million  last  year  to  S15  million  this  year.  Compounding 
Kalbe  Farma's  financial  woes,  the  cost  of  ser\id.ng  its  dollar- 
denominated  debt  has  skyrocketed.  Latchem  explained  that 
significant  changes  are  being  made  ulthin  the  family-owned 
company  to  focus  on  its  core  phamiaceuHcal  business.  TTie 
food  and  packaging  components  of  the  conglomerate  are 
being  divested.  However.  Indonesian  regulations  and  licens- 
ing requirements  have  frustrated  the  company  as  it  attempts 
to  merge  the  eight  subsidiaries  that  make  up  its  pharmaceu- 
tical business.  Kalbe  Farma  is  focusing  on  its  core  business, 
which  involves  first  examining  its  operations  side.  "We  are 
concentrating  our  efforts  on  cleaning  our  P&L  and  on 
obtaining  U.S.  dollars  and  keeping  them  'somewhere  else.'  " 
The  company  is  in  survival  mode,  and  Latchem  does  not 
believe  that  Indonesia  has  "hit  bottom"  yet.  Financing  is 
crucial  and  a  strong  working  relationship  with  one's  credi- 
tors is  important  at  a  time  when  the  entire  banking  system 
is  in  question.  Kalbe  Farma  is  looking  to  venture  capital  and 
multinational  capital  in  its  efforts  to  obtain  the  necessary- 
financing  to  sur\ive  the  crisis. 


5r  ^M,' 


Doing  Business  in  Asia 

Kai-Uwe  Seidenfuss.  vice-presi- 
dent. Strategic  Planning  and 
Controlling.  Daimler-Benz  .Asia, 
emphasized  the  importance  of  the 
three  cornerstones  of  corporate 
strategy-:  shareholder  value,  inno- 
vation, and  globalization.  In  dis- 
cussing innovation,  Seidenfuss 
agreed  with  management  guru 
Michael  Porter's  redefinition  of  a 
mature  industry:  "There  are  no  mature  industries,  rather, 
there  are  mature  ways  of  doing  business."  With  5,700 
patent  applications  filed  in  one  year,  his  company  is 
clearly  not  content  to  simply  maintain  the  status  quo. 


Kai-Uwe  Seidenfuss 

vice-president. 
Strategic  Planning  and 
Controlling, 
Daimler-Benz  Asia  j 


is  king'  must  be  adhered  to. 
Better  cash  management,  an 
improved  balance  sheet,  and 
short-term  profitability-  are 
essential  at  this  time.  Strategic 


decisions  must  be  made 
regarding  each  company's  c 
tomer  base  —  the  sur\ivors 
need  to  be  identified  and 
alliances  structured. 
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Long  Term  Player 


Philip  Eng,  group  managing  direc- 
tor of  tile  Cycle  &  Carriage  Group, 
oversees  one  of  Singapore's  top  20 
listed  companies.  Cycle  &  Carriage 
is  a  diversified  group  with  core 
businesses  in  motor  vehicles  and 
property.  The  current  economic 
crisis  is  affecting  these  industries 
significantly.   In  weathering  this 
crisis,  Eng  maintains  a  long-term 
utlook:  "The  Chinese  phrase  for  'crisis'  consists  of  two 
haracters,  'danger'  and  'opportunity.'  We  recognize  that 
n  the  current  situation  while  there  are  problems,  oppor- 
unities  are  also  present.  We  need  to  focus  our  resources 
n  core  activities  for  business  regeneration  and  value 
reation." 


Philip  Eng 

group  managing 

director, 
Cycle  &  Carriage 


lustrialists  say  their  basic 
itegy  is  a  retreat  to  their 
e  business." 
t  will  take  the  region's 
iklng  sectors,  which  have 
n  slow  to  reform,  many 
rs  to  recover.  In  the  mean- 
e,  corporate  bonds  rather 
n  loans  or  equity  will  be 
!  important  new  avenue  for 
ing  funds.  But  this  requires 
ch  higher  standards  in 
ns  of  transparency.  Daniel 
ber,  president,  Cargill  Asia 
ific,  emphasized  shared 
)onsibility.  "Representatives 
n  the  top  businesses  in  each 
ntry  should  get  together 
1  governments  and  work  to 
'e  the  problems." 
cott  Fraser,  executive 
•ctor,  Deloitte  &  Touche 
isulting  Group/Braxton 
xiates,  said  the  crisis  is 
an  event,  but  rather  a 
:ess.  Consequently,  com- 
ies  should  take  measures 
dapt  rather  than  endure, 
ey  must  now  focus  on 
le  creation,  not  simply  on 
vth.  Due  to  the  misalloca- 
of  assets,  wealth  was 
fig  destroyed  in  Asia  for  a 
;  time."  The  economic 
c  behind  the  typically 
-"-diversified  Asian  con- 


glomerate is  collapsing.  Chua 
Jim  Boon,  general  manager  of 
Hong  Leong  Management  in 
Malaysia,  recommended  a 
back-to-basics  approach,  the 
"three  R's  —  right  size,  right 
business,  right  funding." 
Phillip  Kelly,  president  of 
Dell  Computer  Corp,  Hong 
Kong,  said,  "Do  not  ask  your- 
self 'how  can  you  survive?' 
but  rather  'how  can  you 
emerge  a  winner?'"  Some  key 
steps  Kelly  outlined  toward 
achieving  this  include: 

•  Improving  currency/foreign 
exchange  management 

•  Developing  customer  rela- 
tionships in  order  to  build 
loyalty 

•  Open  communication  with 
the  home  office,  board  of 
directors,  peers,  etc. 

•  Strong  internal  leadership  — 
essential  in  these  tumul- 
tuous times 

Exporting  your  way  through 
the  crisis  is  an  option  for 
some  companies. 

Markets 

In  explaining  the  crisis, 
Cecile  Saavedra,  managing 
director,  Asia-Pacific  Ratings, 
Standard  &  Poor's,  Singapore, 
pointed  to  the  "fundamental 


Daniel  Huber 

president, 

Cargill 
Asia  Pacific  >, 


Scott  Fraser 

executive  director, 
Deloitte  &  Touche 
Consulting 
Group/Braxton  Associate^ 


Phillip  Kelly 

president, 
Dell  Computer  Corp 


error"  most  countries  in  the 
region  made  in  "not  acting 
more  quickly  to  cool  their 
overheated  economies." 
Rebuilding  confidence  will 
require  the  coordinated  action 
of  three  areas:  the  sovereign 
sector,  the  financial  institu- 
tions, and  the  corporate  sec- 
tor. Chen  Ean  Wah,  chair- 
man, Asia  ex-Japan,  Morgan 
Stanley  Institutional 
Investment  Management, 
Singapore,  added  that, 
"Economies  in  Asia  must 
demonstrate  their  ability  to 
compete  globally."  Shankar  of 
Bank  of  America  disagreed 
and  claimed  that,  "the  whole 
concept  of  rebuilding  confi- 
dence is  inappropriate,"  given 


that  the  very  nature  of  capital 
markets  is  to  look  for  high  risk 
and  volatility.  Shankar  tem- 
pered this  provocative  state- 
ment with  the  admonishment 
that  "the  loosening  of  the  cap- 
ital markets  should  be  accom- 
panied by  increased  regulation 
and  sophistication  of  regula- 
tion of  these  markets." 
Shankar  went  so  far  in  his 
belief  that  more  aggressive 
activity  in  the  region  should 
be  encouraged  that  he 
declared,  "We  need  to  discover 
or  create  a  Michael  Milken  in 
Asia."  Furthering  this  argu- 
ment was  the  general  agree- 
ment that,  at  this  time,  Asian 
debt  is  more  attractive  than 
Asian  equity. 


Asia  Pacific  Key  Focus 

Singapore  Telecom  is  deeply  com- 
mitted to  international  expansion, 
and  the  Asia  Pacific  region 
remains  a  key  part  of  these  plans. 
Lim  Toon,  executive  vice-presi- 
dent of  Singapore  Telecom  respon- 
sible for  International  Services,  Is 
confident  in  the  future  —  and  it 
shows:  Singapore  Telecom  has 
invested  S$1.9  billion  in  49  joint 
ventures  and  strategic  investments 
in  19  countries  including  China,  Indonesia,  Thailand, 
Australia,  Vietnam,  and  the  Philippines.  Commenting 
on  SingTel's  recent  rate  reductions,  Lim  Toon  declared, 
"In  light  of  the  current  economic  environment,  we 
believe  our  customers  will  certainly  welcome  such 
efforts  to  help  them  lower  business  costs.  At  the  same 
time,  lower  rates  will  also  ensure  that  Singapore 
Telecom  remains  competitive." 
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Information  Technology 


creasingly  automated. 
"People  want  the  effi- 
ciency they've  learned 
to  get  from  ATMs  and 
computer  screens,  but 
on  the  other  hand,  it's 
reassuring  to  have  the 
human  element,"  says 
Baruch  College  Profes- 
sor Leon  Schiffman, 
who  handled  consumer 
focus  gi'oups  for  Root. 

How  will  it  work? 
As  the  service  begins 
signing  up  members 
this  fall,  customers  will 
be  able  to  contact  Root 
via  the  Web,  phone,  or  E-mail.  Root 
employees  then  use  every  technology 
at  hand — the  phone,  computers,  the 
Net — to  book  hotel  reservations  and 
make  last-minute  changes  in  meeting 
schedules.  They  recommend  and  pur- 
chase technology  products.  And  they 
help  customers  figure  out  which  soft- 
ware to  use. 

But  that's  only  if  Root  passes  mustei*. 
Helping  make  that  decision  is  Bob 
Vanech,  busy  executive  and  human 
guinea  pig  since  July  15.  Like  the  star 
of  The  Truman  Show,  a  recent  movie 
about  a  man  whose  life  is  watched  by  a 
TV  audience,  Vanech's  eveiy  move  is  be- 
ing monitored  by  Root  during  a  five- 
week  trial.  In  return.  Root's  seven-per- 
son company  is  at  his  disposal.  That 
means  Root  is  doing  almost  anything 
Vanech  wants — so  long  as  it  doesn't  en- 
tail picking  up  things:  no  laundry  de- 
liveries, no  putting  out  the  garbage. 
DIGITAL  DELUGE.  Wliy  Vanech?  He's  the 
classic  on-the-go  professional — technol- 
ogy-sawy,  yet  oveiwhelmed.  After  eight 
years  in  MCI  Communications  Corp.'s 
sales  organization,  the  29-year-old  exec- 
utive founded  Silicon  Alley  Telecom,  a 
New  York-based  company  that  wires 
commercial  buildings  for  the  Inter- 
net and  other  data  commu- 
nications. Today.  Vanech  uses  ^ 
E-mail,  the  Web,  and  voice  \ 
mail.  He  has  12  phone  num- 
bers, including  his  two  offices, 
home,  and  his  portable  phone. 
During  his  V/:  hour  daily  com- 
mute fi'om  Stamfoixl,  Conn.,  to  % 
New  York,  he  works  on  his  lap- 
top.  But  he  doesn't  have  time  to  spend 
leaiTiing  new  technologies,  even  if  they 
could  make  him  more  productive. 

As  lucky  member  No.  1,  Vanech  has 
tested  Root's  boundaries.  He  had  Root 
hunt  for  an  apartment  in  New  York, 
find  visa  infoiTnation  for  a  Gennan  visi- 
tor, and  book  travel,  hotel,  and  restau- 
rant reservations.  At  the  beginning  of 
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the  trial.  Root  recom- 
mended Vanech  buy  the 
3Com  Corp.  Palm  III  digi- 
tal organizer  he  now  car 
ries  eveiywhere.  On  some  days,  Vanech 
says,  he  has  called  the  Root  sei-vice  20 
times  in  an  hour.  At  other  times,  like 
the  end  of  August  when  he  was  work- 
ing on  a  business  plan,  he  didn't  use 
the  service  for  days. 

Vanech  says  the  more  he  uses  the 
service,  the  more  comfortable  he  has 
become  with  it.  At  the  begimiing  of  Au- 
gust, he  asked  Root  to  buy  him  a  PC. 
Root  sent  recommendations  via  E-mail. 


But  Vanech  worried  the 
Root  employees  might 
not  find  the  lowest 
price,  so  he  went  online 
to  see  if  he  could  find 
something  cheaper.  He 
found  a  bargain  basement 
I'c — but  without  the  shipping  and  han- 
dling Root  already  had  figured  in.  In 
the  end,  he  bought  the  PC  Root  had 
recommended.  "I  feel  confident  with 
them  now,  and  the  nominal  difference  I 
might  be  able  to  find  on  things  isn't 
worth  my  time,"  Vanech  says. 

It's  this  kind  of  trust  that  Root  is 
counting  on.  To  give  the  velvet-glove 
treatment,  the  sei-vice  keeps  a  digital 


record  of  how  each  task  is  handled.  Thi 
info  is  put  in  a  database  so  that  whe 
the  next  request  comes  up,  employee 
are  in  the  know. 

It's  no  surprise  that  the  idea  for  Pjm 
was  hit  upon  by  some  go-go  Web 
treprenem-s  who  had  done  a  lot  of  i;ai 
get-  and  data-juggling  themselves.  Gdli 
stein  and  co-founder  Dan  Stoller  are  i 
novices  to  technology — nor  to  the  feelii 
of  being  deluged  by  it.  I 
:  September,  1995,  Goldstf 
\  started  SiteSpecific,  a  Ne 
■  York-based  Web  ad-plac^ 
\  ment  service,  and  hir 
!  Stoller  to  work  with  hi: 
After  the  startup  w; 
sold  to  ad  agency  c 
Group  last  year,  Gol 
stein  cooked  up  Root,  a  name  ch| 
sen  because  "root  access"  means  y 
have  complete  control  over  a  compute]  ... 
system.  Since  founding  Root.net,  Gol 
stein,  Stoller,  and  other  investors  ha^ 
poui'ed  about  $200,000  into  the  projec 
Tlie  goal  now  is  to  raise  about  $2  millii 
in  outside  funding.  "It's  not  a  sure  bel 
he  admits,  "but  I  did  it  because  I  war 
ed  to  belong  to  a  sei-vice  like  this." 

A  lot  is  still  up  in  the  air.  At  tl 
early  stage,  pricing  estimates  for  tl  ffc 
service  include  a  $250  to  $750  initiatic 
fee.  a  $200  to  $4' 
monthly  fee.  and  a  se 
vice  charge  of  about  5 
to  10%  per  transactic 
Goldstein  compar 
those  prices,  wliich  cov 
amount  to  an  avera: 
$10,000  to  $15,000  a  ye 
for  a  heavy  user,  to  t 
$40,000  an  executi 
would  pay  a  secreta 
annually.  For  Root.n* 
the  key  is  figuring  o 
how  to  be  cost  efft 
five — automating  coi 
mon  requests  and  g( 
ting  relationships  wi 
merchants,  like  TicketMaster,  to  sha 
costs.  "The  idea  is  easy.  The  implemc 
tation  will  be  a  challenge,"  says  Estl 
Dyson,  chairman  of  New  York-bas 
EDventm'e  Holdings  Inc.  Still,  Dyson 
a  fan  of  Root. 

Witliin  a  yeai;  Goldstein  expects  R< 
to  have  5,000  paying  customers.  Wl 
the  service  will  look  like  in  six  moni 
is  hard  to  predict.  Those  who  have  s« 
the  project,  such  as  Dyson,  are  excit 
about  it.  That's  the  typical  reaction,  si 
Goldstein.  "But  they  also  always  s 
'Get  back  to  me  when  you've  figur 
this  out.' "  So  it's  back  to  The  Ttmm 
Show. 

By  Heather  Green  hi  New  Yi 
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hen  the  gleaming,  blue  Regina 
Maersk — her  deck  the  size  of 
three  football  fields — sailed  into 
York  Hai'bor  in  July,  a  crowd  gath- 
d  to  see  the  megaship,  one  of  a  new 
;s  of  giant  cai'go  vessels.  But  the  wel- 
le  was  marred  when  the  Regina's 
p  churned  up  mud  and  the  crew  had 
scramble  to  lower  an  antenna  before 
smacked  into  the  Bayonne  Bridge. 
i  harbor  was  too  shallow,  and  the 
Ige  too  low.  It  was  an  omen:  The  fu- 
3  of  shipping  had  come  to  call — but 
s,  the  harbor  was  found  wanting, 
^he  Regina  is  soon  to  be  followed  by 
n  larger  cargo  ships  that  are  gen- 
ting  an  upheaval  in  the  maritime 
ustry,  especially  in  the  North  At- 
;ic,  where  outdated  ports  can't  meet 
needs  of  the  new  vessels.  With 


CHURNING  MUD: 

Regina  Maersk 
Hears  New  York 

their  contracts  at 
the  Port  Authori- 
ty of  New  York  & 
New  Jersey  set  to 
exjjire,  two  of  the 
world's  biggest 
container  ship- 
pers— Sea-Land 
Services  Inc.  and 
Maersk  Inc. — are 
seeking  an  East 
Coast  port  that 
can  host  the  big 
ships.  Roads  and 
rails  would  then 
be  used  to  deliv- 
er goods  through- 
out the  Northeast  and  Midwest. 

Sea-Land  and  Maersk,  which  account 
for  20%  of  the  global  mai-ket  and  25%  of 
the  traffic  in  New  York  Hai'bor,  have 
set  off  a  bidding  war  between  New 
York  and  ports  from  Halifax,  Nova  Sco- 
tia, to  Norfolk,  Va.,  each  of  which  is 
trying  to  offer  a  better-equipped  port. 

The  stakes  are  enormous — not  just 
for  the  East  Coast  but  for  the  shipping 
industry  worldwide.  With  booming  ex- 
ports expected  to  lead  to  a  surge  in 
North  Atlantic  maritime  traffic  from 
Europe  and  Southeast  Asia,  bagging 
Sea-Land  and  Maersk  would  cement  the 
winning  port's  position  as  the  premiere 
North  Atlantic  hub. 

DREADED  DREDGING.  "We're  looking  at  a 
port  that's  going  to  accommodate  us  for 

the  next  45  to  50  years  If  we  come 

up  with  the  right  economics,  we're  going 
to  move,"  says  Anthony  A.  Scioscia, 
Sea-Land's  senior  vice-president  for 
North  American  operations. 

A  downside  for  the  winning  port  is 
that  it  will  have  to  take  the  costly  and 
envii-onmentally  sensitive  step  of  dredg- 
ing its  channels  for  the  new  ships. 
Therein  lies  New  York's  problem.  New 
York  Harbor  has  a  natural  depth  of  18 
feet,  but  its  channels  and  ports  have 
been  dredged  to  40  feet — dovm  to  the 
bedrock.  Going  any  deeper  requires 


blasting  away  at  the  harbor  floor  with 
explosives. 

In  1986,  Congress  authorized  dredg- 
ing to  deepen  the  New  York  channel. 
The  Army  Coi-ps  of  Engineers  is  set  to 
begin  the  dredging  this  winter,  in  a 
project  that  will  cost  $732  million  and 
take  five  to  nine  years  to  complete. 
When  it  is  finished,  the  harbor's  chan- 
nels will  be  45  feet  deep — still  too  shal- 
low for  the  likes  of  the  Regina,  which 
will  require  a  50-foot  draw. 

When  Congress  authoiized  the  dredg- 
ing 12  years  ago,  no  one  could  guess 
that  container  ships  would  require  such 
depths.  By  the  time  the  studies,  per- 
mits, and  funding  for  the  dredging  were 
in  place,  the  project  had  ah'eady  become 
obsolete.  With  at  least  a  10-year  lead 
time  on  any  dredging  project,  the  corps 
is  now  fast-tracking  a  study  to  deter- 
mine whether  it  can  take  some  New 
York  Harbor  channels  to  50  feet. 

Yet  another  problem  for  New  York 
is  what  to  do  with  all  that  dredged  ma- 
terial, which  is  salted  with  toxins  that 
must  be  treated  before  it  can  be 
dumped  on  land  or  used  as  construc- 
tion fill. 

Compai'e  that  to  the  climate  at  the 
Port  of  Virginia  in  Norfolk,  the  top  con- 
tender for  Sea- Land  and  Maersk's  busi- 
ness. The  main  channels  are  already  50 
feet  deep,  and  berthside  dredging  is  in 
the  works.  Rail  comes  right  into  the 
terminal,  which  is  undergoing  a  $400 
million  expansion  and  already  has  the 
big  cranes  needed  to  unload  big  ships. 

The  caniers'  decision  is  expected  tliis 
fall.  If  they  pull  up  stakes,  the  North- 
east might  see  higher  prices  for  con- 
sumer goods  because  they  Hkely  will  be 
brought  in  from  a  distant  hub  port  by 
truck  or  rail.  Jobs  could  be  affected, 
too.  The  New  York-New  Jersey  port 
pumps  $20  billion  a  year  into  the  re- 
gional economy,  creating,  directly  and 
indirectly,  180,000  jobs. 

In  the  meantime,  carriers  have  al- 
ready begun  diverting  some  of  their 
business  north  to  the  deeper  waters  of 
Halifax.  That  could  be  a  sign  of  bigger 
things  to  come. 

By  Lorraine  Woellert  in  Washington 


orts  of  Call 


Five  ports  are  vying  for  Sea-Land  and  Maersk's  business  in  a  competition  that 
could  transform  the  maritime  industry. 


RGINIA  PORT  AUTHORITY,  NORFOLK,  VA. 
ILIFAX  PORT  CORP.,  HALIFAX,  NOVA  SCOTIA 
lODE  ISLAND  PORT  AUTHORITY,  QUONSET  POINT,  R. 
IRT  AUTHORITY  OF  NEW  YORK-NEW  JERSEY 
IRT  OF  BALTIMORE,  MD. 


ADVANTAGES 

Terminal  expansion  under  way;  strong  road  and  rail  connections 

A  60-foot  main  channel  and  good  location 

Planning  to  build  a  modern  facility  from  tfie  ground  up 

Biggest  population  center  in  the  country  and  the  carriers'  busiest  port  of  cal 

Good  rail  and  access  to  the  Baltimore-Washington  corridor 


DIICIMCrCC   U/CCl/    /  CCDTC^i1Dl^D   oi      T  noQ   1  O  1 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


WHEN  A  CARVE-OIT' 
IS  A  GOOD  DEAL 


Taking  a  page  from  a 
popular  playbook, 
Barnes  &  Noble  re- 
cently unveiled  plans  to  sell  a 
minority  stake  in  its  online 
operations  \ia  an  initial  public 
offering.  For  the  nation's 
largest  bookseller,  there's  an 
alltu'e  to  this  special  type  of 
deal,  which  is 
known  on 
Wall  Street 
as  a  partial  spin-off.  or 
"cai^-e-out."  Hoping  to  exploit 
the  fancy  prices  the  market 
is  still  awarding  Internet 
companies  despite  equities' 
recent  decline,  Barnes  &  No- 
ble can  expect  to  collect  SlOO 
million  or  more  fi-om  outside 
investors  htmgiy  to  get  in  on 
bamesandnoble.com.  But  by 
spinning  off  only  a  part  of 
baiTiesandnoble.com,  the  pai"- 
ent  will  still  be  able  to  main- 
tain firm  control  over  its 
growing  unit. 

RICH  OFFSPRING.  Similar 
thinking  hes  behind  lots  of 
recent  deals,  including  CBS's 
pending  carve-out  of  its  ra- 
dio and  outdoor-advertising 
properties  (table).  In  a  varia- 
tion on  the  theme,  General 


INVESTING 


Motors  is  readying  what  may 
prove  the  biggest  such  deal 
yet,  a  two-step  spin-off  of 
parts  maker  Delphi  Automo- 
tive Systems.  In  the  first 
step,  expected  early  next 
yeai;  gm  would  sell  a  minority 
stake  in  Delphi  via  an  IPO, 
spinning  off  the  balance  to 
the  auto  gi- 
ant's share- 
holders later 
in  the  yeai'.  That  wotild  mim- 
ic AT&T's  wildly  successful 
1996   spin-off  of  Lucent 
Technologies.  The  first 
step  helps  the  parent 
raise  capital  while  also 
allowing  the  market  to 
set  the  unit's  value  be- 
fore the  balance  is  given 
over  to  shareholders,  usu- 
ally some  months  later 

If  you're  tliinking  of  buy- 
ing carve-out  shares — 
whether  you  already  own 
stock  in  the  parent  or  not — 
you've  got  some  homework 
to  do.  Cai-\-e-outs  have  com- 
phcations  that  don't  exist  in 
conventional  spin-offs,  in 
which  a  company  simply  dis- 
tributes to  shai'eholders  stock 
in  one  of  its  businesses.  A 


Carve-Outs  Past  and  Pending 


carve-out  is  a  special  kind  of 
spin-off  in  which  a  parent 
company,  instead  of  handing 
out  shares  in  a 
subsidiary  directly 
to  cuiTent  stockhold- 
ers, sells  a  partial 
interest  in  an  IPO. 
The  parent  bene- 
fits by  getting 
cash  fi'om  the  IPO. 
Sometimes,  too, 
the  parent  will  fol- 


PARENT  (TICKER)                              PRICE*      ;  CARVE-OUT 

PRICE* 

STATUS 

BARNES  &  NOBLE  (BKS) 

$28.12  :  barnesandnoble.com 

NA 

Expected  this  year 

CBS  (CBS) 

27.94    Infinity  Broadcasting 

NA 

Expected  this  year 

CINCINNATI  BELL  (CSN) 

23.50    Convergys  (CVG) 

$12.00 

Done  Aug.  13  at  $15 

GENERAL  MOTORS  (GM) 

59.44    Delphi  Automotive 

NA 

Early  1999 

NEWS  CORP.  (NWS)                  25  44 

Fox  Entertainment  (FOX) 

NA 

Expected  in  Nov. 

PEPSICO  (PEP) 

31.44 

Pepsi-Cola  Bottling 

NA 

Under  consideration 

REPUBLIC  INDUSTRIES  (Rli) 

17.50 

Republic  Services  (RSG) 

$15.94 

Done  July  1  at  $24 

VIACOM  (VIA) 

60.25 

Blockbuster  Entertainment 

NA 

Late  1999 

*Sept. 


DATA:  HIGH  YIELD  ANALYTICS,  STANDARD  &  POOR'S,  BUSINESS  WEEK 


low  the  initial  cai-x^e-out  wi 
a  spin-off  of  its  remaini 
stake  in  the  subsidiary 
rectly  to  the  parent's  stoc 
holders.  Many  times,  th 
gives  shareholders  stock 
two  companies  worth  mc 
than  the  parent's  stock 
forehand.  And  the  offsprin: 
stock  may  outperform 
parent's.  Witness  Lucen 
vault  to  more  than  $105 
share,  from  $13.50  each, 
two  years,  while  at& 
shares  haven't  even  doubl 
But  sometimes,  the  par* 
itself  becomes  more  valual 
Take  Barnes  &  Noble,  w^h 
hopes  its  online  unit  wiU  cc 


&j"v; 


132  BUSINESS  WEEK  /  SEPTEMBER  21,  1998 


land  a  market  multiple  akin 
1  ilie  more  than  10  times  es- 
mated  1998  revenue  that 
iline  leader  Amazon.com's 
t.4  billion  market  value  sug- 
■sts.  Apply  that  same  mul- 
ple  to  Barnes  &  Noble's  In- 
niet  operation,  and  it  would 
I  cli  a  market  value  of  at 
;ist  $500  million.  That's 
i))-e  than  one-quarter  of  the 
ii  ent's  total  capitalization, 
>  en  though  it  contributes 
s  than  2%  of  total  sales, 
nk  at  the  numbers,  and 
•u  can  see  how  the  market's 
appreciation  of  In- 
ternet operations 


nell,  author  of  Spin-off  to 
Pay-off  (McGraw-Hill,  $50), 
notes  that  shares  in  the  par- 
ent have  been  trading  around 
$22,  while  Nabisco  stock  is 
around  $33.  True,  rjr  has 
been  dragged  down  by  fears 
it  will  face  huge  tobacco  lia- 
bilities. But  at  cuirent  prices, 
the  market  is  awarding  the 
cookie  unit  alone  a  value 
equivalent  to  the  market  val- 
ue of  the  entire  tobacco  and 
cookie  company.  In  other 
words,  at  $22  a  share  you 
could  buy  rjr  Nabisco  and 
essentially  pay  nothing  for 
the   tobacco  unit.  "Some- 


iS  become  grossly  inflated, 
nowing  that,  it's  hard  to 
iss  the  point  that  owning 
e  parent  would  be  a  better 
t  than  buying  the  cai-ved- 
t  shares. 

'.EKING  CLARITY.  Research- 
s  on  Wall  Street  and  in 
ademia  think  it's  a  good 
sa  to  examine  carve-outs 
is  way.  "It  brings  clarity  to 
w  people  are  valuing  dif- 
rent  parts  of  a  business," 
ys  Joseph  Comell,  director 
equity  research  at  High 
eld  Analytics. 
RJR  Nabisco  may  present 
3t  such  an  opportunity.  It 
s  two  publicly  traded 
ares — those  of  the  parent 
R  Nabisco  and  of  snack 
■  iker  Nabisco,  20%  of  which 
owned  by  the  public.  Cor- 


times,"  Cornell  says,  "the 
market  doesn't  get  it." 

In  these  cases,  investors 
seem  to  be  overvaluing  the 
carved-out  stocks  while  over- 
looking values  inherent  in  the 
parents.  But  sometimes  in- 
vestors fail  to  recognize  the 
value  in  carve-outs.  A  trio  of 
professors — Heather  Hulburt 
of  West  Virginia  University 
and  James  Miles  and  J.  Ran- 
dall Woolridge  of  Pennsylva- 
nia State  University — found 
both  carved-out  imits  and  the 
parent  companies'  shares  re- 
turned more  on  average  than 
industry  rivals'  shares.  They 
think  investors  may  be  slow 
to  catch  on  to  the  improved 
efficiencies  and  fresh  capital 
investments  that  bolster 
carve-outs'  underlying  busi- 


nesses and  pay  off  in  higher 
profits  over  time. 

In  a  recent  paper,  the  pro- 
fessors describe  how  they  ex- 
amined 83  carve-out  deals 
from  1981  to  1990.  They 
found  that  those  companies, 
on  average,  saw  faster 
gTowth  in  sales,  operating  in- 
come, capital  expenditures, 
and  assets  than  theii-  industiy 
rivals,  producing  higher  re- 
turns on  assets  and  sales. 
"Managers  have  stronger  in- 
centives to  piu'sue  sharehold- 
er value,"  says  Penn  State's 
Miles,  who  notes  that  80%  of 
the  carve-outs  in  the  studv 


Do  your  homework. 
These  deals  have 
complications  that 
conventional  spin- 
offs don't.  The 
offspring's  stock 
can  outperform  the 
parent's-but  the 
parent's  sometimes 
may  be  a  better  bet 


awarded  stock  options  to  ex- 
ecutives, an  incentive  they 
may  not  have  had  as  man- 
agers in  a  conglomerate. 

Just  the  same,  experts 
think  it's  usually  harder  to 
outperform  the  market  by 
snapping  up  cai-ve-out  shares 
quickly  than  with  stock  in  a 
straight  spin-off.  After  a 
spin-off,  many  investors 
dump  the  new  shares  with- 
out much  thought.  What's 
more,  institutional  investors 
who  are  tracking  an  index 
or  hewing  to  some  other  nile 
may  be  required  to  sell.  That 
creates  temporary  weakness 
in  the  price  of  the  spin-off 
stock — an  opportunity  for 
buyers. 

In  contrast,  carve-out 
shares  enter  the  market  in 


an  IPO,  and  the  investment 
bankers  who  talk  them  up 
among  institutions  usually 
succeed  in  boosting  their  val- 
ue— limiting  the  chance  the 
market  will  undeiprice  them. 
Investors  in  carve-outs  also 
nm  a  risk  the  parent's  liabili- 
ties might  eventually  infect 
the  subsidiary.  Tobacco  liti- 
gants, Cornell  notes,  would 
love  to  secure  a  claim  to  the 
cash  flow  from  Nabisco's  sales 
of  Oreos  and  other  snacks. 

There's  the  wony,  too,  that 
the  parent  company  will  deal 
itself  a  better  hand  in  any 
transactions  with  its  cai-ved- 
out  subsidiary.  In 
August,  Cincinnati 
Bell  carved  out  its 
billing  and  customer 
service  unit,  Conver- 
gys,  and  sold  10%-  to 
the  public  with  plans 
to  spin  off  the  re- 
mainder in  a  few 
months.  Meantime,  it 
is  busily  divvying  as- 
sets, liabilities,  and 
management  talent. 
While  no  one  has 
suggested  any  ill  de- 
cision-making, Cin- 
cinnati Bell  CEO  John 
LaMaccliia  notes  that 
the  process  I'equires 
a  lot  of  judgment 
calls.  "You  try  to  be 
as  fair  as  possible," 
he  says.  "But  you 
can't  just  close  your 
eyes  and  cut  the 
baby  in  half." 

For  investors,  timing  also 
is  crucial.  Cornell  suggests 
waiting  a  bit  after  a  carve- 
out  to  allow  the  effect  of  the 
underwriters'  salesmanship 
to  wear  off.  Cookie  maker 
Keebler,  16%  of  which  was 
sold  to  the  public  at  $24  a 
share  last  January,  initially 
ran  up  almost  to  $32.  But  by 
July  it  had  sunk  back  nearly 
to  $24.  Recently,  however, 
the  shares  have  been  on  the 
upswing  even  in  the  recent 
market  plunge,  as  Keebler 
has  unveiled  acquisition 
plans,  not  to  mention  big 
jumps  in  sales  and  earnings. 
"These  things  fall  through 
the  cracks,"  Cornell  notes. 
Then  they're  ready  to  be 
caught.  Robert  Barker 
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COIVIIVIENTARY 

By  Christopher  Farrell 


WHY  YOll  STILL  NEED  STOCKS 


In  recent  years,  it  has  been  drilled 
into  eveiyone  with  a  retirement 
savings  plan  or  a  mutual-fund 
portfolio  that  equities  are  superior 
long-teiTn  investments.  After  all, 
stocks  in  the  postwar  period  have 
posted  a  compound  annual  return  of 
7.5%,  after  adjusting  for  inflation,  vs. 
1%  for  bonds.  And  as  the  bull  mar- 
ket rocketed  to  new  highs,  the 
idea  that  bountiful  returns 
came  with  a  price  of  substi 
tial  risk  became  downright 
quaint.  "Om*  fh'm  has  been 
preaching  caution  for 
about  three  years  and 
feeling  stupid,"  says 
Stephen  Barnes,  head 
of  Barnes  Investment 
Advisory  in  Phoenix. 

No  more.  Since  its 
July  peak,  the  U.  S. 
stock  market  is  down 
sharply,  and  the  car- 
nage is  far  worse  in 
emerging  markets.  The 
declines  are  a  bmtal 
reminder  of  something 
too  long  overlooked: 
Stocks  are  risky — it's  the 
natui-e  of  the  beast.  "There 
is  no  free  lunch,  fountain  of 
youth,  or  investment  strategy' 
beats  another  by  almost  7 
percentage  points  with  no 
extra  risk,"  says  Univer- 
sity of  Chicago  finance 
professor  John  Cochi'ane. 
MEAGER  REWARD.  Just 
wiiat  does  "risk"  mean  in 
the  stock  market?  Most 
people  investing  for  re- 
tu-ement  define  it  as  the 
chance  of  having  a  meager  reward — 
or  an  outright  loss — when  you  need 
yoiu'  savings  to  hve  on.  Economists, 
how'ever,  use  measures  that  essen- 
tially define  risk  as  volatility.  There's 
plenty  of  that  now,  in  contrast  to 
1992  to  199.5,  when  stock  prices  went 
straight  up  with  few  inteiruptions. 

If  all  you  had  to  do  was  wait  out  a 
con-ection  or  a  bear  market  in  antici- 
pation of  a  lush  long-teiTn  return,  the 
risk  of  owTiing  stocks  would  still  be 
minimal.  Indeed,  the  probability  of 
doing  poorly  in  stocks  shiinks  with 


time.  But  it  doesn't  disappear.  Since 
1871,  there  have  been  at  least  20 
rolling  10-year  periods  when  bonds 
outdid  stocks.  Before  1900,  stocks 
lagged  behind  railroad  bonds  and  did 
no  better  than  commercial  paper 

Bonds  outdistanced  stocks  duiing 
the  Great  Depression,  too.  "Histoiy 


Sure,  they're  risky,  but 
equities  help  boost 
returns  over  the  long  term 


has  few  starting  moments  that  come 
an}T,vhere  near  resembling  the  ciu'- 
rent  level  of  market  valuations," 
notes  Peter  Bernstein,  a  New^  York- 
based  economist  and  investment  ad- 
viser. "Tliis  suggests  that  equity  in- 
vestments fi'om  here  are  going  to  fall 
short  of  swollen  hopes  and  conceiv- 
ably fall  short  of  bond  returns." 

So  should  you  now  steer  clear  of 
domestic  and  international  equities? 
Not  at  all.  In  fact,  many  people  are 
far  fi'om  being  overexposed  to 
stocks.  Last  year,  40%  of  401{k)  plan 


assets  were  held  in  equity  portfolios 
(another  21%  was  in  company  stock), 
says  the  Spectrem  Group,  a  San 
Francisco  financial-sei'vices  research 
fii'm.  Rather  than  shun  equity  risk, 
the  right  approach  would  be  to  in- 
clude stocks  in  a  portfolio  diversified 
across  a  variety  of  assets. 

For  example,  a  portfoho  that 
tracks  the  Standard  &  Poor's 
500-stock  index  is  down  0.6% 
on  an  annual  basis  this 
year.  But  a  portfolio  70% 
in  stocks  and  30%  in 
fixed  income  is  up  1.3%, 
\    according  to  Ibbotson 
Associates,  a  Chicago- 
based  fijiancial  re- 
search fii'm.  Diversifi- 
cation is  not  simply 
:  creating  a  margin  of 
safety.  Since  no  one 
knows  which  mai*kets 
will  soai'  or  sink,  diver- 
si  fving  also  gives  in- 
vestors an  oppoitunity  to 
catch  the  next  big  mai'ket 
uptuiTi. 

Going  forward,  stock  re- 
tiu-ns  may  pale  compared  with 
those  of  the  past  15  years.  Still,  if 
you  can  envision  the  U.  S.  economy 
remaining  a  leader  among  major  in- 
dustrial nations,  you'll 
want  to  owTi  stocks.  If 
you  believe  the  global 
economy  will  continue  to 
expand — despite  stomach- 
churning  fits  and  starts — 
you'll  want  a  slice  of  in- 
ternational equities. 

Life,  after  all,  is  risky. 
Sm"e,  you  can  put  all  your 
money  in  Ti-easuiy  bills.  They're 
risk-free,  but  that  doesn't  mean  your 
portfolio  will  be.  With  their  low  re- 
turn, T-bills  may  not  generate 
enough  income  to  provide  adequately 
for  your  retirement.  That's  why  you 
need  to  diversify.  You'll  expose  paits 
of  your  portfolio  to  volatility  and 
even  outright  losses.  But  that's  the 
trade-off  if  you  want  higher  returns 
for  the  long  haul. 

Contributing  Economics  Editor 
Farrell  writes  from  St.  Paul,  Minn. 
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OFFICE  SPACE  IS  EXPENSIVE.  WE  THOUGHT  WE'D  SAVE  YOU  AN  EXTRA  FOOT  OR  SO. 

IBM  Flat  Panel  Monitors  don't  just  save  valuable  space,  they're  also  more  functional  than  their  bulky  counterparts.  They  offer  crisp, 
flicker-free  images  in  up  to  16.7  million  color  combinations,  use  75-80%  less  energy  and  give  off  1/3  of  the  heat.  All  from  a  monitor  with 
a  footprint  over  60%  smaller.  Better  thinking  for  your  e-business.  Visit  www.ibm.com/pc/us/accessories  or  call  1  800  IBM  7255,  ext.  4902. 
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ROAD  ROCKETS 
FOR  THE  JADED 


You  know  who  you 
are:  Mr.  Finicky,  Ms. 
Never-Quite-Satisfied. 
You're  a  car  nut, 

and  lots  of  exotic  autos  have 
gi'aced  yoiu'  garage.  But  have 
you  attained  automotive  nir- 
vana? Nope.  Ferraris  leave 
you  flat.  Vipers  seem  vapid. 
What  you  want  is 
a  sports  car 
that  puts  the 
"limited"  back  in 
limited  produc- 
tion— something 
unique,  something 
that  Harry  in  Ac- 
counting would 
never  dream  of 
owning.  But  what 
kind  of  vehicle 
might  that  be? 

Pei'haps  you 
should  consider 
one  of  the  bou- 
tique sports  cars 
that  ai-e  produced 
in  tiny  numbers 
for  well-heeled  collectors:  cai's 
like  the  Raptor,  a  coupe  made 
by  Florida  hedge  fund  man- 
ager Warren  Mosler.  Or 
maybe  you  would  prefer  the 
Shelby,  which  was  created  by 
former  racei-  CaiToll  Shelby 
for  a  select  few  enthusiasts. 
Then  there's  the 
Panoz  AW,  built 
by  pharmaceutical  tycoon 
Donald  Panoz  and  his  son, 
Daniel.  Chances  of  seeing 
your  neighbor  in  one  are 
nil — only  a  few  hundred  Ai\'s 
ai'e  made  per  year  (table). 
BIKE  FENDERS.  Let's  start 
with  the  Panoz,  since,  at  a 
selling  price  just  under 
$(;0,000,  it's  the  most  afford- 
able. The  two-seater  is  built 
in  Braselton,  Ga.,  close  to  the 
Road  Atlanta  racetrack  that 
is  the  core  of  the  Panoz  rac- 
ing empire.  The  .-MV  is  sold 
bv  21  outlets  nationwide  and 


can  be  serviced  at  any  local 
Ford  dealer.  The  car  comes 
with  a  three-year,  30,000-mile 
warranty. 

The  little  runabout's  bicy- 
cle fenders  stir  memories  of 
such  classic  1950s  race  cars 
as  the  Allard  and  Bristol. 


ment  seemed  odd:  The  clutch 
is  too  far  to  the  left  and  too 
lugh  off  the  floor.  I  found  my- 
self driving  with  my  left  leg 
cocked  aw^kwardly. 

Conclusion:  A  distinctive, 
well-crafted  sports  cai-  that's 
nicelv  finished,  the  Aiv  is  bet- 


racetracks  in  the  mid-1960s. 
Some  of  the  kids  who  lusted 
after  them  back  then  have 
since  prospered  in  business 
and  have  the  means  to  buy  a 
piece  of  theii'  dream.  Trouble 
is,  a  vintage  Cobra  can  cost 
$300,000  and  is  a  beast  to 
handle.  So  Shelby  has  built 
a  new  car  that  embodies  the 
Cobra's  mystique  in  an  up- 
to-date  package. 
QUICK  PICKUP.  Still,  the 
fi'eshly  minted  Series  I  is  too 
big  for  my  taste.  And  the 
retro  design,  which  boiTows 
heavily  from  Shelby's  world- 
beating  Daytona  coupe, 
seems  fussy.  Everything  else 
about  the  car  is  high-tech, 
from  the  aluminum  space 


SHELBY  SERIES! 

Base  Price: 

$106,975 


But  those  throw-back  looks 
ai-e  deceptive.  Underneath  its 
composite  skin,  the  car  is 
70%  aluminum,  the  chassis 
supertaut  and  strong.  Sus- 
pension is  independent,  and 
power  comes  from  a  4.6-liter, 
305-horsepower  Ford  V-8. 

Put  that  engine 
in  the  2,595-lb. 
Panoz,  and  you  have  a  rock- 
et. "The  Alv  has  charm,  but 
it's  also  an  excellent  perfor- 
mance car,"  says  Danny 
Panoz.  "Think  of  it  as  a  foiu'- 
wheeled  motorcycle." 

I  gave  Panoz'  creation  the 
ultimate  tortui'e  test:  a  sprint 
up  Manhattan's  West  Side 
High  ay.  Straight-line  per- 
forman  -e  was  sizzling.  But 
the  stifll.  sprung  Aiv  was 
easily  unsettled  over  bumps, 
and  it  had  h  tendency  to 
jump  sideway.--.  The  steering- 
felt  twitchy.  And  pedal  place- 


ter  suited  for  stately  jaunts 
to  the  country  than  for  high- 
speed toming.  But  what  oth- 
er car  could  you  drive  that 
leads  jaded  New  Yorkers  to 
wave  madly  and  moved  one 
cabbie  to  shout  "God  bless 
you,  sir"? 

If  you  crave  more  perfor- 
mance, CaiToll  Shelby  has  the 
answer  in  his  new  Series  I 
roadster.  The  Texan's  leg- 
endary Cobras   ruled  the 


Except  for  the 
retro  design, 
everything  about 
the  car  is  high- 
tech, from  the 
aluminum  space 
frame  and  double 
wishbone  siispen- 
sion  to  the  slick 
carbon-fiber  body 


fi'ame  to  the  competition-styk 
double-wishbone  suspensior 
and  the  slick  carbon-fibei 
body.  Tlie  Shelby  weighs  jus' 
2,600  lbs.  and  is  powered  bi 
a  4-liter,  325-horsepowe 
Oldsmobile  Aurora  V-8. 

In  a  test  at  Las  Vegas  Mo 
tor  Speedway,  the  Shelb 
was  impressive.  The  acceler 
ation  was  smooth  and  imme 
diate,  and  the  big  12-incl 
brakes  and  six-speed  trans 


How  to  Find  the  Cars 


CAR/MANUFACTURER 
MOSLER  RAPTOR 

Mosler  Automotive 

PANOZ  AIV 

Panoz  Auto  Development 

SHELBY  SERIES  I 

Shelby  American 


PHONE/WEB  SITE 

561  842-2492 
www.moslerauto.com 

888  GoPanoz 
www.panozautG.com 

702  643-3000 

carrollshelby.com/seriesLhtm 
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DO  STRANGERS  WATCH  YOU  UNPACK  YOUR  LAPTOP  ON  THE  AIRPLANE?  From  the  way 
it  integrates  the  latest  technologies  to  the  way  it  makes  people  look  twice.  There's  something  special  about  a  ThinkPad' 
notebook.  And  the  new  ThinkPad  600  is  no  different.  Thin,  light,  powerful.  With  a  big,  bright,  high-resolution  screen  and 
CD-ROM  capabilities.  A  tool  you  need.  A  tool  you  want.  Visit  www.ibm.com/thinkpad600  or  call  1  800  426  7255,  ext.  4930. 


Pentium'"  II  processor  (Up  to  266  MHz)  /  Up  to  4GB  Hard  Drive  /  Up  to  13.3"  display  /  About  5  lbs  /  1 .4"  thin  /  From  $2,799' 
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iiiissiuii  lelt  ^oliil.  ihe  liari- 
dling  was  out  of  this  world: 
The  car's  advanced  suspen- 
sion permits  it  to  corner 
nearly  flat,  and  yet  the  ride 
doesn't  feel  harsh. 

The  overall  finish  of  the 
car  was  good.  Since  produc- 
tion will  come  to  an  end  after 
500  of  the  vehicles  are  sold, 
the  Shelby  should  hold  its 
value.  Available  through  17 
Oldsmobile  dealers,  the  Shel- 
by costs  .$106,975. 
"BUCKET  OF  BOLTS."  You 
could  buy  'ZYj  Corvettes  for 
that  much  money.  But  to  afi- 
cionados such  as  Ira  Epstein, 
vice-president  of  Michael 
Lewis  Co.,  a  family-mn  food- 
service  distributor  near 
Chicago,  it's  worth  it.  "Ever 
since  the  '60s,  I've  wanted  a 
Cobra,"  says  Epstein,  54.  "I 
owned  a  replica  and  got  tu-ed 
of  the  bucket-of-bolts  ride. 
This  car  has  a  classic  look, 
but  it's  for  the  age  we  live 
in  now." 

Shelbys  are  selling  briskly: 
In  Vegas,  I  met  one  high 


MOSLER  RAPTOR 


i-uUer  wliu  has  bought  five  of 
them  for  resale.  But  they're 
still  available.  You  can  take 
the  car  to  any  Oldsmobile 
dealer  to  get  wan-anty  woi'k. 
Shelby  is  serious  about  the 
limited  edition  of  500  cars. 
"When  I'm  done,  there  ain't 
gonna  be  no  more,"  he 
drawls.  And  to  show  he's  a 
sport,  he'll  throw  in  an  em- 
bossed leather  jacket  that'll 
make  you  the  envy  of  the 
hot-rod  set.  You  also  get 
flown  to  the  Las  Vegas  race 
track  for  driver  training — 
which  is  highly  recommend- 
ed in  a  car  that  goes  from 
0  to  60  mph  in  less  than  five 
seconds. 

Both  the  Panoz  and  the 
Shelby  are  fairly  civilized 
cars  that  balance  speed  with 
comfort.  But  if  you  want  to 
motor  far — really  far — from 
the  madding  crowd,  give 
WaiTen  Mosler  a  call.  He  has 
poured  millions  into  his  pas- 
sion: producing  supeifast,  un- 
compromising sports  cars 
that  are  just  a  heartbeat 


away  from  purebred  racers. 

Like  their  creator,  Moslers 
are  quirky.  Think  kit-car 
quality.  Think  dune-buggy 
panels.  Think  parts  that  go 
thunk  in  the  night.  When 
Mosler  picked  me  up  at  the 
West  Palm  Beach  (Fla.)  air- 
port in  one  of  his  earlier  cars, 
the  Intruder,  a  misfire  was 
evident.  A  later  model  Mosler 
that  I  drove  was  fast  but 
lacked  the  smoothness  of 
competitors. 

SLEEK  AS  A  SQUID.  A  fonner 
amateur  road  racer,  Mosler 
began  making  composite-bod- 
ied cars  back  in  1986.  Today, 
his  Riviera  Beach  plant  in 
Florida  is  all  set  to  launch 
the  $149,000  Raptor  as  a  '99 
model.  Low  and  sleek  as  a 
squid,  it  comes  with  a  lusty 
450-horsepower  Coi'\'ette  V-8 
engine  that  is  mounted  be- 
liind  the  driver.  At  2,400  lbs., 
the  Raptor  should  eat  other 
cars  for  lunch.  "I  sell  to  doc- 
tors, lawyers,  and  Wall  Street 
types,"  says  Mosler.  "These 
people  all  want  the  ultimate 


PANOZ  AlV 
ROADSTER 

Base  Pr  ice: 

$60,000 

The  throwback  I 
looks  are  decepi 
five.  The  car  is  \ 
70%  alumiymr 
file  chassis  is 
supertight  and  I 
strong,  and  the\ 
suspension  is 
Independent 


performance  experience 
Maybe  they're  also  m 
chanically  inclined,  because 
suspect  that  the  Raptor  m 
take  more  than  the  usual  t: 
kering  to  keep  it  hummin 
"This  is  a  piece  of  weapoiu' 
like  an  SR-71  [spy  plane] 
says  the  affable  Mosler.  "Pei 
pie  that  fly  one  of  those  do 
say:  'Oh,  it  leaks.' "  Mayb 
But  if  you  buy  the  car. 
Pentagon-size  maintenan 
budget  wouldn't  hml. 

Would  any  of  these  sp 
cialty  cars  lead  me  to  du 
my  Porsche,  wliich  is  still 
idea  of  the  benchmark  '9i 
sports    car?    Hardly.  V 
hooked  on  Teutonic  perfe 
tion  and  a  zero-tolerance  n 
pair  budget.  But  if,  like  I 
Epstein,  you've  driven  ju: 
about  everything  else  a 
don't  care  about  having  a 
bags,  then  one  of  them  migl 
be  for  you.  He  says  that  ; 
soon  as  his  new  Shelby  is  d 
livered  next  spring,  his 
Porsche  Carrera  is  going 
get  the  boot.     Lee  Walczc 


Base  Price: 

$149,000 

T]ie  engine  is 
II  lusty  1,50- 
hoi  .■scf)ower 
Corvetl"  V-H 
mounted  'lehind 
the  driver.  This 
car  "is  a  piece 
of  weaponry, 
I  ike  an  SR-71 
[spy  plane  J," 
says  creator 
Warren  Mosler 
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NVS  TIO 
ILLV  MEA 


The  Oxford 
Advanced 
Management 
Programme 


Presents  a  global  overview  of  the  business  enterprise  and  its  strategic  challenges.  Oxford's 
fouf- week  AMP  provides  a  unique  opportunity  to  stand  back  and  pursue  your  own  learning 
agenda,.assisted  by  a  top  class  team  of  individual  tutors  and  in  the  company  of  some  of  the 
most  international  and  high  calibre  senior  executives. 


BUSINESS  AT  OXFORD 


27  September  -  25  October  1998;  10  January  -  7  February  1999 


Return  to  Maureen  Cuniphell.  Templeton  College,  Oxford.  0X1  5NY.  UK 
Please  send  details  of; 

I    I  The  Oxford  Advanced  Management  Programme 
□  The  Oxford  MBA 

Name;  Address;  


Templeton 


College 


Oxford 


Tel: 


Fax; 


Email; 


Tel.  +44  (0)1865  422771;  Fax:  +44  (0)1865  422501 

Email:  amp@templeton.oxford.ac.uk:  Internet:  http:/Av\vn:tenipleton. ox. ac.uk 
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Executive  Gifts 


Shamrock  4  in  1  System  Pen 


MANAGEMENT  TOOL 


Here  are  proven  techniques 

•  Foi-  a  pDSitive  respnnse 
sign  your  name  in  blue 

•  Ti)  emphasize,  highlight 
&  edit,  use  red  ink 

•  For  reproduction  use 
black  ink 

•  Wliere  changes  may  he 

needed,  use  pencil 

Shamrock  4  in  1 
System  Peij 

Blue,  red,  black,  ball 
point  pens,  and  0..5mm 
pencil.  Great  gift  idea. 
Price  includes  engraved 
company  or  personal 
name.  Shipped  in  gift 
box/.'D  working  days. 
I'ninnclillonallv  giKirarilt-nl 

Only  $60  prepaid 

iquantitv  discountsi  MC'  Visa 

Shamrock  Pens 

Tel  760-770-0266 
Fax  760-770-7896 


Corporate  Gifts/Premiums 


Corporate  Gifts/Apparel 


IMAGEWEAR 
FREE  LOGO &EMBR01W 


Denim  Shirts  As  Low  As...S  |  Q  q,,.,« 

CALl  FOB  FBEE  CilAlOG  800-670-3050 


Eml'roidereJliM!(,^nartl 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  with  your  Logo, 
JustS189.00!! 

plus  $10.00  SSiH  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"  X  J" 


Calico 

3000  Alamo  Drive.  Ste  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273  ^, 


NO  time  to 
wait  for  a 
catalog? 


Order 
thousands 
of  iniprintabie 
business  gifts  oriline 
...  24  lioiu-s  a  day. 


PROMOMART 

www.promomart.com/bw 

Enlor  moiitlily  to  «in  $1.0U0  in  gift.s! 


Stress  Relief  Products 


Panasonic  -  The  Finest  In 
Shiatsu  Massage  Chairs 


•  Have  Your  Own  Personal 
Massage 
Therapist;  Day- 
NightyOffice-Home 

*Get  Full  Details  Today! 

Panasonic  Massage  Chairs  Direct 
Traditional  or  Contemporary  Styles 

L  Nationwide  800-353-9917  > 


Travel 


Riimf  fiiiffiirt  Vfiik,  Escorted 

(  \RAVELLA  .  Italy 
r£ri  \l  h  in  small 

seeitalv.com  grOUpS. 

Free  Brochure:  888-665-2112 


WHOLESALE 
PRICES  TO  ASLV 

Corporate/Individual 

1-800-886-5944 

www.pacifictravel.com 


Golf  Resorts/Vacations 


Hair  Replacement  Products 


MAGIC  COMB 

Pulse-Electro  Therapy 
for  thinning  hair 

$85 

linciudes  shpg) 

British  Columbia  School  of  Medicine 
•  =search  shows  96°»  ettectiveness 
I  Simulates  dormant  hair  follicles  to  grow 
Rogaine®  users  increase  results  with 
Mag\c  C  omb  by  up  to  300% 

1-800-842-4096 
Fax  619-530-2999 


For  more  intonrunon 
visit  our  web  site  ai 
www.infinitvdub.com 
or  call  1-800^727-7388 


Ft.  Llu/^^rtiikTOTih 
AU-Uu-iuswe  Golf  Raort 

mchuitn^  the  Imrrrary  East 

RDom  -  Nleak  -  Gdf  -  Tomis 
-  Be\cEcfp  Beau\  &  ftness 
Ca«r -  Tax  &  Soviet- 
All- Inch  DFD 

6nn  S 1 1 S  pa  peiWpa- 


Home  Furnishings 


^    Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAY  FURNrrURE  COMPANY 
P.O.  Box  1548,  Mt.  Airy,  NC  27030 
1800)  334-9094  (336)  786-6151  . 


Publishing  Services 


Publish  Your  Boolt 

7.5-year  tradition  of  quality  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  wnle  Dorrance- 
BW,  643  Smithfield.  Pittsburgh,  PA 
or  call  l-H(l()-(i9.S-!».S99 


Education/Instruction 


OXFORD  INTERNATIONAL  UNIVERSITY 


College  Degree  by  Distance  Learning 

*  B.S.,  B.A.,  B.B.A.  -  M.S.,  M.B.A.,  -  Ph.D. 

*  Accredited  by  AECS  &  KDE 

*  Credit  lor  IHe  exp  /  Scholarships 
Prestige  &  Success  through  education 


CAUTOUFREE:  1877SHIXF0RD 


MBA  BY  Distance  Learning 

Major  British  university  oHeis  accredileil  ME*,  no 
Bachelor's  or  GMAT  needed  Chosen  Dv  Economist 
Intelligence  Unit  as  one  of  world's  best  MBA  programs 
HERIOT-WAn  UNIVERSITY  I  (800)  MBA-0707 
North  American  Distributor  i  Ask  tor  ext  20 
6921  Stockton  St  Suite  2,  El  Cerrito,  CA  94530 
For  immediate  FaxBack  literature:  from  your 
fax  machine's  phone,  call  (510)  486-8900. 


MONTICELLO 
UNIVERSITY 


The  Practitioner's  MBA  &  JD 
Programs.  Accredited 
Doctor,  Master,  Bachelor. 
■www.monticello.edu 
Fax  913-661-9414 
800-405-7935 


-^Earn  Your 
Degree  At  Home 


B.S./M.S,  Degree  Programs: 

•  l'.u^nK■^s  &  HtMlth  .Vlniio  •C:i)mputLT 
SciciKC  '1111111  Re^  .Mcnit 

•  hmircinnitm.il  tng  •Occiip  s.itcn  & 
Htjhh  'l  niiiinil  lusncc  (.jHtol  Pre' 
Certification  Programs  Catalogy^ 


Business  Opportunities  ^'^ 


CONSLLTANTiiS 


International  firm  expanding  in 
needs  independent  consultants 
represent  our  company.  We  ofl 
some  of  the  finest  Training  a  •-; 
Development  processes  availal  '^^^^ , 
today.  Very  high  income  potent!  up,), 
Extensive  training  and  suppo 
Management,  marketing,  or  c(  v-.a 
suiting  experience  helpful.  Se 
resume  or  brief  persona!  history 


RESOURCE  ASSOCIATES 
CORPORATION 


D.E.  Rollins,  VP  Development 
Department  BW98 
31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


iiei,; 


Education/Instruction 


University  Degree 


Bachelor's,  Master's,  Ph.D.! 
Taking  courses  using  texts/pho: 
mail/Email.  No  classes.  Low  cos 

Columbia  Pacific  UniversiJ'; 

105  Digital  Dr.,  Novato,  CA 
94949 
800-552-5522 


liUlt 
■■*:',' 


The  Leader  in  Distanc^j 
Learning  for  20  Years] 


•Associate«Bachelor«Master»Doc 

Business  (Mgml  HRM  Health  Care 
fulanagement  of  Technology 
Pschology,  Law 
Southern  California  Universh  *  ^ 
for  Professional  Studies 
1840  E  17th  St  BW,  S.inta  Ana,  CA  92 
800-477-2254  www.scups.ei 

  -i 


AWARD  ymNNm 
mstAMce  |!i 

EDOdOWM  j 


MBA  &  MS  Dcgre*! 
Executive  Edwcalioi 


800.441 .4746 


WWW.ISIfflU. 


Accredited  by  tKe 
Distonce  Educotion  Training  Counci 
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S  ness  Opportunities 


s 


m 


te  Business  Loans  and 
nent  Leasesfrom  $1,000  to 
ion.  No  co-brokering.  Work 
y  w/Nalional  Lenders, 
ed  earnings  potential  and 
il  income, 
brochure  and  FREE 
>mputer  disk 

L 1-800-336-3933 

'he  Loan  Consultants,  Inc.  . 


Your  Own  Business" 
3  Consignment  Boutique 

ent  clothing  is  the  coming  thing 
Dney  conscious  I  can  tell  you 
ake  money  nowl  No  Inventory, 
nses.  Only  S29.95.  Send  name 
ss  on  3  X  5  card  &  $29.95  to: 
lie  Publishing,  8512  I'isher 
Jite  1,  Diamond,  OH  44412 


Ull 

Jf. 


/Powerful 

ne-based  business^ 

mited  Earnings  Potential 
rofit  Margin  (90%  Gross  Profit) 
!ttilcal-Not  MLM  Training  provided  I 
.nal  products  $2k-$10k  required 
IS-891-3460  (24  hr  message)  | 


ro  stress,  relaxed,  ideal 
!,  home-based  business, 
rant  to  teach  2  people  in 
ct  markets  my  simple 
1-key"  system.  Call  my 


otiine  800-331-0312 


4i 


ndent  Distributors  Wanted^ 

rn  BIG  Profits 
from  Home 

ne/fax  *High  impact  product 

optional  lead  generation 
MLM  *Free  information 

[)0-432-0018  X5252 

EDOM  ASSOCIATES  J 


vate  Bank 


ale  /  Free  Report 
(00-733-2191  (USA) 
10-798-3842  (USA) 

iail:wbc@ibm.net 

de  Business  Consultants 


siness  Financing 


'ash  for  Invoices 

'inance  Your 
unts  Receivable 

s  •  No  Hassles  •  No  Financials 
can  customize  financing 
to  suit  your  company 

'und  Financial,  Inc. 
800)  747-4234 


Business  Services 


SAVE  30%  to  50% 


3-TO-A-PAGE 

Bl  SINHSS  (jltCKS 
& 

Laser/InkJet 

Computer  Checks 

(  all  lor  .1  I  HI  i:  linnluirc 

1-800-239-4087 

Designer  Checks 

www  dcsigncrc hecks  com 


100%  SATISFACTION  GUARANTEED 


BUSINESS  PLANS 


Customized  Business  Plans  For 
•  SBA     •  Venture  Capital 
•  Private  Loans 
Written  by  Corporate  Attorney 

1-800-963-2453 

Call  for  quotations 


TM  -  GO  TO  THE  EXPERTS 

•  Trademark  Search  &  Registration 
One  time  fee,  $595 

♦  TM  Granted  or  Full  Refund 

*  Prepared  &  Handled  by  Attorneys 
with  Trademark  expertise  adjacent 
to  U  S  Patent  &  Trademark  Office 

*  Protect  your  Company,  add  an  asset 

www.TMnetmark.com 
888-296-5973 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  $2  for  the  290  page  catalog 
CuslonhWfiHen  icpoils  Jlso  available 
RESEARCH  ASSISTANCE 
1  1322  laaho  Ave ,  #206BF 
l'/;Arigeien  CA  9002S 
TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-asslstance.com 


Win  the  Chinese  Market 


•  Topnotch  translationAVeb  design 
by  experts 

•  Rush  Service  /  2nd  opinion  /  Free 
Estimates 

Toll  Free:  1-877-Sino-Pro 

Faxi  732-463-2136 
http://www.marcopolo-info.com 
marcopclo-info@msn.com 


INCORPORHTE 


•  FREE  Information 

•  All  U.S.  States  and  Offshore 

•  Attorney  owned  and  operated 


www.corpcreations.com 


1-800-672-9110 


TRRDEMHRK 


Investment  Services 


Streaming  Real-Time  Quetes 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpro       Draft  /  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Pliitters  Ruggedwnter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales@dasher  com 


Menswear/Fashion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality '160  styles 


HITCHCOCK  SHOES.  INC. 

Dept  55P  Hingham,  MA  02043 
1-800-992-wiDE  www.wideshoesxom 


Educational  Consulting 


College  Admissions  Advising 


II  ■('  ii'oik  Willi  lainilifi  al  home  or  abroad 

Pruetl  Associates,  Inc. 

TEL  t,IO  525  4607    FAX  610.525  0544 
ciiuul  tl>4^'l  ]  I22laicmp}i^cn-c  com 
H(  l\  llt^  i.  H,yn    M.ur,    I'  I  ("(//() 


Boarding  School  Placement 


#1  Oil  the  Internet 
Available  Worldwide 


Download  Free 
software  today  at 
www.  dbc .  com/sm 
888.200.1016  xlSOL 


Franchising 


your  business! 

Call  for  information  on  franchising 

your  business  or  seminars 
scheduled  throughout  the  country. 

Francorp' 

Sp»cialist$  In  Franchlso  DovolopmenI 


It's  time  you  were  boss- 
let  Shred-it  show  you  how. 


Shred-il  is  the  world  leader  and  on  the 
'  Littinu  eidge  ol  a  new  business  concept 
"mobile  paper  shredding" 
Shred'il  shied  s 
■  onhdential  documents  lor  over  45,000 
companies  m  North  America 
Shred'il  oilers  a  proven  iranchise  system 
successfully  operating  in  over  60  markets 
aaoss  North  Amenco 
Shred-it  provides  a  giound  lloor 
opportunity  with  unlimited  growth  potential 
and  limited  competition  tor  individuals  who 
are  entrepreneurial  and  sales  onented 
Shred*il  provides  a  National  account 
piogram,  tull  training  and  support  with 
large,  exclusive  territones 
Ej:cellent  territones  available  world  wide 

Call  Doug  Waxren 
(905)  855-2856  Ext  237 

E  mail:  doug<^'s hredil.com 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12.  full  accredited,  small  classes. 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


Computer  in  every  dorm  room 
Full  athletic  program 
Band.  Fine  Arts,  and  Aviation 
Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 

■  www.cadet.com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


Mhvhit'i} I  Ik  McGrair  HilU  j)iiijid,ncs 


BizLmk 

Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 


Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  with 
BizLink,  Business  Week's  electronic  reader  service 
fulfillment  system.  You'll  get  the  information  you  need  th 
way  you  want  it — by  fax,  phone,  mail,  e-mail  or 
''HotLink"  directly  to  a  company's  site.  It's  free,  it's  fast 
and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink 


1 


IIU( 


i 


BusinessWeek 


Most,  Read,  Best  Read.  Worldv/ide. 

And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 
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1  Cadence  Design 
Systems 

2  Danka  Office 
Imaging 

3  Deloitte  &  louche 

4  Epson  America 

5  Fannie  Mae 

6  Fujitsu  PC 


7  Lexus  CPO 

8  Minolta 

9  Oracle 

10  Panasonic 
Personal  Computer 
Company 

11  Praxair 

12  Robert  Bosch 
GmbH 


13  SDRC 

14  TIBCO 

15  The  Timken 
Company 

16  Toshiba  America 
Information 
Systems,  Inc. 

17  Toshiba 
Telecommunication 
Systems  Division 


18  USWEB 

19  UUNet 
Technologies 


INTERNET  ONLY 
20  Kinko's 


lusiness  Week  Index 


PRODUCTION  INDEX 


Change  from  last  week:  0.6% 
Change  from  last  year:  3.8% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Aug,  29=135  2 
1992=100 


Sept  Jan 
1997  1998 
The  index  is  a  4-week  moving  average 


May 


Aug. 


e  production  index  continued  to  rebound  during  ttie  week  ended  Aug.  29 
fore  calculation  of  tfie  four-vireek  moving  average,  the  index  jumped  to  136  2 
m  134.8,  as  auto,  truck,  and  electric  power  production  increased  strongly  For 
!  month  of  August,  the  index  surged  2  7%  to  135.2,  from  July's  reading  of 
1.7.  The  month's  robust  advance  mostly  reflected  a  bounceback  in  vehicle 
iduction  following  the  strike  at  the  General  Motors  Corp 

pfoduction  index  copyright  1998  by  The  f^cGraw-Hill  Companies 


lADING  INDICATORS' 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

I  -OCK  PRICES  (9/4)  s&p  500 

973.89 

1027.40 

4.8 

1 IRPORATE  BOND  YIELD,  Aaa  (9/4) 

6.44% 

6.52% 

-11.2 

I'lHEY  SUPPLY,  M2  (8/24)  biihons 

$4,237.1  3 

4,232. 7r 

7.0 

ITIAL  CLAIMS,  UNEMPLOYMENT  (8/28)  thous 

302 

301r 

-6.8 

HRTGAGE  APPLICATIONS,  PURCHASE  (9/4) 

305.1 

269.4 

42.1 

1  tRTGAGE  APPLICATIONS.  REFINANCE  (9/4) 

1,924.0 

1,331.5 

272.7 

1.  urces:  standard  &  Poor's,  Moody's,  Federal  Reser 

ve,  Labor  Dept.,  IVIortgag 

e 

ikers  Assn.  (Index:  March  16,  1990=100) 

IfEREST  RATES 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

ODERAL  FUNDS  (9/8) 

5.66% 

5.75% 

5.50% 

IKMMERCIAL  PAPER  (9/8)  3  month 

5.43 

5.44 

5.51 

PRTIFICATES  OF  DEPOSIT  (9/9)  3  month 

5.48 

5.52 

5.60 

ll[ED  MORTGAGE  (9/4)  30-year 

6.90 

7.02 

7.68 

JUSTABLE  MORTGAGE  (9/4)  one  year 


5.59 


5.72 


5.73 


IME  (9/9) 


8.50 


8.50 


8.50 


jrces:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


STEEL  (9/5)  thous.  of  net  tons 

LATEST 

2,112 

WEEK 

AUU 

2,040# 

YEARLY 

°/  PUR 

-2.7 

AUTOS  (9/5)  units 

111,725 

130,121r# 

20.9 

TRUCKS  (9/5)  units 

118,641 

132,976r# 

13.9 

ELECTRIC  POWER  (9/5)  millions  of  kiloviratt-hrs. 

NA 

80,335# 

NA 

CRUDE-OIL  REFINING  (9/5)  thous  of  bbl  /day 

NA 

15,688# 

NA 

COAL  (8/29)  thous.  of  net  tons 

22,258# 

21,973 

6.6 

LUMBER  (8/29)  millions  of  ft. 

494. 4# 

493.4 

-0.4 

RAIL  FREIGHT  (8/29)  billions  of  ton-miles 

27. 2# 

27,3 

2.6 

Sources:  American  Iron  S  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.  W/W/PAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (9/9)  $/troy  oz. 

LATEST 
WEEK 

283.450 

WEEK 
AGO 

280.150 

YEARLY 
%  CHG 

-11.6 

STEEL  SCRAP  (9/8)  #1  heavy,  $/ton 

91.00 

gi.OOr 

-34.8 

COPPER  (9/4)  «/lb. 

78.4 

77.4 

-21.8 

ALUMINUM  (9/4)  e/ib 

66.5 

64.5 

-12.5 

COTTON  (9/5)  strict  low  middling  1-1/16  m.,  (Z/lb. 

72.43 

72.81 

2.7 

OIL  (9/8)  $/bbl. 

14.18 

13.67 

-26.1 

CRB  FOODSTUFFS  (9/8)  1967=100 

219.51 

213.55 

-8.1 

CRB  RAW  INDUSTRIALS  (9/8)  1967=100 

285.19 

283.33 

-15.4 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metal 
market,  NYMEX.  Commodity  Researcfi  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/9) 

UTEST 
WEEK 

137.30 

WEEK 
AGO 

137.70 

YEAR 
AGO 

119.15 

GERMAN  MARK  (9/9) 

1.73 

1.75 

1.80 

BRITISH  POUND  (9/9) 

1.66 

1.67 

1.59 

FRENCH  FRANC  (9/9) 

5.79 

5.88 

6.04 

ITALIAN  LIRA  (9/9) 

1704.5 

1732.0 

1755.3 

CANADIAN  DOLLAR  (9/9) 

1.52 

1.54 

1.38 

MEXICAN  PESO  9  9) 

10.320 

9.965 

7.773 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/9) 

112.1 

113.4 

106.3 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P.  Morgan. 


iw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ipment.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


AIL  SALES 


iday,  Sept.  15,  8:30  a.m. edt  >■  Retail 

5  probably  increase(d  0.4%  in  August, 
the  median  forecast  of  economists  sur- 

6  by  Standard  &  Poor's  mms,  a  unit  of 
McGraw-Hill  Companies.  Excluding  vehi- 
3urchases,  store  sales  likely  rose  0.3%. 
jjy,  a  steep  decline  in  car  sales  led  to  a 
'^o  drop  in  overall  retail  buying.  Excluding 
,  sales  rose  0.5%. 

INESS  INVENTORIES 


'nesday,  Sept.  16,  8:30  a.m. edt  >■  Inven- 
s  held  by  manufacturers,  wholesalers, 
retailers  probably  increased  a  small 
'a  in  July,  after  a  0.1%  gain  in  June,  says 
5&P  MMS  report. 


INDUSTRIAL  PRODUCTION 

Wednesday,  Sept.  16,  9:15  a.m. edt>-  Indus- 
trial output  probably  rebounded  strongly  in 
August,  rising  0.7%.  The  General  Motors  Corp. 
strike  caused  output  to  drop  0.6%  in  July.  The 
average  operating  rate  likely  rose  to  81.1% 
last  month,  from  80.5%  in  July. 

BEIGE  BOOK 

Wednesday,  Sept.  16,  2  p.m.EDTP-  The  Fed- 
eral Reserve's  roundup  of  regional  business 
activity  will  be  released  m  advance  of  the 
Fed's  policy  meeting  on  Sept.  29. 

CONSUMER  PRICE  INDEX 

Thursday,  Sept.  17,  8:30  a.m. edt>-  Total 
consumer  prices  likely  rose  0.1%  in  August, 


after  increasing  0.2%  in  July,  says  the  s&p  mms 
survey.  Excluding  food  and  energy,  core  prices 
likely  also  rose  0.2%  m  August,  on  top  of  a 
0.2%  advance  in  July. 

INTERNATIONAL  TRADE 

Thursday,  Sept.  17,  8:30  a.m. edt  >■  The 
trade  deficit  probably  widened  again,  to  $15 
billion  in  July,  after  narrowing  to  $14.2  bil- 
lion in  June.  Exports  were  likely  unchanged, 
while  imports  rose. 

HOUSING  STARTS 

Friday,  Sept.  18,  8:30  a.m. edt  Housing 
starts  likely  dropped  to  an  annual  rate  of 
1.65  million  in  August,  after  jumping  5.7% 
in  July,  to  a  1.72  million  pace. 


DiiciMccc  \A/rrL<-  /  c^DT^^flDC[D  oi     i  nno  I^Q 


Ihis 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday  < 


I 

I 

I 

!  Tuesday 


Ed  Yourdon  wrote  Time  Bomb 
2000  to  warn  about  what  Y2K 
will  do  to  our  computers — 
and  he'll  answer  your  online 
questions  in  this  BW 
Enterprise  chat.  Sept.  13 
9  p.m.  EDT 


—  r  1 


What  now  tor  small  caps  and 
IPOs'  Standard  &  Poors 
analyst  Mark  Basham  will 
tell  all  in  a  chat  co-hosted  by 
S&P  Personal  Wealth. 
Sept.  15 
4:30  p.m.  EDT 

Thursday 

All  you  need  to  know  about 
valuing  stocks,  courtesy  of 
Jeffrey  C.  Hooke.  co-author  of 
Security  Analysis  on  Wall 
Street.  Sept.  17 
9  p.m.  EDT 

AOL  keyword:  BWTalk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  ttie  BW  Online  area  on  AOL 
soon  after  eact)  event 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
?nd  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stofy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  (DIS)  86 
Ackerley  Group  (AK)  86 
Alcatel  (ALA)  42 
Amazon.com  (AMZN)  86, 132 
Amenca  Online  (AOL)  38, 86 
Apple  Computer  (AAPL)  38 
Applied  Matenals  (AMAT)  30 
Aramark  104 
Ascend  Communications 

(ASND)  42 
Askin  Capital 

Management  120 
ASIA  Medical  122 
AT&T(T)  75,80.132 
Audi  94 

B  

Baltimore  Ravens  43 
BancBoston  Robertson 

Steptiens  (BKB)  42 
Barnes  &  Noble  (BKS)  56, 86. 

132 

Barnes  Investment 
Advisory  134 
Bay  Isle  Financial  42 
BNP/CooperNeff114 
Boeing  (BA)  40. 43 
Brazil  Realty  34 
British  Airways  (BAB)  56 
BskyB  (NWS)  43 
Buffalo  Bills  8 


Cablevision  Systems 
(CVC)  43 
Caldera  38 

CBS  (CBS)  75.86, 132 
CDC  Investment 

Management  114 
Challenger  Gray  & 

Chnstmas  26 

Chancellor  Media  (AMFM)  86 
Chrysler  (C)  94 
Cincinnati  Bell  (CSN)  132 
Cisco  Systems  (CSCO)  42 
Citicorp  (CCD  80 
CKS  Group  (CKSG)  124 
Clear  Channel 

Communications  (CCU)  86 
Coca-Cola  (KG)  80 
Comcast  (CMCSA)  75 
Compaq  Computer  (CPQ)  38 
CompUSA  (CPU)  56 
Computer  Associates  (CA)  30 
Continental  Airlines 

(CAIA)  43 
Coming  (GLW)  32 
Crazy  Shirts  8 
Credit  Foncier  43 


Dallas  Cowboys  8 
Dayton  Hudson  (DH  i  86 
Deloitte  &  louche  30 
Deutsche  Bank  52 
DreamWorks  SKG  123 


Dnll  Capital  33 
E 


Eagle  Hardware  &  Garden 
(EAGL)  122 

Edventure  Holdings  124 
Electnc  Image  124 
Filer  Media  86 
Ell  Lily  43 

Empyrean  Bioscience  74 
Epson  19 

Equity  Inns  (ENN)  43 
F 


Fiat(nA)  34 
RrstCall  30,146 
First  Union  (FTU)  36 
Fitch  ICBA  48 
Ford(F)  34.56,94,136 
Foundation  Imasing  123 


Gartner  Group  30 
Gateway  (GTW)  38 
GelTex  Pharmaceuticals 
(GELX)  74 

General  Motors  (GM)  27. 34. 
43.  94.132,143 

Gillette  (G)  32 
Goldman  Sachs  42. 52. 75 
Gradient  Lens  56 
!  Grupo  Elektra  (EKT)  34 
GrupoTnbasa  34 

H 


HarperCollins  (NWS)  18 
HD  Vision  123 
Hewlett-Packard  (HWP)  19, 
38.  56 

Hicks  Muse  Tate  &  Furst  86 
High  Risk  Opportunities 
Fund  114 

High  Yield  Analytics  132 
Hilton  Hotels  43 
Home  Depot  (HD)  122 
Honda  (HMO  94 
Household  Furniture 
Network  122 

I 


IBM  (IBM)  8,30 
IFR  Secunties  Data  52 
ILFC  43 

Industnas  Unidas  34 
Intel  (INTO  30,46 
International  Data  30 
Invictus  Partners  114 
Isuzu  43,94 


Jones  Intercable  75 

K  

Keebler  Foods  (KBL)  132 
KLW(KLW)  43 

L  

Lazard  Freres  52, 75 
La-Z-Boy  (LZB;  122 


Lehman  Brothers  (LEH)  42, 
50, 52 

Lewis  (Michael)  136 
Lockheed  (LMT)  40 
Long  Term  Capital 

Management  114, 120 
Los  Angeles  Dodgers  43 
Lotus  Development  (IBM)  56 
Lowes  (LOW)  122 
LSI  Logic  (LSI)  56 
Lucent  Technologies  (LU)  42, 

132 

Lynch  Jones  &  Ryan  122 
M 


Macy's  East  (FD)  80 
Maersk  131 
Manchester  United  43 
Mamott  Intemational 

(MAR)  56 
Mazda  94 
MBNA(KRB)  43 
McCann-Enckson  86 
McDonalds  (MCD)  104 
McGraw-Hill  (MHP)  143 
MCI  Communications 

(MClC)  124 

MediaOne  Group  (UMG)  75 
Mercedes-Benz  (DAI)  94 
Mercer  Management 

Consulting  75 
Memll  Lynch  (MER)  30, 52, 

114 

Microsoft  (MSFn  30.38.75, 
86,122 

Mitsubishi  Motor  94 
Morgan  (J.P)  (JPM)  33, 34, 
52,114 

Morgan  Stanley  Dean  Witter 
(MWD)  32, 42,  50.  52 

MorphoSys  52 

Mosler  Automotive  136 

Motorola  (MOT)  46 

MRK  Capital 
Management  122 

N 


NationsBank  (NB)  6.56 
Natwest  Capital  Markets 
m  120 

Netscape  Communications 
(NSCP)  38 
News  Corp.  (NWS)  43 
NewTek  123 
New  York  Knicks  43 
Nissan  34,94 
Nokia  42 

Northwest  Airlines  (NWAC)  6, 
43, 56 

Novell(NOVL)  19 


Ovemite  Transportation  56 
P 


Packard  Bell  NEC  38 
PameWebber(PWJ)  12 
Panmure  Gordon  43 
PanozAuto  136 
Panbas  34 
PennzoiKPZL)  86 
Petronas  46 
Philip  Moms  (MO  6 
Piper  Jaffray  122 
Play  123 

Pliana  Holdings  34 


Poland  Spnng  86 
Polo  Ralph  Lauren  (RL)  122 
PncewaterhouseCoopers  80 
ProSports  Marketing  104 

R 


Rawlings  Sporting  Goods 
(RAWL)  104 

RealNetworks  (RNWK)  38 
RES  (RFS)  43 
RJR  Nabisco  (RN)  6,132 
Roll  &  Ross  Asset 
Management  114 
Root.net  124 
Rossisky  Kredit  48 


Saatchi  &  Saatchi  (SSA)  81 
Salomon  Smrth  Barney 

(TRV)  6,52,114 
SBS-Agra  48 
Seagate  Technology  (SEG) 
Sea-Land  Services  131 
Shelby  Amencan  136 
Shell  International  Petroleur 

(RD)  80 
Siemens  42 

Silicon  Alley  Telecom  124 
SiteSpecific  124 
SmithKline  Beecham 
(SBH)  70 

Sony(SNE)  38,86,122 
Spectrem  Group  134 
Sportservice  104 
Standard  &  Poors  (MHP) 
36,  50, 143 
Starbucks  (SBUX)  43 
Sugen(SUGN)  122 
Summit  Systems  56 
Sun  Country  Airlines  6 
Sun  Microsystems  (SUNW)  In;: 


Taiho  Pharmaceutical  12: 
Tele-Communications 

CTCOMA)  75 
Tellabs  (TLAB)  43 
Texas  Instalments  (TXN) 

56. 80 

Thom  Communications  1i 
3Com  (COMS)  124 
Time  Warner  OWX)  75 
Toyota  (TOYOY)  94, 102 

U 


ll-i: 


TRU 


UBS  120 

Union  Pacific  (UNP)  56 
USWest(USW)  80 

V 


Van  Hedge  Funds  114 
Vang  43 
Vical  70 
Volkswagen  94 

W 


.'.3l-Mart  Stores  (WMT)  3 
Walt  Disney  (DIS)  75,86 
WEFA  Group  30 

Y 


YTl  46 
Z 


Zeneca(ZEN)  122 
Zunch  Kemper  36 


Business  Wee<  OSSN  0007-7135)  published  weekly,  except  for  one  week  m  January  and  one  in  August,  by  The  McGraw-H.ll  Co-npanies.  Inc.  E 
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Investment  Figures  of  the  Week 


STOCKS 


S&P  soo 

Sept.  Mar.  Sept.  Sept.  3-9 


52-week  change       1 -week  change 

+9.5%  -^1.6% 


COMMENTARY 

Fed  Chairman  Alan  Greenspan 
hinted  on  Sept.  4  that  he  might 
lower  interest  rates  to  alleviate 
the  global  financial  crisis.  Mulling 
that  over  Labor  Day  weekend,  in- 
vestors returned  on  Sept.  8  and 
started  buying  again.  The  Dow 
Jones  industrials  jumped  380.5 
points,  nearly  5%,  best  one- 
day  gain  ever.  Though  it  gave 
back  158.3  points  on  Sept.  9, 
the  Dow  still  managed  to  finish 
up  1.1%  tor  the  week — making  it 
the  best  week  for  the  blue  chips 
in  the  last  two  months.  Japan 
and  especially  Hong  Kong,  up 
7.5%,  enjoyed  rebounds,  but  Eu- 
rope's bourses  had  mixed  results. 


INTEREST  RATES 


TREASURY  BOND  INDEX 

Sept.  Mar.  Sept.  Sept.  3-9 


-  1745 
1 1720.64 
\  1695 
- 1670 


-1645 


;i2  week  change  1-weekchange 
■  -^1.0% 

'd:  Bloomberg  Financial  Markets 


UTUAL  FUNDS 


.M'M'Jii**  US  Diversified  W  All  Equity 
ok  total  return  52-week  total  return 


I 


ia:  Morningstar,  Inc. 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Dow  Jones  Industrials 

7865.0 

1.1 

1.9 

NASDAQ  Combined  Composite 

1624.6 

2.0 

-0.9 

S&P  MidCap  400 

299.2 

1.8 

-7.3 

S&P  SmallCap  600 

148.1 

-0.2 

-18.3 

S&P  SuperComposite  1500 

211.7 

1.6 

6.6 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

336.5 

3.2 

15.0 

S&P  Financials 

106.9 

-2.5 

-0.1 

S&P  Utilities 

237.6 

2.3 

17.6 

roC  IctililUIUgy 

2.9 

-5.9 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5311.3 

1.4 

8.3 

Frankfurt  (DAX) 

5040.9 

1.4 

24.5 

Tokyo  (NIKKEI  225) 

14,755.5 

2.6 

-21.1 

Hong  Kong  (Hang  Seng) 

7905.5 

7.5 

^6.6 

Toronto (TSE  300) 

5871.8 

3.3 

-13.3 

Mexico  City  (IPC) 

3167.3 

-0.4 

-34.3 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.54% 

1.58% 

1.63% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

24.3 

22.8 

23.6 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*    1 9.5 

18.9r 

16.6 

First  Call  Earnings  Revision* 

^.69  % 

-3.78  % 

-0.44% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1061.0 

1059.9 

Negative 

Stocks  above  200-day  average 

18.0% 

15.0% 

Positive 

Options:  Put/call  ratio 

0.58 

0.81 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

0.98 

1.03 

Positive 

Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 

Electric  Companies 
International  Oil 
Food  Chains 
Foods 

Restaurants 


5.0  Broadcasting  60.9 

4.5  Drug  Chains  54.7 

3.4  Drugs  49.6 

2.7  Long-Dist  Telecomms.  49.4 

2.3  Specialty  Appar.  Retailers  45.3 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Invest.  Banking/Brkrge. 
Money  Center  Banks 
Leisure  Time 
Shoes 
Soft  Drinks 


-31.5 
-28.1 
-22.9 
-22.2 
-21.4 


Oil  &  Gas  Drilling 
Metals 
Leisure  Time 
Shoes 

Engineering  &  Constr. 


-58.0 
-51.0 
-47.7 
^2.1 
-40.9 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Intel 

81  29/32 

Citicorp 

98'Vi6 

-53 '^16 

Merck 

125V2 

-5/8 

America  Online 

95  V4 

-17'/2 

IBM 

125 '5/1 6 

-3'5/lB 

BankAmerica 

633/8 

-19 '5/1 6 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

59 '5/1 6 

4 '3/1 6 

American  Home  Products 

52^/16 

'5/16 

British  Petroleum-ADR 

80^/16 

4^/16 

Royal  Dutch  Petroleum-NYS 

49 '5/16 

2"/l6 

Kellogg 

33^/8 

2'/4 

BMC  Software 

51 '/4 

'/2 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.11 

5.16 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.85 

4.91 

5.11 

assunning  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.05 

5.05 

5.17 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.79 

4.91 

5.61 

GENERAL  OBLIGATIONS 

4.24% 

4.24% 

4.88% 

4.88% 

10-YEAR  TREASURY  NOTES 

4.93 

5.10 

6.37 

PERCENT  OF  TREASURIES 

86.05 

83.60 

92.67 

91.42 

30-YEAR  TREASURY  BONDS 

5.27 

5.34 

6.66 

TAXABLE  EQUIVALENT 

6.14 

6.14 

7.07 

7.07 

LONG-TERM  AA  INDUSTRIALS 

6.27 

6.28 

7.12 

INSURED  REVENUE  BONOS 

4.41 

4.42 

5.04 

5.05 

LONG-TERM  BBB  INDUSTRIALS  6.80 

6.88 

7.53 

PERCENT  OF  TREASURIES 

89.50 

87.15 

95.71 

94.61 

LONG-TERM  AA  TELEPHONES 

6.53 

6.65 

7.43 

TAXABLE  EQUIVALENT 

6.39 

6.41 

7.30 

7.32 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 
%    Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Guinness  Mainland  China 
Guinness  Flight  China 
Prudent  Bear 
Nev^porl  Greater  China  A 
U.S.  Global  Inv.  China  Reg. 

Leaders 

52-week  total  return 


23.2  Lexington  Troika  Russia  -51.3 

16.5  Montgomery  Latin  Amer.  R  -36.9 

16.4  Excelsior  Latin  America  -35.7 

16.1  Invesco  Latin  American  Gr.  -35.2 

13.9  Otfitbank  Latin  Amer.  Select  -33.3 

Laggards 

%  52-week  total  return  % 


4.0  Latin  America  -28.1 

3.1  Diversified  Emerging  Mkts.  -15.5 

1.2  Small-cap  Growth  -11.5 
0.3  Small-cap  Blend  -11.0 

-1.0  Small-cap  Value 


-9.9 


Smith  Barney  Telecomms.  Inc.  43.3  Lexington  Troika  Russia  -87.9 

Weitz  Hickory  38.5  Guinness  Figt.  Asia  Sm.  Cap  -67.3 

Invesco  European  35.2  Lex.  Crosby  Sm.  Cap  Asia  -65.4 

Janus  Twenty  34.7  Matthews  Korea  I  -65.1 

Scudder  Greater  Europe  Gr.    34.0  Montgomery  Emerg.  Asia  R  -65.0 


Pacific/Asia  ex-)apan 
Precious  Metals 
Japan 

Diversified  Pacific/Asia 
Utilities 

Leaders 

52-week  total  return 

Utilities  16.8  Latin  America  -53.4 

Europe  14.6  Pacific/Asia  ex-Japan  -52.5 

Communications  14.2  Diversified  Emerging  Mkts.  -47.2 

Large-cap  Growth  8.8  Diversified  Pacific/Asia  ^0.1 

Large-cap  Blend  5.8  Precious  Metals  -39.6 


Laggards 

52-week  total  return 


% 


data  are  as  of  nnarket  close  Wednesday,  Sept.  9,  1998,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Sept.8.  For  a  more  detailed  explanation,  write 
ips  include  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  men-     to  us  or  E-mail  figures@bu5inessweek.e0m.  r=revised  "Vanguard  Index  500  Fund 

RIICIMFQQ  WFFK   /  C;^DTF^JRFD   01      1  QQO   1  Ati 


Editorials 


LESSONS  FROM  THE  BRINK 


Perhaps  the  only  good  thing  about  crises  is  that  they  can 
shatter  accepted  notions  about  how  the  world  works. 
Crises  impart  new  lessons — if  people  are  willing  to 
learn.  The  cuiTent  plight  of  the  global  economy  is  of  such  a 
scale  that  it  offere  many  lessons.  Some  are  new;  othei-s  ai-e  re- 
minders of  basic  truths.  Here  are  the  most  important: 

■  Conventional  Wisdom:  America's  huge  size  insulates  it  fi'om 
global  problems.  Overseas  trade  constitutes  only  12%  of  the 
U.  S.  gi'oss  domestic  product.  Nearly  75%  of  the  economy  is  in 
services,  few  of  which  compete  internationally.  A  vaiiation  on 
this  piece  of  wisdom  is  that  the  Federal  Resei"ve  focuses  only 
on  the  U.  S.  and  does  not  cai'e  about  the  global  economy. 

ReaKty:  The  stock  market  is  telling  anyone  willing  to  listen 
that  the  U.S.  is  economically  entvdned  vdth  Asia,  Russia, 
Latin  America — viilually  eveiy  part  of  the  eailh.  In  the  first 
half  of  the  yeai;  the  U.  S.  benefited  from  the  recession  beyond 
its  borders.  Lower  prices  for  imports  and  commochties  held 
dowTi  inflation  and  interest  rates.  But  vdth  half  of  the  global 
economy  now  in  the  tank,  with  overseas  demand  falling,  and 
with  coiporate  profits  imder  pressure,  the  U.  S.  is  feeling  the 
heat.  Just  look  at  the  volatility  on  Wall  Street.  No  way  is  the 
U.  S.  an  economic  island.  Fed  Chairman  Alan  Greenspan  put  it 
best:  "It  is  just  not  credible  that  the  U.  S.  can  remain  an  oasis 
of  prosperity  unaffected  by  a  world  that  is  experiencing  gi-eat- 
ly  increased  stress." 

■  cw:  Free  mai'kets  always  lead  to  prosperity.  The  spread  of 
laissez-fair-e  capitalism  around  the  world  is  inevitable,  now 
that  the  cold  wai'  is  over  and  the  U.  S.  has  won. 

Reality:  Freedom  can  also  lead  to  anai'chy.  Asia  and  Russia 
are  good  reminders  that  the  nile  of  law,  regulation  of  banks, 
bankinaptcy  coiuts,  accounting  transpai'ency,  and  a  whole  web 
of  legal  do's  and  don'ts  ai'e  necessaiy  to  channel  high  octane, 
short-tenn  capital  flows  to  efficient  investments.  Without  gov- 
eiTim  nt  placing  a  major  role,  intemational  capital  flows  can 
lead  coiTui)tion,  overcapacity,  cuiTency  devaluations,  reces- 
sior  ,  and  even  a  backlash  against  capitalism  itself.  Capital  and 
foreign  exchange  controls  are  returning  with  a  vengeance  in 
Asia  and  Russia.  Free  markets  need  government  action  to 
work  best. 

■  cw:  Currency  devaluation  stimulates  exports,  generates 
economic  gi'owth,  and  is  a  viable  poUcy  tool  for  the  Intema- 
'ional  Monetaiy  Fund. 

Reality:  Despite  devaluations  ranging  from  30%  to  50%  dur- 
ijig  the  past  12  months.  Pacific  Rim  countries  ai-e  watching  theii' 
exports  contract.  Korea's  exports  through  August  fell  at  a 
28%  annual  rate.  ExjDoits  fi'om  Indonesia,  Russia,  Thailand,  and 

iiezuela — all  undergoing  iMF-prescribed  therapy  for  their  fi- 
nancial ills — are  down  sharply.  Even  Japan's  exports  are  dovra. 
Why?  A  credit  crunch  trumps  devaluation.  Japan's  ailing  banks 
;  I'en't  lending.  The  second-lai-gest  economy  should  be  gi-owing 
ad  pulling  in  imports  from  all  of  Asia,  but  it  isn't.  Indonesian, 
-vorean,  and  Thai  companies  should  be  taking  advantage  of 
their  cheaper  currency  to  export  like  mad — but  they  can't 
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bon'ow  money  to  finance  their  exports.  Devaluation  is  a  duf 

■  cw:  Inflation  is  the  most  serious  threat  to  the  world  econr 
my.  Always  has  been,  always  will  be.  In  the  U.  S.,  tight  Vdh 
markets  ai'e  causing  rising  wage  inflation. 

Reality:  Deflation  is  the  real  wolf  at  the  door,  but  few  rea 
ize  it  because  hardly  any  policjTnakers  or  coiporate  managei 
have  hved  through  it.  Japan,  with  a  modem  histoiy  of  copin 
effectively  with  economic  emergencies,  is  totally  pai-alyzed  b 
deflation.  China,  a  proven  expert  at  combating  inflation, 
sinking  as  prices  fall.  Brazil,  the  hyperinflation  king,  now  see 
prices  declining  as  growth  slows.  The  U.  S.?  Pricing  power 
being  lost  in  industiy  after  industry  as  deflation  spread 
Prices  for  autos  are  falling,  and  the  consumer  price  index 
trending  towai'd  zero.  The  stock  mai'ket  bust  could  crack  ope 
more  deflationaiy  eggs,  as  a  negative  wealth  effect  lippk 
though  housing,  constniction,  and  durables. 

■  cw:  Profit  growth  is  dead.  A  profit  recession  is  under  wt 
that  will  end  the  U.  S.  bull  market  for  many  years  to  com 
First  Call  Coi^p.  cuts  its  estimate  for  third-quarter  earning 
growth  from  the  12.6%  it  foresaw  in  March  to  L9%  in  Sej 
tember.  Analysts  rush  to  cut  earnings  estimates  for  1999. 

Reality:  A  coiporate  backlash  to  restore  profit  gi-owth  is  ir 
derway.  A  new  wave  of  restnictuiing  is  picking  up  steam.  U. : 
coi-porate  layoffs  ai-e  back  up  to  peak  1994  levels.  Companit 
are  rejecting  big  increases  in  prices  from  health-maintenan( 
organizations.  Plus,  the  dollar  is  beginning  to  work  to  their  ai 
vantage  as  well.  Willy-nilly,  it  is  declining  from  its  highs,  h 
creasing  U.  S.  competitiveness  and  upping  the  translation  gaii 
to  profits  on  foreign  multinational  earnings.  The  stage  is  beii 
set  for  a  retiuTi  to  healthy  profit  growth  in  the  ftiture. 

Certainly  there  is  plenty  to  wony  about.  There  have  bee 
many  surprising  jolts  to  the  global  economy  over  the  past 
months,  including  deflation,  default,  exchange  controls,  ai 
even  the  reemergence  of  communism  as  a  force  in  Russi 
The  backlash  against  free  markets  is  startling. 

The  good  news  is  that  pohcymakers  are  beginning  to  u 
derstand  that  the  prevailing  economic  conventional  wisdo 
is  changing.  A  new  reality  is  emerging  that  must  be  the  foci 
of  their  action.  A  coordinated  easing  of  monetaiy  policy  ah-eae 
appeal's  underway  to  battle  the  spreading  deflationary  rece 
sion.  Greenspan  has  just  said  that  Fed  policy  is  poised  to  c 
rates  in  the  months  ahead  if  the  U.  S.  economy  weakens,  as 
probably  will.  Tlie  Bank  of  Japan  has  just  cut  interest  rat 
and  promised  to  pump  Liquidity  into  the  banking  system.  Ai 
the  European  Central  Bank  is  shifting  from  a  tightenii 
stance  to  easing. 

Restoiing  liquidity  is  only  the  fii-st  step.  Tlie  debt  overhai 
cnishing  growth  in  emerging  mai'kets  must  be  waitten  dov 
and  swapped  for  long-teiTn  bonds.  Taxes  must  be  cut  to  bolst 
demand.  And  bank  reform  must  be  instituted  in  Asia  ai 
Russia  to  channel  capital  to  investments,  not  cronies. 

Policymakers  are  beginning  to  leam  the  lessons  of  ti 
global  economic  crisis.  But  are  they  learning  fast  enough?  I 


This  Is  Either  A  Portrait  Of 
A  Fannie  Mae  Homeowner 


Or  a  Fannie  Mae  Investor. 


hen  Inmilics  liiivc  nccdod 
help  in  becoming  homeowners,  we've 
lett  them  smihng.  And  when  investors 
have  come  to  us  lor  outstanding  returns, 
we've  done  the  same. 

At  I'annie  A\ae,  we've  helped  over 
30  million  lainilies  aftord  homes.  We've 
also  achieved  more  than  a  decade  ol 
steady  earnings  growth  in  a  wide  variety' 
ol  interest  rate  environments.  Over  the 
last  ten  years,  our  stock's  total  rate 
ot  return  to  investors  stands  at  an 
impressive  59.5  percent  per  year.  You'll 
find  Fannie  Mae  common  stock  actively 
traded  on  the  New  York  Stock  l:xchange 
under  the  ticker  symbol  l"i\'A\. 

Call  us  at  1-800-243-7810  tor  a 
copy  ol  our  annual  report.  Or  visit  our 
Web  site  at  wvw.tanniemae.com  tor  more 
information.  Hither  way.  what  you'll  see 
will  leave  you  smiling. 
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Today, 

business  uses  technology 
to  gain  a  strategic  advantage. 
And  the  higher  the  technology,  the 
greater  the  advantage.  So  long  as  the 
technology  does  what  it's  supposed  to  do, 
that  is.  At  Fujitsu,  ours  does.  cP  We  create, 
from  the  connponents  up,  connputer,  connnnuni- 
cations  and  nnicroelectronic  products  of  not  only 
the  highest  technology,  but  the  highest  quality  and 
reliability  as  well.  cP  And  we  support  them  in  ways  that 
few  other  companies  do.  With  extended  warranties. 
Liberal  replacement  policies.  And  superior  technical 
support.  cO  Moreover,  as  part  of  a  company  at  the 
forefront  of  today's  emerging  and  converging 
computer  and  communications  technologies 
our  systems  support  teams  offer  unique 
expertise.  cO  Fujitsu.  Our  technology 
helps  keep  you  moving  upward 
And  our  people  won't 
let  you  down. 


cP 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


c 

MANSION  BEING  FUMIGATED 

SOMETIMES  YOU  JUST  HAVE  TO  GET  AWAY  FROM  IT  A 


■"iSMtie-i'^itir^iVr''  inii 


It's  always  something.  So  for  those  times  when  you 
ike  leaving  it  all  behind,  we  present  the  Infiniti  QX4. 
;ged,yet  extremely  sophisticated  2-ton  escape  vehicle. 

Making  your  getaway  possible  is  Infiniti's  All-Mode 
'  system,  one  of  the  most  technologically  advanced 
matic  4WD  systems  in  the  world.  With  just  the 
1  of  a  button,  you'll 
;ady  for  anything 
18  road  to  sanity. 

because  of  its 
oFrame  construction,  you  may  not  even  feel  the 
ging  road  conditions  at  all.  Just  keep  your  eyes  on 
I  orizon,  and  everything  else  in  the  rearview  mirror. 

What  you'll  appreciate  most  about  the  QX4  is  its 
ious  leather-appointed  cabin.  You'll  find  it  equally 
squipped  with  a  therapeutic,  8-way  adjustable  driver's 


seat.  An  automatic  temperature  control  system.  A  custom- 
designed,  150-watt,  6-speaker  Bose  audio  system  with  CD 
player.  Even  a  digital  compass  to  help  guide  you  due  east 
towards  the  hills,  far  away  from  the  nearest  boardroom. 

All  this,  and  a  powerful  3.3-liter  engine,  who  knows 
where  you  and  your  QX4  will  end  up?  Heck,  maybe  this 

IS  your  chance  to  dis- 
cover a  world  full  of 
babbling  brooks,  boul- 
ders and  trees  (you 
know,  those  things  they  make  stock  certificates  out  of). 

The  Infiniti  QX4,  which  recently  tied  for  Best  Luxury 
Sport  Utility  Vehicle  in  Initial  Quality  by  J.D.  Power  and 
Associates;  starts  at  a  stress-free  $35,550:  Test-drive 
one  for  yourself.  If  anything,  at  least  you'll  be  able  to  get 
away  from  the  chauffeur.  If  only  for  a  few  hours. 


INFINITI    OWN  ONE  AND  YOU'LL  UNDERSTAND. 

www.infiniti-usa.com/  800-499-5900 

QX4  Base  MSRP  is  $35,550  excluding  $495  destination  charge,  taxes,  title,  license,  insurance  and  options.  Retailer  sets  actual  price.  See  retailer  for 
'.©1998  Infiniti  Division  of  Nissan  Motor  Corporation  U.S.A.  Bose-  is  a  registered  trademark  of  the  Bose  Corporation.  *T(ie  Infimti  0X4  tied  as* he 
t-ranked  luxury  sport  utility  vehicle  m  the  J.D.  Power  and  Associates  1998  Initial  Quality  Study  2.-'''  Study  based  on  a  total  of  58.1 17  consuruer 
ses  indicating  owner-reported  problen-is  during  the  first  90  days  of  ovanership.  www.jdpower.com 


96    CHAIRMAN  FORD 

On  Jan.  1,  a  fourth-generation  Ford 
takes  the  wheel  at  the  $154  bilhon 
carmaker.  William  Clay  Ford  Jr.,  41,  a 
New  Age  industiialist  who  says  he'.s 
"passionate"  about  the  environment,  is 
an  avid  sports  fan — and  by  all  accounts 
a  fierce  competitor.  But  is  he  up  to  the 
challenge  of  getting  Ford  roadworthy 
for  the  next  millennium?  At  Bill  Jr.'s 
side  will  be  strong-willed  ceo  Jaccjues 
Nasser,  who  many  say  transformed 
Ford  into  the  world's  most  profitable 
carmaker — but  the  recoi'd  for  such 
power-sharing  deals  is  not  good 

News:  Analysis  &  Commentary 

34    CLINTON'S  CALL  TO  ARMS 

Cenlial  to  his  plan  is  a  coordinated 
interest-rate  cut  and  a  restructui'ing  of 
ciippling  Asian  debt  by  the  Group  of 
Seven  nations.  Can  he  make  it  work? 
36    WHAT  PRICE  CAPITAL  CONTROLS? 
Are  they  a  lifeline  f(ir  devastated 
emerging-market  economies — or  a  noose 
that  would  choke  capital  inflows? 


COMMENTARY:  ASIA'S  CRISIS 

Despite  Western  trappings,  business  in 
the  region  is  still  done  the  Asian  way, 
and  reform  will  be  slow  in  coming 
40    BUSINESS  WEEK/HARRIS  POLL 
Sure,  Americans  are  angry  over 
Monica — but  they're  much  more 
troubled  by  Asia's  ills 
42    CAN  CLINTON  COMMAND  THE  CENTER? 
Pn)bal)ly  not,  if  the  Lewinsky  scandal 
erodes  his  authority — meaning  action  on 
issues  such  as  Social  Security  and  trade 
liberalization  could  go  down  the  drain 
44    SLOWER,  BUT  NOT  STALLED,  GROWTH 
Despite  the  stock  market's  recent 
gyrations  and  overseas  woes,  the 
economy  isn't  about  to  let  Bill 
Clinton  down 
47    FINANCIALS:  VALUE  IN  THE  CARNAGE 
Regional  banks,  insurers,  and  mutual 
fimds  might  be  going  cheap,  but  the 
watchword  i-emains:  "Buyer  beware" 
50    CAN  HIGH-TECH  IPOs  LIFT  OFF  AGAIN? 
The  anticipated  launch  of  Internet 
startup  eBay  will  be  a  test  of  investors' 
willingness  to  take  the  risk 
S2    IN  BUSINESS  THIS  WEEK 
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International  Business 

GERMANY 

A  Socialist  may  take  over  the  re 
Germany  at  a  turning  point  in  b(^ 
history  and  Europe's.  Gerhard  Si 
would  be  the  first  representative 
country's  postwar  generation  to 
national  office.  His  platform  tilts 
to  the  populist  than  the  austere, 
may  end  up  reaching  far  more  t(Jt*Ili 
the  center  than  his  current  polit: 
allies  would  like 
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24 


INDONESIA 

The  Salims'  empire  started  to  cn 
when  Suharto  was  deposed.  Now 
government  wants  payback.  Can 
Anthony  Salim  save  the  family  b 
INTERNATIONAL  OUTLOOK 
With  ousted  Finance  Minister  A 
agitating,  is  Malaysia  ripe  for  a 
revolt  against  Mahathir?  t:,,l 

Economic  Analysis 

ECONOMIC  VIEWPOINT  Mug^ 

Barro:  T\ing  the  ruble  to  the  dc  h; 
might  save  Russia  by  removing  i? 
threat  of  hy]3erinflation 
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y  years  after  the 
lodelT,the 
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J  supreme.  Now, 
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DIET  DILEMMA 

The  replacement  for 
fen-phen  may  be  just 
as  dangerous  page  72 


BAL  RESCUE  PLAN 

;,on  is  short  on  specifics,  but  furnishes 

ily  needed  dose  of  leadership  page  34 


DAMPER 

Market 
euphoria  over 
Citigroup  turns 
to  jitters 

page  1 1 1 


THE YANKEES 

Is  baseball's 
richest  and 
winningest 
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Up  Front 


EDITED  BY  JOAN  OLECK 
THE  FUND  FRONT 

A  HEDGE  FUND 
GETS  CLIPPED 

it's   a    DOUBI.K  : 
wham  my  foi- 
Julian  Robertson 
Jr.  and  his  $22  bil- 
lion hedge-fund 
group,  Tiger  Man- 
agement Corp.: 
Robertson  recent- 
ly told  investors 
that  the  funds  lost 
$600  million  in 
August      from  ROBERTSON 
Russian-denomi- 
nated  debt.  But  September's 
news  is  worse:  Tiger  lost 
12.6%.  or  about  $2  billion, 
between  Aug.  28  and  Sept.  8, 
according  to  performance  fig- 
ures for  the  offshore  Jaguar 
fund,  which  mirrors  the  per- 
formance of  all  Tiger  funds. 
It  was  one  of  the  worst 
short-term  declines  in  hedge 


fund  history,  dwarfing  even 
the  9.7%— or  $1  billion- 
George  Soros'  Quantum  fund 
lost  in  August. 

A  Robertson  spokesman 
declined  to  com- 
ment publicly  on 
the  reason  for  the 
drop.  However 
sources  close  to 
the  fund  blamed  a 
good  part  of  the 
plunge  on  a  bet 
on  the  dollar  vs. 
the  yen;  the  yen 
has  climbed 
against  the  dollar 
in  recent  weeks. 
Most  of  the  loss  took  place 
in  early  September 

The  Tiger  fimds  are  down 
9%  this  month,  tlii'ough  Sept. 
15.  Despite  the  recent  loss- 
es, Tiger  is  up  15.9%'  this 
year,  after  fees.  It  is  now  the 
largest  hedge  fund  group, 
surpassing  Soros'  Quantum 
group.  Garif  Weiss 


AFTERLIVES 

MAKING  TECHNOLOGY 
IDIOT-PROOF 

FOR  ALL  THE  ADVANCES  OF 

late,  computers  and  most 
high-tech  gadgets  are  as 
frustrating  as  ever  to  use. 
Donald  Norman,  an  ease-of- 
use  expert  who  in  the  mid- 
1990s  helped  make  Apple 
Computer's  Macintosh  line 
simpler  to  operate,  under- 
stands this  point.  No  device, 
he  says,  becomes  ubiquitous 
until  it's  idiot-proof.  The 
computer,  now  five  decades 
old,  is  hardly  that.  Norman 
calls  the  computer  "a  50- 
year-old  teenager." 

Now,  Norman  wants  to 
spur  the  maturation  jjrocess 
by  teaming  with  Jakob 
Nielsen,  a  former  Sun  Mi- 
crosystems Distinguished  En- 
gineer. Tlieir  Nielsen  Nonnan 
Group  will  help  companies 
make  technology  less  com- 


plex— from  "information  ap- 
pliances" that  need  no  boot- 
ing to  improved  E-commerce 
Web  sites. 

Norman  hopes  to  have 
more  impact  than  he  did  at 
Hewlett-Packard — which  he 
left  after  just  one  year.  In- 
deed, his  new  book.  The  In- 
visible Computer,  due  in  Oc- 
tober, ends  with  his  view  of 
why  big  companies  are  so 
bad  at  innovation.  "My  goal 
at  HP  was  to  bring  out  prod- 
ucts that  hide  the  technologj' 
and  bring  out  the  benefits," 
he  says.  "I'll  have  bigger 
impact  doing  this  as  a 
consultant."    Peter  Burrows 


TALK  SHOW  4 U  don't  think  there  is  a  fancy  way  to  say  that 
have  sinned." 

— Presiden  t  Clinton  at  a  White  House  prayer  meeting 


THE  DEAL  MILL 

COMPAQ  STRIKES 
ANALTA7UDE 


COMPAQ  COMPUTER  MAY  HAVE 
hit  on  a  way  to  use  the  Inter- 
net to  sell  more  PCs:  Sources 
say  the  company  is  negotiat- 
ing with  Yahoo!  and  Time- 
Warner  on  a  possible  joint 
venture  involving  Compaq's 
search  engine,  AltaVista. 
Compaq  accjuired  AltaVista 
with  Digital  Equipment  in 
February. 

Soiu'ces  close  to  the  nego- 
tiations say  Compaq  wants  to 
trade  equity  in  AltaVista  for 
Internet  content  it  could  feed 
to  Compaq  PC  customers.  An 
alternative  trade  would  be 


broadband  sei-vices,  like  tb 
Internet  and  cable,  for  pt 
customers.  Compaq's  boari 
may  be  asked  to  approve 
partner  in  October,  source 
say.  Compaq  has  alread 
invested  $200  million 
RoadRunner,  Time-WaiT 
er's  high-speed  Interne 
service. 

All  three  companies  de 
clined  comment.  But  Con 
paq  Chief  Financial  Office 
Earl  Mason  this  week  tol 
analysts  of  "negotiations  wit 
a  couple  of  different  pari 
ners"  concerning  AltaVist 
Web  researcher  Relevant 
Knowledge  calls  AltaVist 
the  10th  most-visited  site  o 
the  Internet.  This,  plus  it 
powerful  Internet  searc 
technology,  gives  it  a  valu; 
tion  of  roughly  $400  millioi 
Sounds  big  enough  to  cut 
lot  of  deals.       Paul  Judc 


DEREG  DIARY 


YES.  VIRGINIA,  THERE  IS  PHONE  COMPETITIO 


^LAYBE   THERE    IS   SUCH  A 

thing  as  local  telephone 
competition  after  all. 
These  days,  the  Federal 
Communications  Commis- 
sion is  waving  around  a 
.Merrill  Lynch  study  that 
disputes  the  pundits  who 
declare  the  1996  Telecom- 
munications Act  an  abject 
failui-e.  With  so 
phone-company 
m  e  g  a  m  e  r  g  e  r  s , 
the  prevailing 
wisdom  has  been  ° 
that  the  effort  to 
spur  competition  ^ 
has  led  merely  to 
consolidation. 

Not  tme,  coun- 
ters the  FCC: 
Competition  in  the 
local  calling  mar- 
ket is  moving- 
faster  than  the 
1980s  battle  over 
long  distance.  Two  years  after 
the  act,  rivals  have  captured 


many 

PACE  OF  TELECOM 
COMPETITION 

I  LOCAL  MARKET 
SINCE  THE '%  TELE-  ■ 
COMMUNICATIONS  ACT  ■ 
I  LONG-DISTANCE  .---I-. 
MARKET 
SINCE  79 
MCI  COURT 
.  DECISION 


2  -  L/UOIOIUI 

k 


V 


YEAR 
ONE 


PERCENT  Of  MARKET 
FOR  NEW  ENTRANTS 


those  dinner-time  telemark 
3.5%  of  local-phone  revenues  i  ing  calls.       Catherine  Ya 


from  the  Baby  Bells,  saN 
Merrill.  In  contrast,  twl 
yeai"s  after  the  1979  com!  dl 
cision  letting  MCI  sell  lonl 
distance  sei-vices,  carriere  ha 
won  only  1.4%  of  that  mark] 
fi-om  AT&T,  the  FCC  notes. 

For  next  year,  the  thid 
since  deregulation,  Merrj 
predicts  that  local  compel 
tors  will  control  6%-  of  tl 
market,  most! 
corpoi'ate  busing 
in  metropolitan 
eas.  The  lessoj 
"It  takes  patienL 
and  persistence  1 1 
move   a  mark^ 
ft-om  monopoly 
competition,"  sal 
FCC  ChairmJ 
William  KennaiP  I 
Rivals  needed 
years  to  cut  at&' 
market  share 
75%.    So  bra 
vom'self  for  another  round 


VEAR 
THREE 

DATA:  FCC, 
MERRILL  LYNCH 
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FOOTNOTES  Institutional  investors'  stake  in  the  1,000  largest  U.S.  corporations:  1987,  46.6%;  1997,  59.9% 
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DRAWN  &  QUARTERED 


THE  GLOBAL  ECONOMY 

WESTERN  WAYS 
FOR  EASTERN  MBAs 

IN  SEARCH  OF  NEW  MBAS  TO 

modernize  its  economy,  Chi- 
na is  ready  to  import  the  hal- 
lowed case-study  method  of 
Western  business  education 
to  its  universi- 
ties. Education- 
al authorities 
have  decreed 
that  the  "top- 
down"  Confu- 
cian and  com- 
munist-style 
schooling, 
where  students 
sit  quietly  for 
endless  lec- 
tures, no  longer  cuts  it. 

So  the  Univei*sity  of  West- 
ern Ontario's  Richard  Ivey 
School  of  Business  has  joined 
with  Tfeinghua  University  in 
Beijing  and  Fudan  Univei-sity 
in  Shanghai  to  train  Cliinese 
B-school  professore.  No  longer 


will  there  be  a  "light"  answer 
that  students  have  to  memo- 
lize.  Instead,  says  Ivey  pro- 
fessor Paul  Beamish,  students 
win  engage  in  hvely  debate. 
A  sample  case  study:  the  chal- 
lenge China's  Huaneng  Power 
International  Inc.  faced  in 
1994  with  its  IPO.  Students 
will  be  asked  whether  to 
scrap  the  deal 
and  delay  fund- 
ing new  power 
plants  in  a  poor 
IPO  market.  The 
2,500  Chinese 
teachers  who 
will  teach  the 
case  method 
need  to  master 
it  fast.  Beijing 
says  it  wants 
1(1  graduate  200,000  MBAs 
annually  by  2000 — up  from 
only  5,000  now.  So 
the  cases — 25%  of  the  cur- 
riculum— must  be  put  into 
place  quickly  to  produce  that 
many  Western-savvy  busi- 
ness leaders.    Joseph  Weber 


BON  APPETIT 


WELL,  THE  RUSSIANS 
LIKE  IT 


SHOEMATE:  .4  bei  on  runnij  mcujo 


on  vegetables  rather  than 
spread  on  bread. 

So  in  a  long-term  bet  on 
Russia's  economy,  the  compa- 
ny is  set  to  open  a  plant  neai* 
Moscow  in  December. 
Bestfoods  has  peddled 
different  mayos  around 
the  world  for  decades 
and  has  shipped  a  spe- 
cial Hellmann's — pro- 
duced in  the  Czech  Re- 
public— to  Russia  since 
1998.  Now^  the  company 
figures  that  making 
mayo  locally  will  be 
more  cost-effective,  but 
it  won't  disclose  the  cost. 


WANT  TO  SELL  AMERICAN 
food  products  overseas? 
Then  customize  the  vittles  to 
local  tastes.  Visit  a  McDon- 
ald's in  India,  for  example, 
and  you'll  find  burgei's  made 
of  mutton,  not  beef.  Similar- 
ly, Bestfoods,  makers  of  Hell- 
mann's mayonnaise,  hopes  to 
top  the  market  for  the  mayo 
Russkies  love — a  near-liquid 
version  of  the  stuff.  The 
taste  is  blander  than  the 
U.  S.  version,  and  it's  poured 


Like  several  other  Ameri- 
can companies,  such  as  r.ir 
Nabisco  (cmTently  expanding 
its  cigai-ette  factoiy  in  St.  Pe- 
terebm-g),  Bestfoods  is  betting 
Russia's  woes  will  abate.  "We 
see  a  gi'owlh  opportunity," 
says  Chairman  C.  R.  Shoe- 
mate.  Although  Hellmann's 
has  only  a  small  mai'ket  shai'e 
in  Russia,  wiiere  state-owTied 
MoszMrcom  is  the  leader,  its 
aim  is  to  become  No.  1  or 
No.  2.  La  n-y  Light 


PRODUCT  PEEK 

irSAGAME  BOY! 
irSAFISH  FINDER! 

JAPAN  MAY  BE  MIRED  IN 

recession,  but  that  has 
yet  to  stop  the  stream  of 
nifty  new  gadgets  that 
wind  up  in  the  U.  S.  The 
latest.  Pocket  Sonar,  is 
half  electronic  game  and 
half  fish  finder. 

No,  it  won't  lead  you 
to  a  plate  of  suslii.  But 
Pocket  Sonai',  co-devel- 
oped by  Honda  Electron- 
ics— which  makes  fish  sonai' 
for  professionals — and  Bandai 
Co. — maker  of  the  popular 
Tamagotchi — aids  recre- 
ational anglers.  Basically  a 
floating  derice  and  undei-wa- 
ter  sensor.  Pocket  Sonai'  can 


I 


detect  fish  up  to 
65  feet  away.  It  works 
with  Nintendo's  Game 
Boy:  A  cassette  connect- 
ed to  the  sonai'  derice 
and  plugged  into  the 
game  macliine  shows 
any  fish  swimming 
by  as  sjTnbols  on  a 
screen. 

The  10,000  $110 
machines  that  hit 
Japanese  stores  in  July 
already  are  sold  out.  ^ 
And  intemational  sales  seer 
certain.  After  all,  Pocke 
Sonai"  allows  study  of  the  my 
rine  landscape  and  come 
equipped  with  a  fish  encyck 
pedia  profiling  121  varietie 
of  fish.  It's  also  got  this  co( 
game  function  for  the  novic 
angler:  Got  no  bites  today 
Then  switch  on  the  gadget 
game  function  that  allow 
you  to  snag  electronic  fi? 
instead.        Miki  Tanikaic 


THE  BIG  PICTURE 


WHEN  SAYING  GOOD-BYE  IS  EASY 

Dual-worker  families  have  doubled  in  number  in  five 
decades.  And  in  a  Catalyst  survey,  67%  say  a  working 
spouse  makes  it  easier  to  leave  a  bad  job.  In  1981  only 
20%  said  that. 


HOUSEHOLDS  BY 
EMPLOYMENT  STATU 


15  30 
•HEAD  OF  ►PERCENT 
HOUSEHOLD  IS  NOT  DATA:  CATALYST.  U. 

;iN  LABOR  FORCE  BUREAU  OF  LABOR  STATBTK 


FOOTNOTES  Institutional  investors'  stake  in  the  1.000  largest  corporations:  1987,  46.6%;  1997,  59.9% 
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SOME  OF  ITT  INDt 

'We're  here  to  tell  you  the  real  story  about  ITT  Industries.  Our  name  stands  for  products  that 
are  'engineered  for  life.'  We  design  and  manufacture  vital  products  that  make  the  world  a  better 
place  in  which  to  live.  Because  of  us,  cities  have  dependable  water  treatment,  hungry  nations 
have  durable  irrigation  systems,  soldiers  and  police  have  new  innovations  in  night  vision,  and 
computers  reliably  connect  to  create  the  world  of  cyberspace.  We're  proud  to  say  that,  if  it's 
made  by  ITT  Industries,  it's  truly  engineered  for  life." 

Travis  Engen,  Aeronautical  Engineer,  Chairman,  President  and  Chief  Executive  Officer 


irr  IWOUSTRIES  is  the  UVORLD'S 
lARGEST  MANUFACTURf  H  Of 
PUMPS  fOR  WATER  TREAlMfclJi 
SYSTEfJIS 


WE'RE  THE  PRrMARY  PROVIDER  Of 
GENERATION  Ml  NIGHT  VISION 
TECHNOLOGV  TO  THE  U  S. 
MILITARY 


OUR  ENGINEERS  DESIGN  THE  PC 
CONNECTORS  THAT  FACILITATE 
SECURE  COMMERCIAL 
TRANSACTIONS  OVER  THE  INTERNET 


^  ITT  Industries 

Erigineered  for  life 


You  know  our  portables, 
now  meet  the  rest  of  the  family. 


You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1-800-TOSHIBA  or  look  us  up  on  the  Web  at  www  toshiba.com. 
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ONE  WORLD, 

ONE  CELL-PHONE  STANDARD 

As  an  international  traveler,  I  feel  lit- 
tle sympathy  for  Qualcomm  Inc.,  Mo- 
torola Inc.,  and  the  other  U.  S.  manu- 
facturers of  cell  phones  ("Cell  phones: 
Em-ope  made  the  right  call,"  Science  & 
Technology,  Sept.  7).  I  have  long  envied 
the  Eui'opean  move  to  the  global  system 
for  mobile  communications  (gsm)  stan- 
dard. Every  time  I  travel  to  Eui'ope  or 
Asia,  I  lament  the  fact  that  I  cannot 
take  my  cell  phone.  Yes,  technically  bet- 
ter solutions  were  born  from  the  com- 
petition fostered  by  the  Federal  Com- 
munications Commission,  but  tnie  value 
to  me  is  being  able  to  use  my  phone 
anywhere.  Have  we  forgotten  Beta  vs. 
VHS  so  soon?  If  third-generation  code 
division  multiple  access  (cdma)  is  the 
wave  of  the  future,  then  let's  get  on 
with  it.  The  big  money  is  made  tlu'ough 
volume,  not  bickering  and  tmf  wars. 

John  J.  MacDonald 
San  Ramon,  Calif. 

WHY  KOREAN  WORKERS 

PLAY  FOR  KEEPS  

In  "Korea  Inc.  Wimps  Out  Again" 
(International  Business,  Sept.  7),  Moon 
Ihlwan  makes  observations  typical  of 
an  outsider  armchair  economist's  analy- 
sis. Moon  asserts  that  the  auto  workers' 
strike  at  Hyundai  Motor  Co.'s  Ulsan 
plant  shows  that  the  Korean  people  are 
massively  resistant  to  change  and  that 
the  government  intervention  in  the  po- 
tentially "bloody  confrontation"  sends  a 
signal  to  the  chaebol  that  mass  layoffs 
are  off-limits. 

Moon  seems  to  advocate  that  Korea's 
blue-coUai-  workei-s  should  take  the  biTtnt 
of  the  economic  ciisis  and  assume  all  re- 
sponsibility— for  the  good  of  the  coun- 
try, of  coiu'se.  What  he  does  not  seem  to 
understand  is  that  Korea  does  not  have 
the  social  support  systems  that  the  U.  S. 
and  Sweden  have.  In  Korea,  once  woi'k- 
ers  are  laid  off,  they  have  no  income. 
There  is  no  social  net,  no  Social  Secuiity, 
no  unemployment  insui-ance.  Additionally, 
as  typical  Korean  families  ai"e  stractui'ed. 


the  male  head  of  household  is  the  only 
source  of  income.  Laying  off  1,500  work- 
ers, therefore,  marks  the  end  of  subsis- 
tence for  1,500  families  with  wives  and 
chilch'en.  Wliy  is  it  vwong  for  these  work- 
ers to  protect  their  means  to  sui'vive? 

I  beUeve  that  the  expression  of  anger 
and  protesting  against  what  is  deemed 
injustice  is  healthy  for  a  country  like 
Korea.  In  the  50  years  of  the  republic, 
Korean  workers  were  exploited  beyond 
imagination  by  the  diaebol  and  the  gov- 
ernment. It  is  only  in  the  last  decade 
that  the  government  allowed  them  lim- 
ited free  expression.  For  the  govern- 
ment to  thwart  the  people-led  protest, 
using  pohce  and  mUitaiy  force,  would  be 
a  giant  step  back  for  Korea. 

Hyunshuck  Oh 
Brooklyn,  N.  Y, 

HOW  PRICES  GET 
TWISTED  OUT  OF  SHAPE 


4 


Robert  Kuttner  places  the  blame  foi 
Britain's  prices  on  the  wrong  partj 
("(jlobalization's  duty  little  secret,"  Eco- 
nomic View{30Lnt,  Sept.  7).  The  answer  tc 
his  ciuestion  "Wliy,  then,  do  Levi's  jeans  « 
cost  double  in  London  what  they  cost  « 
in  New  York?"  is  simple:  It's  the  gov- 
ernment, stupid!  The  fact  that  Britons  5i 
pay  nearly  double  for  some  goods  has  -'^i 
nothing  to  do  with  "monopoly  pricing"  oi  '-i 
U.  S.  multinational  greed.  Only  whei  '  i 
governments  intervene  (tlu'ough  regula  an 
tion,  taiiffs,  favoritism,  etc.)  does  the  la,v  Ky 
of  price  break  down.  ;  i 

The  exorbitant  prices  in  Britain  an  ;  ji 
the  result  of  British  government  collu  -i- 
sion  with  foreign  corporations.  If  gov 
emments  let  corporations  compete  with 
out  intervening  via  regulations  or  b^  iii: 
playing  favorites,  competition  will  en 
sue  and  lower  prices  will  prevail.  Thi 
solution  is  less  government,  not  more. 

Lance  M.  Mclneme; 
Bronxville,  N.  "i 


il 


WHAT  RED  CARPET'  TREATMENT 
REALLY  MEANS  IN  CHINA 


Regarding  "Tough  questions  for  ai 
Ambassador"  (Government,  Sept.  7), 
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1  CORRECTIONS  &  CLARIFICATIONS 

"Half  a  Loaf  at  Blimpie"  (The  Corporation, 
Aug.  10)  incorrectly  described  licensing 
agreements  covering  the  Blimpie  trademark. 
Blimpie  International  Inc.  leased  interna- 
tional rights  to  the  Blimpie  name  in  1995 
from  Chief  Executive  Anthony  P.  Conza  and 
Chief  Operating  Officer  David  L.  Siegel,  in 
advance  of  a  $10  million  stock  offering  by 
Blimpie  International.  That  trademark 
arrangement  was  separate  from  an  agree- 
ment by  Blimpie  International  four  years  ear- 
lier to  buy  international  rights  to  the  Blimpie 
name  from  a  smaller  Blimpie  company. 

The  story  also  should  have  noted  that  in 
1976,  ownership  of  the  original  Blimpie 
entity  was  split  60%  for  Conza  and  Siegel 
and  40%  for  Peter  DeCarlo,  not  in  half 
between  Conza  and  DeCarlo,  as  stated. 



an  understand  wanting  to  set  the  tone 
or  the  stoi-y,  but  I  disagree  with  char- 
icterizing  normal  occurrences  as  "red 
arpet"  treatment.  The  "red  carpet" 
fc  reatment  is,  in  fact,  quite  typical  of 
iiti  he  experience  of  the  average  American 
;«!  isiting  Beijing,  paiticulai'ly  if  he  or  she 
11  5  being  hosted  by  a  friend.  Ambassador 
■an  '  ames  R.  Sasser  lives  in  the  ambas- 
eoi  ador's  residence,  and  it  is  reasonable  to 
;oi  xpect  him  to  host  his  fi-iends. 
ton  The  vast  majority  of  American  visitors 
tij  0  Beijing  torn"  the  Great  Wall  and  often 
I'll  ring  food  along.  In  fact,  since  there  is  a 
Ik  eal  threat  of  getting  the  hepatitis  viiTis 
riJi  I  rom  the  food  vendors,  it  is  a  matter  of 
la(  afety  to  bring  one's  own  food.  The  cash- 
lere  mai-kets  and  silk  stalls  ai"e  not  Iilx- 
II  ry  stores  but  nornial  tlea-market-tyi^e 
oils  ireas  selling  clothing  and  souvenirs  of 
goi  I U  types  to  all  people.  By  exaggerating 
jitl  -  isues  on  one  level,  the  credibility  of  the 
f  I  I  emaining  issues  is  called  into  cjuestion. 
la  Larry  Hymson 

Tt!  Franklin  Square,  N.  Y. 

ore 

«  liAWAirS  NEW  WAVE: 

^  tELECOM  PROWESS  

»  The  successful  linking  of  ProBio 
jnerica,  a  biotechnology  fii-m  in  Hon- 
lulu,  with  the  University  of  Hawaii 
Pfj  iam  of  scientists  involved  in  the  latest 
1\  oning  breakthrough  was  a  remarkable 
—   Mvy  ("Human  clones:  It's  decision 

2  ;  me,"  News:  Analysis  &  Commentaiy, 
.ug.  10).  What  is  also  remarkable  is 

,y;   16  fact  that  this  sort  of  networking  by 
igh-tech  fu-ms  and  other  businesses  is 
.J^   appening  with  greater  frequency  in 
:[awaii,  a  state  that  has  been  known 
(lore  popularly  for  its  sun  and  surf. 
««?     Underlying  the  popular  vision  of 
:*  Hawaii  is  a  high-tech  infi-astinctiu-e,  of- 
*w  iiring  a  world-class  telecommimications 
5^  'etwork  gii-ded  by  high-bandwidth  fiber- 


optic technology  that  puts  our  state  on 
the  forefi'ont  of  major  business  markets. 
Multiple  fiber-optic  cables  linking  Hawaii 
to  the  continental  U.  S.  and  the  Asia-Pa- 
cific region  have  in  effect  erased  the  dis- 
tances spanning  state  and  international 
boundaries.  Just  as  railroad  expansion 
decentralized  lu'ban  centers  and  stimu- 
lated new  gi'owth  in  the  West,  communi- 
cations in  Hawaii  is  becoming  a  catalyst 
for  creating  diversified  economic  growth. 
Benjamin  J.  Cayetano,  Governor 
Honolulu 


LET  THE  IMF 

R.LP.  

Your  call  for  interest-rate  and  tax 
cuts  to  help  address  the  spreading  tlu'eat 
of  global  deflation  is  well  justified,  espe- 
cially given  the  historically  high  real 
cost  of  ci'edit  you  cite.  Youi-  call  for  new 
money  for  the  International  Monetary 
Fund,  however,  is  ill-considered  and  dis- 
credits yoiu-  other  arguments  ("Give  the 
IMF  its  due,"  Editorial,  Aug.  3). 

Expecting  the  IMF  to  promote  "pro- 


1998  The  Williams  Companies,  Inc. 


"You're  awfully  quiet,  dear.  Are  you  worrying  about 
having  to  buy  energy  from  opportunist  suppliers  in 
a  moment  of  great  need?" 


Don't  worry,  get  Wiliiams.  And  get  a  reliable  energy 
supply  at  a  reliable  price  —  even  during  peak  times.  No 
groveling.  No  price  gouging.  Just  ideal  energy  solutions 
the  worry-free  WUliams  way.  Sweet  dreams. 


that  Williams  energy 


www.willtales.com/energy 
1-800-WILLIAMS 
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Some  things  are  too 
important  to  leave  to 

chance.  Transamerica  has 
insurance  policies  that  help  keep 

your  hard-earned  wealth  from  being  eaten  up  by 
administrative  costs,  fees,  taxes  and  probate. 

We'd  like  to  tell  you  more  about  how  estate  planning 
strategies  can  help  you  leave  the  most  you  can  to  your  heirs. 

Just  ask  for  your  free  copy  of  our  Estate  Planning 
-   ,  _  ,  brochure.  It's  filled  with  information  you 

should  know  about  how  life  insurance  can 
help  you  prepare  for  the  future.  Contact 
your  Transamerica  representative  to  find 
out  more  about  the  choices  available  to  you.  Because 
planning  for  tomorrow  helps  you  enjoy  today  even  more. 


1-800-PYRAMID 

www.  trdnsd  merica.com 


 Transamerica 

workinCt  for  you. 
insurance   •   investments   •   lending   •   leasing   •   real  estate  services 


How  can  your 
company  attract  the 
best  and  the  brightest? 


Readers  Report  ; 


A  new"  nationwide  study 
pro\ides  in-depth  information 
on  how  other  companies  are 
structuring  their  executi\"e 
compensation  packages  and 
wealth  transfer  programs. 


Visit  our  Web  site  for  a  preview. 
www.mfin.com 


M  Financial  Group 

205  SE  Spokane  St.    Portland. OR  97202 

503  232-6960     Fax:  503  238-1621 


gi'owth"  policies,  as  you  suggest,  is 
siu'd.  With  one  or  two  exceptions,  th 
economists  and  other  "professionals 
who  populate  the  IMF  have  not  th 
slightest  idea  how  to  operate  a  priva 
business  or  bank,  much  less  direct  t 
movements  of  a  nation's  political  eco 
omy.  Most  (if  not  all)  of  the  IM 
gnomes  could  never  find  work  in  a  fo 
profit  company  or  financial  institutio 
at  least  not  in  those  parts  of  said  o 
ganizations  related  to  operations 
taking  risk.  Why  should  the  world  ta 
advice  from  people  who  cannot  pi 
the  game? 

Use  new  money  for  the  IMF  to  fo: 
give  loans  and  reduce  debt,  then  clo;; 
down  this  useless  institution.  Now  th;: 
would  help  to  promote  pro-gi"o\Mh.  fi-e' 
market  policies. 

Chiistopher  \Mialt 
Croton-on-Hudson,  N 
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Shopping  for  computer  equipment'  Visit  fvlaven.  qui 
online  Computer  Buying  Guide,  tor  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

A  COMPUTER 
USER'S  MANIFESTO 
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The  sooner  the 
industry  adopts 
these  common-sense 
precepts,  the  better 

Did  you  ever  get  so  an- 
gry with  your  com- 
puter that  you  wanted 
to  take  a  baseball  bat  to  it? 
Have  you  ever  been  stumped 
by  some  eiTor  message  that 
bore  no  relationship  to  any- 
thing in  the  manual  or  the  on- 
line help?  Have  you  ever  been 
cold  in  wintei'? 

A  leading  computer-indus- 
try researcher  feels  your 
fi-ustration.  Clai'e-Marie  Karat 
is  a  PhD  psychologist  who 
evaluates  the  way  people  in- 
teract with  their  computers 
and  designs  what  the  indus- 
tiy  calls  human  interfaces  at 
IBM's  Thomas  J.  Watson  Re- 
sear-ch  Center  in  Hawthome, 
N.  Y.  The  problem,  as  she 
sees  it,  is  simple:  The  engi- 
neers and  computer  scientists 
who  design  hardware  and 
software  know  little  about 
the  needs  and  fiTistrations  of 
consumers.  "Tlie  technologists 
get  far  into  the  design  of  a 
system  without  really  under- 
standing who  the  target 
usei-s  are,  the  work  that  they 
do,  and  the  context  in  which 
they  do  that  work,"  Karat 
says.  By  the  time  feedback 
comes  in,  it's  "way  too  late." 

The  results  can  be  annoy- 
ing, such  as  the  progress  in- 
dicator that  claims  a  job  is 
90%  finished  when  it's  only 
half-done.  Or  you  can  have  a 
catastrophe:  programs  or 
computers  that  don't  work  as 
promised  or  don't  work  at  all. 

To  remedy  this  situation, 
Karat  is  challenging  the  in- 
dustry to  endorse  a  10-point 
User's  Bill  of  Rights: 


clear,  understandable,  and 
accurate  information  regard- 
ing the  task  it  is  performing 
and  the  progress  toward 
completion. 

7.  The  user  has  the  right 
to  be  clearly  infoi-med  about 
all  system  requirements  for 
successfully  using  software  or 
hardware. 

8.  The  user  has  the  right 


KARAT:  Compmiies  dviit  ii iide rotund  who  their  customers  are 


1.  The  user  is  always  right. 
If  there  is  a  problem  with 
the  use  of  the  system,  the 
system  is  the  problem,  not 
the  user. 

2.  The  usei-  has  the  right 
to  easily  install  software  and 
hardware  systems. 

3.  The  user  has  the  right 
to  a  system  that  perfoiTns  ex- 
actly as  promised. 

4.  The  usei'  has  the  right 
to  easy-to-use  instnactions  for 
understanding  and  utilizing  a 
system  to  achieve  desired 
goals. 

5.  The  usei'  has  the  right 
to  be  in  control  of  the  sys- 
tem and  to  be  able  to  get  the 
system  to  respond  to  a  re- 
quest for  attention. 

6.  The  user  has  the  right 
to  a  system  that  provides 


to  know  the  limits  of 
the  system's  capabilities. 

9.  The  user  has  the  right 
to  communicate  with  the 
technology  provider  and  re- 
ceive a  thoughtful  and  help- 
ful response  when  raising 
concerns. 

10.  The  user  should  be  the 
master  of  software  and  hard- 
wai*e  teclinology,  not  vice-ver- 
sa. Products  should  be  nat- 
ural and  intuitive  to  use. 

All  of  Kai-at's  proposals  ai"e 
important,  but  the  fu'st  point 
is  the  key  to  all  and  amounts 
to  a  sweeping  change  in  atti- 
tude among  the  folks  who 
produce  hardware  and  soft- 
ware. I  don't  know  how  often 
tech-support  people,  not 
knowing  that  I  was  a  tech- 
nology columnist,  have  given 


me  the  impression  that  it  wa 
my  fault  if  a  product  didn' 
work.  I've  sometimes  givei 
up  on  hardware  and  software 
because    I    couldn't  ge 
tlirough  the  installation.  I  oJ 
ten  hear  from  bewilderei 
readers  who  get  shuttle 
back  and  foith  between  hare 
wai"e  and  software  companiei 
each  claiming  that  a  problei 
is  the  other's  fault 
Companies  hav 
.        paid  lip  sei^vice  to  eas 
of  use,  with  useful  b 
superficial  change 
such  as  color-coded  c 
bles.  But  on  a  deep 
level,  they  don't  rea 
ize   that   their  cusj 
tomers  aren't  the  tecll 
savvy  enthusiasts  w' 
gave  the  industry  i 
impetus.    As  Kar; 
puts  it:  "The  profile 
the  people  who  u 
systems  has  change^ 
while  the  systems,  an| 
the  culture  in  whi 
they  have  develope 
have  not  adjusted." 
NEW    PRIORITY.  Cu 
rently,  just  under  h: 
of    U.  S.  househol 
have  computers.  Rati 
are  much  lower  in  t^ 
rest  of  the  world, 
get  wider  dispersio 
manufacturers  have 
make  PCs  and  the| 
software  as  user-frieni 
ly  as  toasters.  That's  goir| 
to  take  time,  because  the  i 
dustry  fii'st  has  to  change  i| 
way  of  tliinking  and  then  h: 
to  redesign  products  from  t 
bottom  up,  vrith  ease  of  u: 
as  the  No.  1  priority. 

It's  easy  to  quibble  ov^ 
the  specifics  of  one  or  anoth| 
of  Karat's  proposed  items, 
add  a  point  requii"ing  all 
ror  messages  to  be  comp: 
hensible  and  explained  in 
tail.  But  the  important  thi 
is  for  the  computer  indust' 
to  begin  a  dialogue  thi 
would  lead  to  formal  ad 
tion  of  something  veiy  mul 
like  this  User's  Bill  of  Righ] 
I'd  like  to  know  what  y 
think  of  the  idea.  E-mail  yol 
comments  to  me  at  the  s| 
i  di-ess  below. 


irtdj 


1} 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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IE  BILLIONAIRE  SHELL  GAME 

>w  Cable  Baron  John  Malone  and  Assorted 

irporate  Titans  Invented  a  Future  Nobody  Wanted 

'  L.  J.  Davis 

lubleday  •  292pp  •  $24.95 


fOHN  MALONE 

WD  THE  CABLE  TANGLE 


t  Xou  tend  to  remember  meetings 
W  with  John  C.  Malone.  Big, 
M.  square-jawed,  with  a  ready  wit 
d  an  intense  dishke  for  those  who 
^agree  with  him,  the  chairman  of  cable 
mt  Tele-Communications  Inc.  tends 
speak  his  mind  and  take  no  prisoners, 
hone  companies  are  never  going  to 
the  winners  in  this  race,"  I  recall 
5  telling  me  when  we  sat  in  his  Den- 
r  office  in  early  1995,  a  year  after  his 
lebrated  $35  billion  merger  with  Bell 
,lantic  Corp.  had 
atered.  "They  have  too 
my  layers  of  detritus 
;ighing  down  their  cost 
•ucture.  You  know,  whale 
it." 

Since  then,  John  Malone 
s  been  to  his  own  pri- 
te  hell  and  back,  watch- 
l  as  his  company's  stock 
ice  nose-dived  while  it 
ilt  up  its  debt  and  cus- 
mers  defected  to  satel- 
3  TV.  And  through  most 
it,  Malone  was  nowhere 
be  found,  stoking  ru- 
)rs — since  proven  incon-ect — tliat  lie 
ts  ill,  soured  on  the  cable  industiy,  or 
5t  plain  disinterested  in  ranning  his 
ce-robust  company.  But  then  there 
IS  the  triumphant  retm-n,  this  June, 
len  AT&T  agreed  to  pay  $60  billion  for 
)  newly  reenergized  company. 
Did  anyone  ever  doubt  that  Malone, 
riously  called  the  King  of  Cable  and 
irth  Vader,  would  come  back  in  gloiy? 
rtainly  not  L.J.  Davis,  author  of  The 
llioimire  Shell  Game,  a  Mghly  critical 
;ount  of  how  the  cable  industiy  over- 
omised  new  technology  in  order  to 
rry  favor  with  Wall  Street  and,  in 
ilone's  case,  to  find  a  buyer  for  Tele- 
immunications.  Davis,  a  contributing 
itor  to  Harper's  magazine,  figui'es  that 
ilone  has  been  angling  for  a  bilHon- 
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dollar  payday  almost  since  the  moment 
he  took  the  reins  of  TCi  in  1973  as  a  32- 
year-old  engineer  who  had  befriended 
founder  Bob  Magness.  Unwilling  to  pay 
taxes,  he  leveraged  the  company  to  the 
hQt  to  buy  up  any  available  system  even 
if  it  meant  losing  millions.  As  for  the  TV 
viewer,  says  Davis,  Malone  couldn't  care 
less:  Better  service  and  more  channels 
meant  higher  costs,  and  if  he  spent 
more  on  existing  subscribers,  he  would 
have  to  slow  his  march  to  build  Ameri- 
ca's largest  cable  empire. 
"The  trick,"  Davis  writes, 
"was  to  never  give  the 
public  what  it  wanted." 

Which  makes  it  all  the 
more  improbable,  Davis  ar- 
gues, that  Malone  really 
wanted  to  build  TCi  into 
the  provider  of  the  inter- 
active ".500-channel  uni- 
verse," a  phrase  he  coined 
in  a  speech  to  a  trade 
group  in  Anaheim,  Calif., 
in  late  1992.  TCi's  cable  sys- 
^1  tems,  although  serving  the 
most  subscribers  in  the 
country,  tended  to  be  small,  i-ural  outfits 
with  outdated  technology.  Malone 
skimped  on  upgi'ades,  made  headhnes 
about  ordering  set-top  boxes  for  digital 
channels,  and  then  quietly  put  off  buy- 
ing the  boxes  when  the  technology  was 
slow  in  coming.  Indeed,  just  a  few  yeai"s 
earlier,  Malone  had  quickly  canceled 
tests  of  a  promising  interactive  system 
called  Qube  after  buying  a  Time  Warner 
Inc.  system  that  was  testing  it. 

The  Billionaire  Sliell  Game  contains 
many  juicy  anecdotes  about  Malone,  in- 
cluding one  in  which  he  is  said  to  have 
scuffled  with  an  equipment  vendor  who 
didn't  agi'ee  with  his  terms  and  the  oft- 
told  stoiy  of  how  TV  screens  in  Vail, 
Colo.,  went  blank  when  the  city  council 
contemplated  taking  away  TCi's  fran- 
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THE  TRICK:  "NEVER  GIVE  THE 
PUBLIC  WHAT  IT  WANTED" 


Living  well  is  an  art  form 
but  only  a  true  Renaissance 
Person  can  master  the  craft. 
Do  you  fit  the  picture? 

You  have  opinions,  not  consultants. 

You  can  quote  Spinoza  and 
Standard  &  Poor's. 

You  know  the  difference  between 
"movie"  and  "film." 

You  invest  in  your  family  first, 
portfolio  second. 

You  read  people,  not  just  their 
e-mail  messages. 

You  set  trends  rather  than  settle  for 
the  latest  fads. 

You  hit  the  weights,  not  the  panic 
button. 

You  cruise  the  Internet  and  sail  to 
the  cape. 

You  run  your  office  and  go  the 
extra  mile. 


Are  You  A  Renaissance  Person? 


All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  whiy  we  were  ranked  the  "Highest  Upscale* 
Hotel  Cham  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study**  You  see,  we  believe  catering  to  our  guests 
IS  the  essence  of  Renaissance  Hospitality."  It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels 
and  Resorts  in  23  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  for  a  Renaissance. 


RENAISSANCE 

HOTELS  AND  RESORTS 

'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.O.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study."  Study  conducted  amonj 
frequent  business  travelers  at  upscale  tiotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  tiotel  ctiains  were  ranked  in  the  study.  ©1998  Renaissance  Hotels  International 
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lise.  We  watch  as  Malone  strong-arms 
SPN  into  not  raising  the  rates  it 
larges  TCi  and  as  he  double-crosses 
any  Diller  duiing  the  1993  Paramount 
ommunications  Inc.  takeover  battle.  A 
ord  of  caution:  Davis'  only  direct  com- 
lunication  with  Malone  was  in  a  1990 
iterview,  and  Davis'  recent  other  TCi 
)ntacts  have  been  limited  to  two  tech- 
Dlogy  execs.  Thus,  TCi  officials  say,  the 
Dok  is  flawed  and  inaccurate  in  parts. 
No  one  seems  to  come  out  looking 
3od  in  Davis'  view  of  the  world.  Mal- 
le  is  both  evil  and  henpecked,  mov- 
:g  to  Denver  to  please  his  wife,  Leslie, 
ho  wants  her  husband  at  home  more 
lan  at  the  office.  Time  Warner  Chair- 
,an    Gerald  M. 


fully  tells  the  reader  about  John  Walson 
Sr.,  a  lineman  for  the  Pennsylvania  Pow- 
er &  Light  Co.  who  gave  birth  to  the 
industry  by  building  a  70-foot  antenna 
atop  New  Boston  Mountain  in  Mahanoy 
City,  Pa.,  and  charging  customers  $2  a 
month  for  a  TV  signal.  Davis  also  intro- 
duces us  to  such  cable  pioneers  as  Bill 
Daniels,  a  fonner  Korean  Wai-  fighter  pi- 
lot who  helped  finance  cable  operatore  in 
the  years  just  after-  World  War  II,  and 
lawyer  Glenn  Jones,  who  lived  in  his 
car  while  searching  Colorado  for  cable 
systems  to  buy. 

But  Davis  misses  a  key  change  in  ca- 
ble-industry strategy.  After  years  of 
fighting  telephone  companies,  cable  out- 
fits are  starting  to 


evin  is  an  absent- 
inded  professor 
ho  dresses  shabbi- 
and  bores  people 
ith  endless  talk  of 
!chnology.  Levm 
so  loses  his  com- 
iny  millions  as  he 
!eks  follow-ups  to 
le  success  he  cre- 
,ed  at  HBO  by  de- 

/ering  its  movies   

a  satellite.  As  for 

ell  Atlantic  Chairman  Raymond  W. 
Tiith,  he's  poi'ti'ayed  as  affable  but  af- 
cted  "by  an  abiding  madness  that  had 
;ached  its  final  form"  as  he  sat  across 
le  negotiating  table  from  Malone. 
-nith,  Davis  wintes,  was  sui-e  his  com- 
my's  future  rested  on  increasing  its 
)ility  to  deliver  TV  over  its  phone  lines, 
'en  if  he  couldn't  understand  why. 
In  the  end,  of  course,  Ray  Smith 
?arly  overpays  for  TCi,  Congress 
imps  cable's  cash  flow  by  rei'egulating 
5  prices,  and  Bell  Atlantic's  due  dili- 
!nce  turns  up  antiquated  TCI  cable  sys- 
ms  and  suspect  digital  technology.  Tlie 
?al  falls  apart,  leaving  John  Malone  to 
■build  his  company's  image  and  look 
r  another  buyei'.  Now,  as  tci  and  at&t 
I  "aft  and  redraft  their  merger  docu- 
j  ents,  you  know  that  AT&T's  financial 
Iks  ai'e  going  over  the  cable  company's 
■sets  with  a  microscope. 
It's  a  pity  that  Davis  didn't  have  the 
Tie  to  do  the  same.  His  book  provides 
marvelous  account  of  the  eai'ly  days  of 
.ble,  when  telephone  companies  didn't 
ar  the  startup  industiy  and  even  al- 
wed  cable  operators  to  string  lines 
om  their  telephone  poles.  Davis  skill- 


The  juicy  anecdotes 
include  one  about 
Malone  scuffling  with  a 
vendor  who  wanted 
better  terms 


look  like  telecoms 
themselves.  By 
trading  systems, 
they  have  bunched 
cable  subscribers 
into  densely  packed 
regions  in  major 
markets.  That  has 
helped  cable  compa- 
nies, who  have 
caught  Internet 
  fever,  to  sell  thou- 
sands of  high-speed 
cable  modems.  Even  tci,  after  dragging 
its  feet  for  years,  has  sped  up  its  I'oUout 
of  fiber-optic  lines  and  begian  taking  de- 
liveries of  those  elusive  digital  set-tops. 
Its  connection  to  one-third  of  American 
homes  was  appealing  to  at&t,  which  is 
eager  to  jump  into  local  telephone  ser- 
vice and  expand  its  Internet  services. 

Make  no  mistake:  John  Malone  still 
emerges  as  a  winner.  As  Davis  points 
out,  he  has  carefully  created  a  second 
kingdom  for  himself.  Liberty  Media 
Corp.,  the  T('i  unit  that  owns  pieces  of 
such  cable  channels  as  Discoveiy,  Fox 
Sports,  and  the  Home  Shopping  Net- 
work. And  the  500-channel  futiu'e  that 
Malone  and  his  "assorted  corporate  ti- 
tans" envisioned  has  been  altered  to  in- 
coi-porate  the  Internet.  Folks  may  nev- 
er use  their  TV  sets  to  oi'der  gi'oceries 
or  to  download  data  from  their  local 
public  libraries.  But  there  is  a  money- 
making  future  for  cable  television,  and 
whatever  his  motives,  John  Malone 
helped  create  it. 

BY  RONALD  GROVER 
Los  Angeles  bureau  chief  Grover  has 
urritteri  extensively  on  the  cable-televi- 
sion industry. 


AFTER  SELLING  TCI,  MALONE 
WILL  STILL  RULE  LIBERTY  MEDIA 


i\>  >Xarriott"  r  e  w  a  r  d  s 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

tort/i  America:  Arizona:  Scottsdale  •  California: 

Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  •  Colorado:  Denver  •  Washington,  D.C. 
(2)  •  Florida:  Orlando  (2),  St.  Petersburg  • 
Georgia:  Atlanta  (3),  Lake  Lanier  •  Hawaii:  Maui 

•  Illinois:  Chicago,  Oak  Brook,  Springfield 

•  Maryland:  Baltimore  •  Massachusetts:  Boston  • 
Missouri:  St.  Louis  •  New  York:  New  York,  White 
Plains  •  Ohio:  Cleveland  •  Tennessee:  Nashville 

•  Texas:  Austin.  Dallas  (2),  Houston  • 
Washington:  Seattle  •  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  •  South 
America:  Brazil:  Sao  Paulo  •  Caribbean: 
Dominican  Republic:  Santo  Donnmgo  •  Grenada: 
St.  George's  •  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  •  Europe:  Austria:  Vienna 
(2),  Salzburg  ♦  Czech  Republic:  Prague  •  France: 
Paris  •  Germany:  Chemnitz,  Cologne,  Dusseldorf, 
Hamburg,  Heidelberg,  Karlsruhe,  Leipzig, 
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IT  MANAGEMENT 

meets 

BUSINESS  MANAGEMENT. 


IT  management  isn't  just  about  running  your  networks,  systems  and  applications.  It's  also  about 
running  your  business.  It's  about  providing  each  of  your  departments  with  the  level  of  service  it  needs. 
It's  about  making  sure  orders  can  be  received,  products  shipped  and  sales  tracked.  And  it's  about  doing 
business  on  a  global  scale  and  a  24-hour  clock. 

Tivoli  Enterprise" is  the  latest  release  of  our  enterprise  management  software.  It's  designed  to  bring 
a  business  focus  to  managing  today's  complex,  multiplatform  environments.  Mainframes  and  servers. 
Laptops  and  PCs  by  the  thousands.  Databases.  Critical  apps.  Tivoli  Enterprise  helps  manage  all  of  them. 


How  much  more  productive  could  you  be  if  all  your  hardware  and  software  came  ready  to  manage? 
That's  the  idea  behind  Tivoli  Enterprise.  It's  why  a  large  and  growing  number  of  companies  like  Intel, 
3Com  and  IBM  design  their  products  to  be  Tivoli  Ready  "  from  the  word  go.  At  its  heari:  is  our  One-Touch 
Management™  architecture  that  makes  deploying  Tivoli  Enterprise,  in  a  word,  easier. 


Setting  IT  priorities  means  that  mission-critical  problems  can  be  handled  before  less-than-critical 
ones.  Automated  decision  support,  built  into  Tivoli  Enterprise,  allows  for  just  that.  Your  IT  resources  can 
be  used  more  strategically  and  efficiently.  So  you  can  optimize  service  levels  and  meet  business  goals. 


Right  now,  Tivoli  Enterprise  is  being  used  successfully  by  leading  companies  like  Ford,  Reuters  and 
USAA.  A  worldwide  network  of  service  providers  and  the  global  support  of  IBM  can  help  you  get  started 
right  away.  That's  the  power  of  Tivoli  Systems  Inc.  To  see  how  Tivoli  Enterprise  can  help  you  meet  your 
business  goals,  go  to  www.tivoli.com  or  call  1  888  TIVOLI-l. 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


WHAT  MIGHT  SAVE  RUSSIA: 
TYING  THE  RUBLE  TO  THE  DOLLAR 


STABILITY 

A  currency 
board  would 
exchange  the 
ruble  at  a 
fixed  rate, 
eliminating 
volatility  and 
hyperinflation 
as  threats  to 
the  economy 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


On  a  recent  trip  to  Russia,  I  got  an 
up-close  look  at  some  of  its  economic 
and  political  problems.  The  risks  in 
the  situation  were  evident,  but  it  also  seemed 
that  the  political  tuiTnoil  might  create  oppor- 
tunities for  basic  institutional  changes.  At 
times  like  these,  drastic  new  policies  some- 
times become  politically  feasible,  and  it  is 
therefore  worth  considering  reforms  that 
might  othei"wise  be  unthinkable. 

One  attractive  proposal  is  a  ciuTency  boaitl, 
whereby  the  central  bank  would  limit  its  ac- 
tivity to  exchanging  the  iTible  for  foreign  cur- 
rency at  a  fixed  rate.  Since  lai'ge  quantities  of 
U.  S.  $100  bills  are  already  circulating  and 
since  many  domestic  transactions  are  viewed 
effectively  in  dollar  terms,  the  natural  unit 
would  be  a  new  luble  that  equaled  one  U.  S. 
dollar.  But  the  system  could  also  work  in 
terms  of  the  Gennan  mark,  euro,  or  another 
currency. 

The  central  idea  of  a  cuirency  board  is  to 
eliminate  exchange-i'ate  volatility  and  hyper- 
inflation as  threats  to  the  economy.  The  ex- 
periences in  Ai'gentina  and  elsewhere  have 
shown  that  this  system  can  work  effectively. 
However,  it  is  cmcial  to  recognize  that  a  cm*- 
rency  board  is  not  a  cure-all.  It  must  be  com- 
bined with  an  effective  economic  team  and 
with  a  broader  program  that  includes  fiscal 
discipline,  legal  reforms,  and  improvements 
in  the  banking  system. 

MIXED  BLESSING.  A  currency  board  is  guar- 
anteed to  succeed  at  fixing  the  exchange  rate 
if  the  central  bank  begins  with  international 
resei-ves  at  least  equal  to  its  liabilities — main- 
ly currency  and  bank  deposits — and  if  these 
reserves  are  dedicated  to  conversions  be- 
tween the  domestic  and  foreign  ciurency  at  a 
specified  rate.  The  setup  does  rule  out  an  in- 
dependent monetary  policy.  Some  economists 
view  this  as  a  shortcoming,  although  an  in- 
dependent monetary  policy  is,  at  best,  a 
mixed  blessing.  In  fact,  a  strong  point  of  a 
cuiTency  board  is  that  it  prevents  the  central 
bank  fi'om  financing  the  government  (dii'ectly 
or  by  purchasing  i)ublic  debt),  bailing  out 
banks,  providing  credit  to  favored  industries, 
propping  up  stocks,  and  so  on. 

The  Russian  government  would  foster  the 
idea  that  the  nible  was  as  good  as  the  dollar 
by  not  restricting  the  uses  of  foreign  ciuTen- 
cy  as  media  of  exchange  or  stores  of  value. 
Since  tax  collections  and  other  items  would 
remain  ruble-denominated,  the  domestic  cm'- 


rency  could  eventually  emerge  as  the  pre 
feiTed  means  of  payment  for  most  transac 
tions.  In  this  happy  state,  people  woulf 
choose  to  exchange  their  U.  S.  currency  foi 
ruble-denominated  assets. 

The  cuiTency-board  period  has  to  be  pre 
ceded  by  a  period  of  floating  rates  in  whicl 
the  value  of  the  nible  is  determined  by  th( 
market.  This  market  value  would  depend  oii 
expectations  about  futui'e  policies,  notably  ur 
whether  Russia  was  thought  to  be  moving 
toward  a  period  of  uncontrolled  money  ere] 
ation  and  hyperinflation.  The  unfortunate  facj 
is  that  some  interval  of  money  creation — t(j 
clear  the  decks  by  paying  wage  and  pensioij 
arrears  and  to  cover  some  bank  deposits — ij 
inevitable.  Roughly  speaking,  the  monetari 
base  has  to  rise  by  50%  to  finance  thesl 
items.  Tins  amount  looks  large  but  is  actuallj 
small  in  relation  to  the  rises  in  the  mbld 
dollar  exchange  rate  and  the  price  level  tha| 
have  already  happened. 
USEFUL  OPTION.  The  key  matter  is  whethej 
the  iinpending  money  creation  is  temporaiy- 
a  dnankard's  last  drink  that  precedes  the  ini| 
plementation  of  lasting  reform — or  a  peraia 
nent  policy  that  goes  along  with  hyperinflatioj 
and  the  r-eturn  to  a  statist  economic  regime 
The  reform  choice  is  by  no  means  assured 
but  its  probability  would  be  raised  by  th| 
presentation  of  a  coherent  economic  plarj 
which  includes  a  currency  board.  Also  centra 
is  a  budget  progi-am  that  involves  improve] 
tax  collections,  reductions  in  tax  rates  in  area! 
where  collections  are  minimal,  and  cuts  il 
pubhc  outlays  at  the  federal  and  regional  le\| 
els.  Another  good  idea  would  be  the  conveJ 
sion  of  the  domestic  and  foreign  publil 
debts — practically  in  default  now — into  long 
term,  dollar-denominated  bonds. 

The  implementation  of  a  currency  boarj 
also  provides  the  International  Monetari 
Fund  with  a  useful  lending  option.  Instead  J 
providing  fimds  to  Russia  that  basically  diJ 
appear  and  are  used  as  excuses  not  to  carrf 
out  budget  reforms,  the  IMF  could  lend  onl[ 
for  the  piu-pose  of  strengthening  the  cmrenc 
board's  reserves.  To  begin,  something  like 
billion  to  $10  billion  would  be  needed  to  rai^ 
international  reserves  fi"om  $12  billion  to 
billion  to  the  required  level,  which  I  estimalj 
at  around  $20  billion.  With  this  policy,  tra 
IMF  would  not  only  be  doing  something  ec(j 
nomically  useful  but  also  be  raising  the  prol 
ability  that  its  old  loans  would  be  repaid. 
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Economic  Trends 


BY  GENE  KORETZ 

A  TAX  CREDIT 
THAT  DELIVERS 

Efficient  aid  for  the  working  poor 

Ronald  Reagan  called  it  the  best  anti- 
poveity  and  job  creation  measure 
to  come  out  of  Congi-ess,  and  Clinton 
Administration  officials  cite  its  expansion 
as  one  of  their  major  achievements.  To- 
day the  earned  income  tax  credit  (eitc) 
benefits  some  19  million  working  families 
at  a  cost  of  $28  billion. 

Is  it  worth  it?  Advocates  claim  the 
credit — which  provides  cash  to  low-wage 
earners  with  children — reduces  poverty 
and  income  inequality  without  the  hefty 

SINGLE  MOMS  HAVE  SURGED 
INTO  WORKER  RANKS 


Q   I  I  I  L_l  '      '      I  L_ 

'84  '85  '86  '87  '88  '89  '90  '91  '92  '93  '94  '95  '96 
A  PERCENT  OF  ALL  SINGLE  WOMEN  WITH  CHILDREN 
DATA:  JEFFREY  B.  LIEBMAN,  HARVARD  UNIVERSITY 

administrative  costs  or  woi-k  disincentive 
effects  of  welfare.  Businesses  like  it  be- 
cause it  rewards  workers  without  rais- 
ing employer  costs  and  thus  encom-ages 
both  job-seeking  and  hiring.  But  fiscal 
critics  worry  about  its  high  cost  and 
susceptibility  to  fraud. 

In  a  recent  study,  Harvard  Universi- 
ty economist  Jeffrey  B.  Liebman  as- 
sesses the  ElTC's  track  record.  Because 
it  is  keyed  to  earnings,  and  many  poor 
households  have  had  little  or  no  earn- 
ings or  fail  to  apply,  he  finds  that  the 
credit  has  hel])ed  more  near-i^oor  fami- 
lies than  families  under  the  poverty  line. 
In  the  process,  it  has  mitigated  the  ef- 
fect of  rising  income  inequality  in  the 
economy,  offsetting  nearly  a  third  of  the 
14%  drop  in  income  share  suffered  by 
the  lowest  fifth  of  households  with  chil- 
dren over  the  past  two  decades. 

Liebman  also  finds  that  the  tax  cred- 
it has  substantially  boosted  work  activ- 
ity by  single  mothers.  Theii'  labor-force 
participation  I'ate  has  risen  by  about  10 
percentage  points  since  1984  (chart), 
mirroring  almost  exactly  a  decline  in 
the  number  of  such  women  on  welfare 
who  do  no  work.  Meanwhile,  labor-force 


participation  by  single  women  without 
children  (who  qualify  for  a  negligible 
tax  credit  if  they  work,  compared  with 
as  much  as  $3,656  for  single  working 
moms)  has  actually  declined. 

One  concern  about  the  eitc  is  that 
many  low-wage  workers  face  a  huge 
mai'ginal  tax  of  more  than  50%  as  it  is 
phased  out  at  earnings  levels  over 
$12,000 — that  is,  the  combined  effects  of 
losing  the  ci'edit  and  paying  payi'oll  and 
income  taxes  mean  that  workers  may 
take  home  less  than  half  of  each  addi- 
tional dollai'  eai'ned.  But  while  economic 
theoiy  suggests  that  such  workers  vdll 
i-educe  their  work  effort  when  they  reach 
the  phaseout  range,  Liebman  finds  no 
evidence  this  actually  occui's.  A  possible 
exjjlanation:  Many  beneficiaiies  have  little 
awareness  of  how  the  tax  credit  works. 

What  of  charges  that  the  tax  credit 
progi-am  is  plagued  by  fraud?  Liebman 
estimates  that  nale  changes  and  closer 
monitoring  by  the  Internal  Revenue 
Sei'vice  have  reduced  the  incidence  of 
noncompliance  to  a  level  comparable  to 
that  found  in  the  income-tax  system  in 
general.  Moreover,  most  ineligible  re- 
cipients have  low  incomes,  and  close  to 
half  of  erroneous  claims  appear  inad- 
veilent  rather  than  ft-audulent. 

Thus,  Liebman  concludes,  the  EITC 
seems  a  reasonably  effective  way  to  ac- 
complish several  goals:  reducing  earn- 
ings inequality,  rewarding  low-income 
workers,  and — perhaps  most  important 
in  light  of  welfare  reform — encouraging 
welfare  I'ecipients  to  join  the  workforce. 


DEFLATION:  IS  THE 
FED  PREPARED? 

Prices  may  plummet  in  a  recession 

With  consumer  prices  up  less  than 
2%;  over  the  past  year,  it's  hardly 
news  that  we  now  live  in  a  relatively  in- 
flation-free environment.  What  many 
people  seem  to  be  ignoring,  however, 
is  the  potential  for  significant  deflation  if 
a  recession  hits,  says  James  W.  Paulsen, 
chief  investment  officer  of  Noi-west  In- 
vestment Management  Inc. 

Paulsen  believes  that  prices  have 
been  held  down  not  only  by  excess  ca- 
pacity overseas  but  by  unusually  robust 
capacity  expansion  in  the  U.  S.  To  show 
how  strongly  domestic  supply  has  gi-ovm 
relative  to  demand,  he  divides  the  man- 
ufacturing capacity  index  by  real  cdp, 
which  is  a  proxy  for  basic  demand. 
Whereas  in  previous  business  cycles  this 
ratio  has  risen  only  duiing  dovwitums,  it 
has  taken  off  in  recent  years  and  is  now 


higher  than  the  levels  reached  in  foui 
the  past  five  recessions. 

This  has  occurred,  says  Paulsen,  bt 
cause  much  of  the  current  expansio: 
has  been  fueled  by  investment  in  ca 
pacity,  vdth  consumption  assuming 
smaller  role  than  in  past  upturns.  As 
result,  domestic  supply  is  now  at 
record  level  relative  to  demand — a  stat 
reached  previously  only  when  deman 
evaporated  in  the  depths  of  recessions 

The  upshot,  Paulsen  argues,  is  that 
recession  today  would  exert  far  rnor 
severe  downward  pressure  on  price 
than  in  past  contractions,  when  th 
emergence  of  excess  supply  acted  sin 
ply  to  cool  inflation.  "What  the  Feder 
Reserve  should  be  thinking  about  as 
considers  easing,"  he  says,  "is  the  ui 
precedented  risk  of  escalating  deflation 
the  economy  slips  into  recession." 


THE  IFFY  OUTLOOl 
FOR  GOLD 

Demand  for  gold  jewelry  is  slowing 

Once  upon  a  time,  investors  tumi 
to  gold  to  hedge  inflation  or  c 
rency  risks.  No  more.  Rather,  cun-e 
turbulence  in  global  financial  markei 
may  herald  further  weakness  in  gol 
prices,  warns  Kevin  A.  Crisp  of  J.' 
Morgan  Securities  in  London. 

The  reason:  With  central  banks  sel 
ing  gold  reser-ves  in  recent  years  and  ij 
flationaiy  pressui'es  waning,  consum 
demand  for  gold  jeweliy — pailicularl 
in  developing  Asia — had  emerged  i 
I^erhaps  the  major  prop  of  gold  prices 
dollar  terms.  Now,  however,  deep  r 
cessions  in  Asia  have  inspired  distre 
selling  and  undercut  consumer  purcha 
es,  even  as  the  collapse  of  many  Asi 
currencies  has  led  ■■■  ««m 


NO  BOUNCE 
IN  THE  OUNCE 


to  prohibitively 
high  prices  in  lo- 
cal markets. 

In  light  of  gi-ow- 
ing  woes  in  the  de- 
veloping world  and 
an  anticipated 
global  slowdowai, 
the  prospects  for 
continued  rapid 
gi'owth  in  private- 
sector  demand  for 
gold  jewelry  look 
iffy.  Add  the  lack 
of  investor  interest 
in  the  metal  as  an 
inflation  hedge,  and  the  possibility  thj 
prices  could  test  20-yeai'  lows  by  yeai^ij 
looks  decidedly  realistic. 
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dering  what's  going  on  in  the  energy  industry. 


here  are  rumors,  speculation  and  more  articles  than  you  want  to  .ad. 

,  this  time  of  indecision  and  change,  how  do  you  know  r^^^^^ 
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You  can  spend  milliuns  of  cloilars  on  applicatmn  software  and  still  not  have  the  information 
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FHE  BETTING  NOW 
S  FOR  A  RATE  CUT 

'he  snag:  Solid  domestic  demand  doesn't  justify  such  a  move 

■ninffSPBfff^^  About-face!  Economists'  ex- 
B^JKBt*^^'^"''^^  pectations  for  Federal  Reserve 
Dlicy  have  turned  180  degrees  in  recent  weeks.  A  slew 
■  analysts  have  not  only  downgraded  their  outlooks  for 
lonomic  growth,  but  they  are  also  projecting  that  the 
ed  will  cut  interest  rates  some  time  between  the  Sept. 
)  policy  meeting  and  early  next  year.  For  most,  the  only 
aestions  left  are  "when"  and  "how  much." 
It's  not  just  the  economists  betting  on  lower  rates.  The 
•edit  markets  have  priced  a  substantial  Fed  easing  into 
le  value  of  securities.  The  shift  in  market  opinion  has 
ien  fueled  by  three  things:  the  gravity  of  world  financial 
stress,  its  fallout  on  U.  S.  markets  and  its  implication 
r  slower  U.  S.  growth,  and  recent  words  by  Fed  Chair- 
an  Alan  Greenspan,  who  revealed  on  Sept.  4  a  gener- 
shift  in  the  Fed's  thinking  about  its  policy  priorities. 

Talk  of  Fed  easing  is  some- 
what at  odds  with  continued 
strong  economic  data.  Retail 
sales  held  up  in  August  (chart). 
Home  buyers  are  lining  up  for 
mortgages,  as  loan  applications 
soared  in  early  September 
New  claims  for  jobless  bene- 
fits remain  low,  suggesting  firm 
labor  markets.  And  industrial 
output  rebounded  strongly  in 
August,  after  the  strike  end- 
l  at  General  Motors  Corp. 

To  be  sure,  the  resilience  of  the  U.  S.  economy  in  the 
ce  of  global  distress  has  been  its  most  remarkable 
ature  so  far  this  year.  However,  economists  and  Wall 
Teeters,  as  well  as  Fed  policymakers,  know  that  cur- 
nt  data  has  been  rendered  "old  news"  by  recent  events, 
ow,  the  focus  is  the  future,  at  a  time  when  prospects 
e  dimming.  In  fact,  on  Sept.  16,  Greenspan  noted  "the 
•st  signs  of  erosion  around  the  edges"  of  the  U.  S. 


WHERE  RETAIL  SALES 
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onomy  (page  44). 

iVEN  THE  ECONOMY'S  TRACK  RECORD,  the  Fed 

Ql  undoubtedly  move  cautiously,  taking  care  not  to 
iderestimate  the  power  of  domestic  demand,  especial- 
with  labor  markets  still  very  tight.  Indeed,  in  his 
uch-anticipated  Congressional  testimony  on  Sept.  16, 
I'eenspan's  prepared  remarks  offered  few  new  insights 
to  his  thinldng  on  a  possible  U.  S.  rate  cut.  He  also  ap- 
.  sared  to  scotch  recent  talk  about  a  broad  rate  reduction 
'nong  large  industrialized  nations,  saying  that  "at  the 


moment  there  is  no  endeavor  to  coordinate  interest 
rates  cuts." 

Meanwhile,  the  financial  markets  are  telling  the  Fed 
to  ease.  The  Treasury's  three-month  bill  and  the  two- 
year  note  both  are  yielding  about  4.7%  as  of  Sept.  15, 
while  the  Fed's  overnight  policy  rate  remains  at  5.5%. 
That  spread  says  that  the  market  expects  eventually  to 
see  at  least  thi'ee-quarters  of  a  percentage  point  of 
easing.  With  bourses  around  the  world,  including  those 
in  the  U.  S.,  so  fragile  now,  the  Fed  may  be  more  at- 
tentive to  market  sentiment  than  usual.  The  Fed  knows 
that  if  it  frustrates  these  expectations  of  lower  rates, 
the  markets  could  react  negatively. 

In  addition,  several  pohcy 
models  are  signaling  an  easing.     NOT  ALL  BOND  RALLIES 
The  popular  Taylor  Rule,  which       ARE  CREATED  EOUAL 
relates  economic  growth  and    security     yield  on  point 
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mflation  to  the  Feds  policy       

rate,  is  beginning  to  call  for  a  f,Sm 
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rate  cut  for  the  first  time  in 
two  years.  If  economic  growth 
slips  below  its  2^%  trend  rate, 
as  is  increasingly  expected,  the 
model's  easing  recommendation 
will  strengthen.  The  Taylor 
Rule  has  tracked  Fed  pohcy  in  the  1990s  fairly  well. 

Despite  some  forecasts  of  a  cut  as  early  as  the  Fed's 
Sept.  29  meeting,  the  more  likely  action  will  be  a  formal 
vote  to  shift  the  central  bank's  policy  bias  fi^om  neuti-al  to 
easing.  Greenspan  has  ah-eady  signaled  that  the  Fed 
moved  its  so-called  inteiTneeting  policy  directive  from 
tightening  to  neutral  at  the  Aug.  19  meeting.  Such  a  fur- 
ther shift  does  not  guarantee  a  rate  cut,  but  it  would 
cock  the  Fed's  pistol,  and  possibly  even  give  Greenspan 
the  authority  to  fij:'e  away  at  any  time. 

CLEARLY.  THE  NEW  RESTRICTIVENESS  in  global 

and  U.  S.  financial  conditions  is  a  key  feature  of  the 
downshift  in  U.  S.  growth  prospects.  Slower  world 
growth  will  continue  to  dent  U.  S.  exports,  and  weaker 
stock  prices  wiU  cKp  consumer  outlays  and  capital  spend- 
ing. But  what  has  gone  lai'gely  unnoticed  is  the  vddening 
of  credit  spreads  in  the  U.  S.,  a  development  that 
Greenspan  regards  as  usually  a  bad  sign  for  the  economy 
(table).  Despite  the  huge  rally  in  the  Treasury  bond 
market,  some  coiporate  borrowers  are  getting  stiffed. 

For  example,  the  Treasury  rally  had  ch'opped  the  yield 
on  the  30-year  bond  to  as  low  as  5.13%  on  Sept.  11,  be- 
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fore  backing  up  recently  to  about  5^%.  But  while  Trea- 
suiy  jdelcls  have  fallen  50  basis  points  since  mid-July,  top- 
quality  AAA-rated  corporate  bonds  have  declined  less 
than  20  basis  points,  to  6.43%.  Meanwhile,  jields  on 
medium-grade  coiporates  have  not  declined  at  all,  and 
those  for  poorer  quality  boiTowers  have  increased 
shaiply. 

The  Fed  is  awai'e  that  any  move  to  cut  rates  could 
come  at  a  cost  of  higher  U.  S.  inflation.  In  paiticular,  any 
Fed  easing  would  in\ite  a  sharp  weakening  of  the  doRai; 
especially  if  the  move  is  not  in  conjunction  with  other 
large  central  banks.  Remarks  by  top  officials  at  the 
Bimdesbank  on  Sept.  15  strongly  suggest  that  Gemiany 
has  no  desu-e  to  cut  rates.  A  weaker  dollai"  would  be  a 
plus  for  currencies  and  financial  conditions  outside  U.  S. 
borders,  but  the  dollai's  25%  trade-weighted  sui'ge  in  the 
past  three  years  also  has  supplied  a  key  resti-aint  on 
U.  S.  inflation.  This  is  the  chief  reason  the  Fed  will 
move  cautiously.  The  dollai'  has  ah'eady  dipped  broadly 
just  on  the  expectation  of  a  U.  S.  rate  cut  (chait). 

THE  SOLID  TONE  OF  DOMESTIC  DEMAND  haidiy 

justifies  a  rate  cut.  Retail  sales  rose  0.29c  in  August,  and 
excluding  car-buying,  sales  were  up  0.3%.  The  retail 
data  suggest  that  overall  real  consumer  spending  in  the 
thii'd  quarter  is  rising  at  an  annual  rate  of  about  2%. 
While  that's  a  sharp  slowdo^^'n  fi'om  the  booming  6% 
pace  in  the  fii-st  half,  most  of  the  change  can  be  ac- 


AUSTRALIA 


THE  DOLLAR'S 
RECENT  DOWNSHIFT 
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counted  for  by  a  di'op  in  auto  sales  prompted  by  the  Gi 
strike  and  the  expiration  of  generous  spiing  sales  ir 
centives,  which  caused  sales  to  surge  back  then. 

Foi-eign  demand  is  a  differ- 
ent stoiy.  however  Industrial 
production  at  manufacturers, 
utilities,  and  mines  jumped 
1.7%  in  August,  after  falling 
1.1%  in  Jime  and  0.4%  in  July. 
Output  in  the  manufacturing 
sector  alone  sui'ged  2%  in  Au- 
gust, but  here  again,  the  auto 
strike  is  distorting  the  data. 
Excluding  motor  vehicles  and 
parts,  factoiy  output  rose  a 
scant  0.1%,  and  for  the  third  quarter,  it  is  on  a  track  t 
post  little,  if  any,  growth  for  the  fii-st  time  since  th 
1990-91  recession.  That  weakness  piiinaiily  reflects  saj 
ging  exports  and  more  import  competition. 

Trjing  to  second-guess  Greenspan  &  Co.  is  alwaj 
risky-  business.  Clearly,  domestic  economic  conditions 
not  ai'gue  strongly  for  a  rate  reduction,  but  based  on  h 
latest  comments,  Greenspan's  Brave  New  World  thinkin 
may  weU  have  altered  the  way  the  Fed  chief  \iew 
U.  S.  poUcy  in  a  global  economy.  On  Sept.  16,  he  said  ihi 
monetaiy  policy  "cannot  be  done  without  advertence  t 
the  world  economy."  For  now,  the  mai'kets  have  mac 
theii'  bets.  The  next  move  is  up  to  the  Fed. 
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AVOIDING  THE  ASIAN  FLl-SO  FAR 


While  much  of  the  Pacific  Rim 
is  in  recession,  Austraha  ap- 
peal's stable.  Gro\nh  is  slowing, 
but  the  latest  data  on  business 
confidence,  consumer  spending, 
and  job  giwrth  suggest  that  the 
Aussie  economy  wiU 
keep  expanding  into 
1999.  Perhaps  that's 
why  Prime  Minister 
John  Howard  has 
called  a  general  elec- 
tion for  Oct.  3 — six 

months  eai'ly.   

Real  gross  domestic 
product  gi-ew  a  larger-  ■ 
than-expected  0.9%  in  * 
the  second  quarter 
fi'om  the  fii-st.  That  puts  GDP  3.9% 
above  its  yeai-ago  level,  aided  by 
a  surge  of  consimier  spending  and 
hefty  inventor}'  building.  Strong 
domestic  demand  \vil\  offset  some 
of  the  drag  coming  fi-om  trade. 


JOB  GROWTH  IS 
PICKING  UP  STEAM 

AUSTRALIAN  ^ 
 EMPLOYMENT — 


Business  confidence  rose  in  the 
thii'd  quarter,  with  better  outlooks 
for  exports,  orders,  and  invest- 
ment plans.  Consumer  confidence 
increased  1.3%  in  August,  while 
retail  spending  in  July  rose  2.6%. 

Consimiers  can  in- 
crease their  spending 
because  job  prospects 
are  improxing.  Com- 
panies added  13.200 
jobs  in  August,  and 
hiring  is  gro^\'ing 

  2.7%  fi'om  the  yeai* 

before,  the  fastest 
~  .       rate  in  almost  thi-ee 
yeai*s  (chart).  The 
jobless  rate,  though, 
remains  stubbomly  above  8%,  as 
it  has  for  almost  all  of  the  past 
eight  yeai's. 

But  the  faHoff  in  Asian  demand 
for  Australian  exports,  especially 
commodities,  will  slow  the  econo- 


my later  on.  On  Sept.  8,  the  Trea- 
smy  Dept.  said  that  real  GDP 
gi'o\\th  will  ease  to  2.75%  over 
the  next  year,  down  from  its  May 
forecast  of  3%.  The  slowdo%vn 
could  cut  the  expected  fiscal  sui*- 
plus  to  zero,  but  it  ^\^ll  also  hold 
1999  inflation  below  2%. 

An  outlook  of  steady  growth 
and  quiescent  inflation  is  why  the 
Reserve  Bank  of  Australia  has 
signaled  a  '^vait  and  see"  mone- 
taiy pohcy.  "Output  is  growing  at 
a  moderate  but  below-trend  pace,' 
said  the  rba's  quaileiiy  economic 
report.  The  rba's  key  concem 
now  is  the  AustraUan  doUar, 
which  has  plummeted  22%  against 
its  U.  S.  counteipait.  The  Aussie 
doUai's  shde  and  falHng  commodi 
ty  prices  ai-e  significant  blows  to 
the  economy.  But  given  the  Pacific 
tuiTnoil.  Australia's  situation  could 
be  much  worse. 
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In  1997,  NEC  registered  more  patents 
than  all  but  two  of  the  top  250  technology 
and  manufacturing  companies. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated  tech- 
nologies of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual  companies  possible. 
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And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring  NEC  MULTIMEDIA 

fossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics.  Discover 
the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can  help  you  run  it. 
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CLINTON' 


His  global  rescue  plan  is  short 


Back  in  June.  Biii  Clinton's  poiiricai 
■jistinct  told  him  it  was  time  for 
±e  U.  S.  to  take  action  in  sohing 
:he  spreading  global  economic 
disis.  His  chief  economic  ad\iser, 
Ti-easm*}"  Sea-etan'  Robeit  Rubin,  dis- 
agreed, ai-guing  that  it  would  be  risk}"  to 
take  the  lead  before  a  a"edible  plan  could 
be  pi*epai-ed. 

Rubin  may  have  been  right.  But  by 
the  time  Clinton  took  to  the  podium  at 
the  Council  on  Foreign  Relations  on  Sept. 
14  to  announce  his  plan  for  a  coordinated 
assault  on  the  global  economic  disease, 
the  world  had  changed.  The  contagion 
had  spread  from  Asia,  to  Russia,  and  fi- 
nally to  Latin  America — leaxlng  in  its 
wake  bankrupt  companies,  exasperated 
investoi"s.  and  decimated  stock  markets. 
And  the  Bill  Clinton  who  unveiled  a  sev- 
en-point plan  at  the  Council  on  Foreign 
Relations  was  scrambling  to  restait  a 
Pi-esidenc}"  aippled  by  scandal  (page  42). 

Is  it  too  late  for  Clinton  to  lead  the 
Group  of  Seven  indtistrialized  nations' 
effon  to  meet  what  he  called  "the  biggest 
financial  chaDenge  facing  the  world  in  a 
half-centmy  ■?  And  is  the  plan  he  pre- 
sQ-ibes  workable? 

Global  markets.  yeaiTiing  for  some 
leadership  in  dealing  with  the  aisis.  halt- 
ed theii"  fi*ee  fall,  at  least  tempoi^aiily.  in 
the  aftei-glow  of  Clintons  speech.  Bi-azil- 
ian  President  Fernando  Hem-ique  Car- 
doso and  Mexican  President  EiTiesto 


Zedillo  Ponce  de  Leon  phoned  CUnton 
to  thank  him.  Zedillo's  message:  ""^^'e  felt 
aU  alone.  It's  great  to  know  the  G-7  is  fo- 
cusing on  us." 

Indeed,  in  that  i-espect,  the  speech  is  a 
milestone:  the  fii*st  time  any  of  the 
world's  top  leadei"s  has  acknowledged  the 
enoiTnit}"  of  the  task  ahead  and  offei-ed  a 
bluepiint  of  what  must  be  done.  Notes 
Roben  D.  HoiTnats.  Nice-chairman  of 
Goldman  Sachs  International:  "Details 
ai'e  less  imponant  than  the  fact  that 
leadership  was  reasserted." 

Most  of  the  details  are  still  to  be 
worked  out.  probably  when  G-7  miris- 
tei-s  meet  prior  to  the  annual 
International  Monetap." 
Fund   conference  in 
eai'ly  October  And  it 
■^^ill  be  aitical  for  Clin- 
ton   to    show  some 
progress  before  then. 
But.  says  a  French  Fi- 
nance Ministn."  official: 
"It  gives  dii-ections  and 
we    all    agi'ee  with 
those  dii'ections." 

The  first  task  will 
be  to  i"ally  the 
world's  rich 
nations  behind 
rate  cuts  that 
■will  keep  gi-owtr. 
going  and  give 
the  emerging 


room.  Further  oui 
Clr.yjV.  acknc'wledges  the  need  for  a  ne^ 
post-IMF  global  financial  architecturt 
which  many  in  Europe  and  Asia  hav 
called  for  Says  the  French  official:  "Th 
whole  architecture  needs  to  be  re\iewed 
■UTule  none  of  the  big  countries  wi 
endoi-se  cun-ency  and  capital  controb  i: 
they  are  likely  to  focus  on  stricter  si; 
p€r\ision  of  short-term  bank  deposit; 


AT-Point 
Program  to 
Mount  a 
G-7  Aid 
Mission  for 
Emerging 
Markets  . 


ASSERT  LEADERSHIP  By 

s:z  "g  '~~3''kets  know  sone- 
: -e's  :3K  -g  charge.  Ci:nion 

-  z  :ne  G-7  nope  to  stop  the 
:  ,nge  in  markets  such  as  Brazil. 

SPUR  GROWTH  The  Fed  and  other 
cenfa  oarxs  are  now  widely  expected 
to  cut  rates,  which  will  stem  the 

-'light  of  capital  to  the  West. 

WORK  OUT  DEBTS  A  Trea- 
sujy  team  is  heaaed  for  Asia  t^ 
search  for  ways  to  consolidate 
and  restructure  Asian  corporate  debt 
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cifics,  but  asserting  leadership  may  be  enough  for  now 


ventually,  this  would  mean  establish- 
g  some  sort  of  global  Federal  Re- 
rve — a  watchdog  for  the  banks  and  a 
(terrent  to  the  kinds  of  capital  controls 
at  countries  hke  Russia  and  Malaysia 
tve  recently  implemented. 
To  keep  the  contagion  from  spreading 
America's  doorstep,  Clinton  wants  to 
did  a  firewall  around  Latin  America, 
ihind  the  scenes,  the  U.  S.  and  the 
cash-strapped 
IMF  are  try- 


ing to  cobble  together  emergency  funds 
for  Brazil  if  its  markets  collapse. 

Clinton's  plan  calls  for  the  G-7  to  re- 
structure the  debts  of  troubled  Asian 
companies  and  a  rollover  of  Russia's  long- 
temi  debt.  Clinton  also  wants  the  World 
Bank  to  double  its  poverty  relief  aid  to 
the  crisis  countries.  Meanwlule,  the  State 
Dept.  is  considei-ing  sending  food  to  Rus- 
sia before  the  snow  falls.  And  the  Exim 
Bank  is  negotiating  .$4.25  billion  in  loan 
guai'antees  to  Korea,  Thailand,  and  In- 
donesia so  theii'  companies  can  buy  U.  S. 
raw  materials  and  equipment  needed  to 

There's  a  deep 

suspicion  among 
Repubhcans 
that  the  plan 
to  save  the 
world  economy 
is  more  show 
than  substance 


SOCIAL  SAFETY  NET 

Clinton  wants  the  World  Bank  to 
double  its  aid  to  Asia's  crisis 
countries.  Also,  calls  for  the  U.S. 
to  step  up  food  and  other  humani- 
tarian aid,  especially  to 
ndonesia. 

FINANCIAL  SAFETY  NET  With 
the  IMF's  cash  running  low, 
Clinton  wants  the  agency  to  con- 
sider using  a  $15  billion 
emergency  fund  if  Brazil's 
markets  start  to 
crater 


keep  their  factories  nmning.  ExIm  Chair- 
man James  A.  Harmon  is  headed  for 
Latin  America  to  cut  similar  deals. 

That  adds  up  to  the  fii'st  comprehen- 
sive fix-it  plan  for  the  global  economy. 
The  G-7  nations  issued  a  joint  statement 
in  support  of  Clinton's  proposals  on  Sept. 
14.  But  getting  the  G-7  to  work  together 
to  cany  it  out  won't  be  easy.  For  ex- 
ample, even  after  a  week  of  llu-ious  ne- 
gotiations among  finance  iriimsters  and 
central  bankers  fi'om  the  G-7  nations  be- 
fore Clinton's  speech,  there  was  no  agi*ee- 
ment  on  a  cooi'dinated  rate  cut.  German 
Bundesbank  President  Hans  Tietmeyer 
bristled  at  the  notion.  And  Bank  of  Eng- 
land Governor  Eddie  George  warned  that 
a  coordinated  rate  cut  would  be  "going 
too  far."  On  Sept.  16,  Fed  Resei-ve  Chair- 
man Alan  Greenspan  told  Congress:  "At 
the  moment,  there  is  no  endeavor  to  co- 
ordinate interest  rates." 

That's  a  bad  sign.  The  rate  cut  itself 
may  not  be  the  most  important  step,  but 
it  is  the  easiest — and  a  poweiftil  signal  to 
financial  mai'kets  that  global  cooperation 
is  possible. 

Greenspan  and  European  central 
bankers  face  substantial  domestic  obsta- 
cles to  pulling  off  a  simultaneous  rate 
cut.  In  the  U.  S.,  labor  mai'kets  i-emain 
tight  and  real  wages  ai-e  rising.  Em'o- 
pean  bankers  are  leery  of  attempting  a 
cut  when  they're  trying  to  coordinate 
rates  in  advance  of  the  euro.  That  in- 

EXPORT  LENDING  The  Export 
Import  Bank  is  preparing  $4.25 
billion  in  short-  and  medium-term 
financing  to  help  Korean,  Thai, 
and  Indonesian  firms  buy  the 
American  equipment  and  materi- 
als they  need  to  operate.  Exim's 
next  stop:  Latin  America. 

FIX  THE  PLUMBING  Clinton  sets 
a  yearend  deadline  for  finance 
and  central  bank  officials  to  pro- 
pose new  ways  to  predict,  prevent, 
and  manage  currency  and 
financial  crises. 
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''If  Clinton  gives  a  speech  but  can't  get  money  from  Congr 

eludes  a  plan  for  Gennaiiy  to  i-aise  rather  ica.  "It's  one  thing  to  give  a  speech.  It's  doesn't  come  ai'ound,  the  setback  to  h]' 
than  lower.  White  House  officials  hope     another  thing  to  act,"  says  Senator    plan  could  be  fatal.  "If  Clinton  gives 


eludes  a  plan  for  Gennaiiy  to  liaise  rather 
than  lower.  White  House  officials  hope 
that  Greenspan's  prestige  will  ultimately 
persuade  European  central  banks  to 
match  any  Fed  easing.  "A  lot  of  us  here 
think  it  wouldn't  be  so  bad  if  Eiu-opean 
[monetaiyj  policy  wasn't  quite  so  tight," 
says  one  Clinton  adviser. 

Clinton's  domestic  problems  won't  help. 
Some  Republicans  ai-e  already  attacking 
the  Sept.  14  initiative  as  simply  a  conve- 
nient way  to  change  the  topic  from  Mon- 


ica. "It's  one  thing  to  give  a  speech.  It's 
another  thing  to  act,"  says  Senator 
Robert  F.  Bennett  (R-Utali). 

Republican  cooperation  will  be  essen- 
tial. Even  before  the  Stan*  report  landed. 
Republicans  were  resisting  Clinton's  pleas 
for  $18  bUHon  in  emergency  ftmding  for 
the  IMF.  Privately,  Republican  leaders 
opposed  to  fiuther  lmf  funding  concede 
that  the  money  will  likely  be  approved — 
but  only  at  the  last  moment  before  Con- 
gi'ess  adjourns  in  October.  If  Congress 


doesn't  come  ai'ound,  the  setback  to  h]' 
plan  could  be  fatal.  "If  Chnton  gives 
speech  but  can't  get  money  fi'om  Coi 
gi'ess  for  the  IMF,  it  will  leave  a  vei 
hollow  feeling — almost  worse  than  doin 
nothing,"  says  Hormats.  "The  IMF  mone 
is  a  proxy  for  America's  leadership  i 
the  world  economy. 

Another  hm-dle  is  Japan.  It  has  resisj 
ed  calls  for  an  overhaul  of  its  ailing  b; 
ing  system  and  tax  cuts  to  stimulate  i 
economy.  But  there  ai'e  signs  of  progrei 


CAPITAL  CONTROLS: 
LIFELINE  OR  NOOSE? 


Wlien  investments  were  gushing 
into  developing  countries  in  the 
mid-1990s,  economists  from 
Washington  to  Warsaw  agreed  that 
fi-ee-flowing  capital  was  essential  to 
global  prosperity.  But  now  that  panic 
has  set  in  and  money  is  rushing  right 
back  out  of  the  developing  world,  the 
buzz  is  different.  There's  gi-owing  inter- 
est among  economists  and  policymakers 
in  clamping  down  on  capital  flows  so 
"hot  money" — fast-moving  institutional 
capital — can't  wreak  havoc  on  ill-pre- 
pared economies. 

It's  not  exactly  a  fi-esh  idea.  In  fact, 
capital  controls  were  the  norm  ai'ound 
the  world — even  in  the  U.  S. — until  the 
1960s  and  '70s.  They  lingered  in  France 
and  Italy  tiU  the  late  '80s.  Cliina  and  In- 
dia, among  other  nations,  still  use  them. 
Malaysia  reimposed  them  on  Sept.  1. 

What  are  capital  controls?  Generally, 
the  term  appUes  to  any  measui'e  that 
limits  cross-border  investment.  For  ex- 
ample, some  nations  forbid  citizens  from 
owTiing  assets  such  as  stocks,  bonds,  or 
homes  abroad.  Others  limit  foreign  own- 
ership of  domestic  assets. 

Capital  controls  require  strict  limits 
on  cuiTency  conversion.  To  control  out- 
flows, for  example,  a  company  may  have 
to  convert  any  overseas  earnings  into  lo- 
cal cmrency,  rather  than  hold  dollars, 
say.  Citizens  may  be  limited  in  how- 
much  money  they  can  take  out  of  the 
country  on  trips.  To  limit  inflows,  gov- 
ernments might  tax  interest  payments 
on  short-term  deposits  from  overseas. 

Developing  countries  often  use  con- 
trols to  stem  capital  flight — when  citi- 


zens send  sa\angs  abroad  for  higher  re- 
turns instead  of  investing  them  at  home. 
In  theoiy,  capital  controls  also  let  gov- 
ernments pui'sue  economic  policies  ap- 
propriate to  theu'  internal  conditions 
without  woHTjing  about  the  reactions  of 
global  investors.  For  instance,  a  countiy 
could  jack  up  interest  rates  to  squelch 
inflation  without  being  deluged  by  for- 
eign money  seeking  high  \ields — which 
would  tend  to  exacerbate  inflation.  A 
country  in  recession  could  lower  rates 
without  having  investors  bail  out. 

That,  anyway,  is  the  theoiy.  In  prac- 
tice, most  nations  have  abandoned  capi- 
tal controls  because  they  haven't  met 
expectations.  Take  India,  which  is  some- 
times held  up  as  a  country  spai'ed  fi"om 
tui'bulence  by  controls.  The  price  of  sta- 
bility has  been  isolation  and  poverty. 
Controls  haven't  stopped  rich  Indians 
from  moving  money  abroad — but  have 
discoui'aged  Western  investors  from 
bringing  in  money  and  tecluiology.  So  In- 
dia's government  has  begun  lifting  the 
controls  and  expects  to  finish  the  job  by 
2000.  Economists  who  advocate  contr-ols 
elsewhere  "ar-e  only  echoing  what  India 
has  pr'acticed,  with  disastrous  results,  for 
the  last  25  year-s,"  cpryTV 
says  Surjit  Bhalla,  a    nUOLt  mtHLI 

fonner  Worid  Bank    Controls  Can 

economist  who  di-  ^jn^g 
r-ects  New  Delhi-        .    "      ,  , 
based  investment       jump-siart  an 

advisory  fii-m  Oxas    economy,  say 

Fund  Management,     advocates.  But 

Capital  controls     they  also  scare 

smiply  can  t  work 

weU  in  a  worid  of       off  investors 
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the  IMF,  it  will  leave  a  very  hollow  feeling" 


rime  Minister  Keizo  Obudii,  set  to  meet 
linton  on  Sept.  22,  recently  signalled  a 
•a(liness  to  consider  nationalizing  Japan's 
oubled  Long  TeiTn  Credit  Bank. 

Latin  America  may  be  the  most  press- 
g  concern  for  the  U.  S.  The  imf  has 
st  $25  billion  in  resoui'ces.  But  some  an- 
ysts  believe  Brazil  alone  would  require 
ore  than  the  $50  billion  the  Ti-easuiy 
ept.  and  imf  provided  a  smaller  Mexi- 
.n  economy  thi-ee  years  ago. 

In  Asia,  the  Administration's  primary 


goal  is  debt  relief — an  arduous  and  polit- 
ically delicate  process.  The  Asian  debts 
are  held  by  thousands  of  private  com- 
panies, not  by  a  handful  of  governments. 
Without  debt  relief,  the  Administration 
fears  that  nations  that  have  faithfully 
followed  the  imf  austerity  prescriptions 
will  follow  Malaysia,  which  has  resorted 
to  strict  controls  to  protect  its  cm-rency. 

For  now,  Clinton  is  mobilizing  his  Ad- 
ministration to  finally  tackle  a  crisis  he 
once  dismissed  as  "a  glitch  in  the  road." 


His  aides  have  a  long  way  to  go  to  put 
flesh  on  the  bones  of  a  new  bailout  plan. 
But  at  least  the  U.  S.  is  finally  showing 
the  leadership  that  the  world  has  been 
seeking. 

By  Deem  Foust  mid  Mike  McNamee 
in  Washington,  with  bureau  repoHs 
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fi'ee  trade  and  porous  borders.  If  a  coun- 
tiy  has  an  unattractive  investment  cli- 
mate, investors  will  find  ways  to  get 
money  out — in  then-  undei-wear,  if  need 
,^  be.  And  investors  will  work  just  as  hard 
to  get  money  into  a  countiy  that  seems 
attractive,  as  Brazil  discovered  in  the 
mid-1990s  when  it  fought  inflation  with 
high  interest  rates. 

One  solution  is  to  erect  massive  bu- 
reaucracies to  crack  down  on  illegal  mon- 
ey flows.  China,  which  does  not  allow  its 
cmTency  to  be  freely  converted,  on  Sept. 


are  the  kind  of  things  that  right-thinking 
people  aren't  supposed  to  like,  but  eveiy 
once  in  a  while  they  do  some  good." 

Malaysia,  for  one,  needs  financial  re- 
foiTOS  before  it  can  successfully  absorb 
foreign  investment.  And  "it's  easier  to  do 
that  sort  of  refonn  when  you're  in  a  sta- 
ble envu'onment,"  ai'gues  Stephen  M. 
Taran,  global  head  of  sovereign  reseai'ch 
for  Salomon  Smith  Barney  and  an  advis- 
er to  Malaysia.  Tai-an  says  capital  controls 
will  let  Malaysia  complete  refoiTns  quick- 
ly and  reopen  its  dooi's  to  the  foreign 


HOW  COUNTRIES  CONTROL  CAPITAL  FLOWS 


1        CONTROLS  ON  INFLOWS 

1      CONTROLS  ON  OUTFLOWS  1 

■  Make  investors  set  aside  part  of 
incoming  money  in  non-interest- 
bearing  accounts 

«  Set  foreign-exchange  rates  for 
trade  different  from  those  for 
investment 

■  Prevent  foreigners  from  buying 
certain  things,  sucti  as  banks  or 
real  estate 

■  Force  exporters  to  sell  foreign- 
currency  earnings  to  an  approved 
bank,  which  controls  resale 

■  Use  taxes  to  reduce  how  much 
incoming  funds  can  earn  on  local 
investments 

■  Lower  the  yield  on  foreign 
assets  relative  to  domestic 
assets  through  taxes 

16  announced  stepped-up  policing  of  the 
thriving  black  market  in  cm-rency. 

Bm-eaucracies  are  usually  no  match 
for  determined  capital  exporters,  howev- 
er. One  trick  is  to  cheat  on  invoices:  An 
exporter  who  wants  to  invest  abi'oad  un- 
derbills foreign  customers.  They  pay  the 
full  sum  owed;  the  exporter  hides  the 
excess  over  the  invoiced  amount  in  for- 
eign assets. 

Advocates  of  capital  controls  acknowl- 
edge these  drawbacks.  But  they  ai-gue 
that  depressed  Asian  economies  need  to 
lower  interest  rates  to  get  moving  again, 
and  the  only  way  to  do  that  is  to  wall  off 
theii'  capital  markets — at  least  briefly — 
from  the  rest  of  the  world.  Says  Eugene 
K.  Galbraith,  managing  director  at  abn 
Ami-o  in  Hong  Kong:  "Capital  controls 


capital  it  needs  for  long-term  growth. 

That  remains  to  be  seen.  Meanwhile, 
Malaysia's  controls  have  deeply  fright- 
ened global  investors  because  they 
amount  to  a  financial  Roach  Motel:  Mon- 
ey can  get  in,  but  it  can't  get  out.  In- 
vestors ai'e  more  sympathetic  to  limits 
on  the  inflow  of  capital.  Chile,  the  eco- 
nomic star  of  South  America,  requu'es  a 
portion  of  incoming  money  to  be  parked 
in  a  non-interest-beaiing  account  for  a 
yeai'.  That  limits  the  hot  money  coming 
in  so  there  will  be  less  capital  flight  lat- 
er. Putting  up  a  velvet  rope  to  control 
admission  is  more  inviting  than  putting 
bars  on  the  windows  to  prevent  escape. 

By  Peter  Coy  in  New  York,  with 
Manjeet  Kripalani  in  New  Delhi  and 
Mark  Clifford  in  Hong  Kong 
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COMIViENTARY 

By  Pete  Engardio 


WHERE  CAPITALISM  ISN'T  CAPITALISM 


Back  in  1988,  several  years  before 
emerging-market  mania  gripped 
the  West,  a  little-known  econo- 
mist from  Kyoto  University  named 
Yoshihara  Kunio  published  a  book 
called  Th  e  Rise  of  Ersatz  Capitalism 
in  South-East  Asia.  In  it,  Yoshihara 
concisely  detailed  the  deep  flaws  that 
permeated  the  business  cultures  of 
Indonesia,  Thailand,  and  Malaysia. 
Among  them:  The  region's  capitalists 
were  obsessed  with  building  family 
fiefdoms  and  amassing  wealth  based 
on  personal  contacts,  rather  than 
developing  world-class  industries. 

Too  bad  Western  investors  didn't 
pay  as  much  attention  to  Yoshihai-a's 
tract  as  they  did  to  World  Bank  and 
brokerage  reports  touting  the  Asian 
mii-acle.  They  still  might  have  pumped 
billions  into  Asia.  But  investors  would 
have  been  more  savvy  about  the 
risks — and  less  dumbfounded  by  the 
collapse  in  East  Asia  and  the  inability 
of  the  International  Monetaiy  Fund 
to  fix  the  damage  overnight. 

Understanding  the  chasm  between 
Western  and  Eastem  versions  of  capi- 
talism is  just  as  important  now  as  pol- 
icymakers and  investors  try  to  make 
sense  of  the  widening  debate  over 
globalization.  Much  of  the  cun-ent  dis- 
cussion centers  on  mechanics,  such  as 
whether  it  is  pindent  for  developing 
countries  to  reimpose  controls  on  cur- 
rency inflows  of  foreign  hot  money. 
FAMILY  FIRST.  The  real  battle  is  over 
much  deeper  issues.  Contraiy  to 
Western  nonns,  most  Asian  leaders 
tliink  there  is  nothing  wi'ong  with  us- 
ing domestic  financial  institutions  to 
prop  up  companies  and  projects  of  po- 
Utical  allies.  To  Asian  execs,  then*  fam- 
ilies' financial  interests  take  prece- 
dence over  those  of  shai-eholders — and 
unUke  in  the  U.  S.,  shai*eholders  and 
regulators  won't  oppose  them. 

Even  with  all  the  celebration  over 
the  relentless  march  of  the  American 
way.  Western-style  capitaHsm  and  the 
rule  of  law  that  guai-antees  it  never 
really  took  in  Asia.  Sui-e,  the  tri- 


GRGNY  CULTURE 


WIDE  CHASM:  Western  trappings.  Eastern  mores 


umphs  were  many:  Governments 
gi'eatly  liberalized  capital  markets, 
foreign  investment,  and  trade.  But 
loans  were  still  made  on  the  basis  of 
personal  relationships.  Companies  fo- 
cused on  accumulating  assets,  not  re- 
turning profits  to  investors.  Secmities 
laws  seemed  adequate,  but  regulators 
lacked  the  power  to  enforce  them. 

These  practices  live  on,  to  the  dis- 
may of  the  IMF,  World  Bank,  and 
Clinton  Administration.  Western  offi- 
cials concluded  that  Asia's  downfall 
was  its  lack  of  honest  data  and  insti- 
tutions that  could  cope  with  massive 
private  capital  flows.  Thus,  "trans- 
parency" and  "institution-building"  be- 


Leaders  see  nothing  wrong 
with  propping  up  companies  of  poUtical  ahies 


came  globalization's  buzz- 
words. The  concept:  Get 
governments  to  enact  a 
slew  of  U.  S.-style  com- 
mercial laws,  commit  to 
wholesale  bank  restruc- 
turing, and  train  eveiyone 
fi'omi  bankruptcy  judges 
to  bank  examiners.  Then, 
foreign  investore  would 
come  back,  snap  up  cheap 
assets,  and  put  Asia  on 
the  road  to  recoveiy. 

ITiis  Washington  view 
of  the  world  has  proved 
naive.  For  one  thing,  with 
the  memoiy  of  the  hits 
they  took  eai-fier  in  Asia 
still  fi'esh,  foreign  fund 
managers  and  bankers 
won't  be  easy  to  entice 
back.  And  while  there 
have  been  some  notable 
foreign  takeovers,  the 
price  tags  placed  on  Asian 
assets  have  been  too 
steep  to  ignite  any  real 
fire  sales.  For  Asians,  cor- 
porate assets  are  famil- 
ial— and  national— jewels. 
So  rather  than  see  foreign 
carpetbaggers  snare  them, 
South  Korean  banks  are 
letting  overleveraged  chm- 
bol  reshuffle  assets  among 
themselves.  In  Japan,  Toyota  Motor 
Coi"p.  is  helping  bail  out  a  failing 
bank.  And  in  Thailand,  chemical  com- 
panies and  hotels  are  stiffing  credi- 
tors, as  banknaptcy  cases  languish. 

So  is  it  futOe  for  the  IMF  to  push 
refoiTn?  Certainly  not.  Among  Asian 
leaders,  there's  broad  consensus  that 
institutions  and  business  practices 
must  be  upgi-aded.  Wliat's  misguided 
are  Western  expectations  that  reform 
will  be  accomplished  cjuickly — and  that 
new  standai'ds  alone  will  transform 
Asia's  business  culture.  Investors  and 
lenders  will  return  when  there  is  clear 
evidence  the  underlying  economies  are 
poised  to  roar  back.  And  perhaps  next 
time  aroimd,  fewer  will  be  fooled  by 
economies  that  look  Western — but  op- 
erate under  Eastem  rules. 


Engardio  is  a  senior  international 
news  editor  and  an  Asian  specialist. 
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WHAT  MAHERS  MORE  THAN  MONICA?  THE  ECONOMY 


Americans  are  disgusted  with  President  Clin- 
ton's alleged  behavior.  And  most  think  his 
power  will  be  greatly  reduced  because  of  the 
Lewinsky  scandal.  But  according  to  a  Harris  Poll  of 
1,009  adults  taken  on  Sept.  9-13,  Americans  still 
approve  of  the  job  Clinton  is  doing — 65%  give 
him  pretty  good  or  excellent  ratings  and  82%  be- 

RESIGNATION 

Do  you  think  President  Clinton  should  resign  or  continue  as 
President  until  his  term  ends? 

Should  resign  31%   Don't  know  2% 

Should  not  resign  66% 

THE  SCANDAL  ~~ 

Do  you  agree  or  disagree  with  the  following  statements: 

AGREE        DISAGREE      DON'T  KNOW 

A.  I  am  disgusted  by  what  I  believe  has  been  the  President's 
behavior  with  women  59%  37%  3% 

B.  The  media  have  given  far  too  much  attention  to  the 
Monica  Lewinsky  affair  82%  17%  1% 

C.  Kenneth  Starr,  the  special  prosecutor,  is  just 

out  to  get  the  President,  whatever  it  takes,  fair  or 
unfair  56%  41%  3% 

D.  In  judging  President  Clinton,  we  should  focus  on  how 
the  country  is  doing  and  his  policies,  not  on  his  private 
life  73%  24%  2% 

E.  It  will  be  difficult  to  believe  anything  the  President 
may  say  in  the  future  55%  43%  1% 

F.  Even  though  he  lied,  the  President  should  not  be  forced 
out  of  the  Presidency  unless  he  has  committed  a 
serious  criminal  offense  72%  26%  1% 

POWER  DRAIN 

If  President  Clinton  continues  as  President  to  the  end  of  his 
term  in  January,  2001,  do  you  think  he  will  still  have  a  lot  of 
power  or  do  you  think  his  power  will  have  been  gi'eatly  reduced 
because  of  the  Lewinsky  affair? 

Continue  to  have  a  lot  of  power. ...35%  Don't  know  2% 

Power  greatly  reduced  62% 

POLITICAL  FALLOUT 

How  much  do  you  think  the  Lewinsky  affair  will  help  the 
Republicans  and  harm  the  Democrats  in  this  November's 
congressional  election — a  lot,  some,  or  not  at  all? 

A  lot  27%    Not  at  all  20% 

Some  51%    Don't  know  1% 

ECONOMIC  OUTLOOK 

Over  the  next  12  months,  do  you  think  the  U.S.  economy  will 
improve,  worsen,  or  stay  about  the  same? 

SEPT.  1998   SEPT.  1997  SEPT.  1998  SEPT.  1997 

improve  ..18%  29%  Stay  about  the  same. ...64%. ...49% 

Worsen ...  17%  18%  Don't  know  1%  4% 

Some  categories  do  not  total  100%  because  of  rounding  or  refusal 
to  respond. 


lieve  the  media  have  overplayed  the  Lewinsky  af- 
fair. What  worries  Americans  is  the  prospect  of 
Asian  contagion.  Some  62%  say  the  international 
crisis  is  very  serious,  and  70%  believe  the  U.S. 
hasn't  yet  seen  the  worst  of  the  fallout.  Still, 
82%  believe  the  economy  will  be  at  least  as 
strong  as  it  is  currently  in  a  year. 

POCKETBOOK ISSUES 

Where  will  you  and  your  family  be  financially  a  year  from  now? 

SEPT  1998      SEPT.  1997  SEPT.  1998     SEPT.  1997 

Better  off  36%  50%  Worse  off  9%  10% 

The  same  55%  36%   Don't  know  1%  4% 

GLOBAL  CRISES 

Many  countries  in  Asia,  and  also  Russia,  are  in  a  financial 
crisis.  How  serious  do  you  think  this  crisis  is? 

Very  serious  62%    Not  at  all  serious  2% 

Somewhat  serious  32%    Don't  know  1% 

Not  very  serious  3% 

CONTAGION  FACTOR 

How  much  do  you  think  that  the  Asian  and  international 
financial  crisis  will  damage  the  American  economy? 

A  lot  23%    Not  at  all  6% 

Some  69%    Don't  know  2% 

PROGNOSIS     ~  ~ 

The  international  financial  crisis  has  already  done  some 
damage  to  the  U.S.  economy  and  stock  market.  Do  you  think 
the  worst  for  the  U.S.  is  over  or  that  the  worst  is  still  to  come? 

The  worst  is  over  27%    Don't  know  3% 

Worst  is  still  to  come  ..70% 

RECESSION 

How  likely  do  you  think  it  is  that  the  U.S.  economy  will  go  into 
a  serious  recession  in  the  next  two  years? 

Very  likely  16%    Not  at  all  likely  9% 

Somewhat  likely  37%    Don't  know  1% 

Not  very  likely  37% 

CONSUMER  SPENDING 

In  light  of  the  market  correction,  will  your  family  spend  more, 

less,  or  about  the  same  compared  to  a  year  ago? 

More  32%  Less  13%  About  the  same  55% 

INVESTMENT  PLANS 

Will  your  family  invest  more,  less,  or  about  as  much  of  your 
money  in  stocks  compared  to  a  year  ago? 

More  11%    Don't  know  4% 

Less  18%   About  the  same  64% 

EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  1,009  adults  conducted  Sept.  9-13,  1998,  by  Louis 
Harris  &  Associates  Inc.  Year-ago  poll  of  1,002  adults  conduct- 
ed Sept.  17-21,  1997. 
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A  good  travel  agent 
always  seems  to  know  exactly 
wnere  you  want  to  stay 


Hyatt  and  UNIGLOBE.  Helping  you  get  where  you  need  to  go. 

Wrth  preferred  rates  and  programs  such  as  the  UNIGLOBE  Rescue  Line"  24-hour  traveler  assistance, 
UNIGLOBE  can  help  you  get  more  out  of  your  Hyatt  stays  when  traveling  on  busitiess.  Once  there,  you'll 
find  everything  from  business-frietuily  rooms  and  express  cofitinental  breakfast  to  specially  staffed  Business 
Centers.  All  in  an  inspiring  environment  that  provides  the  added  touch  you  need  to  make  your  next  business 
trip  a  success.  For  reservations  and  more  information,  contact  your  nearest  UNIGLOBE  travel  planner 
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Feel  the  Hyatt  Touch" 
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WASHINGTON 


CAN  CLINTON 
HOLD  THE  CENTER? 

It  won't  be  easy-particularly  if  the  GOP  gains  in  November 


In  a  packed  auditorium  on  Sept.  14,  a 
glittei-ing  crowd  of  liigh-powered  busi- 
ness leaders,  bankers,  academics,  and 
media  types  saw  the  retiu-n  of  the  okl 
Bill  Clinton.  Gone  was  the  giiawed-lip 
pose  of  abject  contrition,  an  expression 
Americans  have  come  to  know  well  amid 
the  Monica  Lewinsky  scandal.  Regained 
was  the  earnest  voice  of  the  conciliator 
and  deteiTTiined  gaze  of  a  global  leader. 
For  84  minutes,  the  audience  at  the 
Council  on  Foreign  Relations  in  New 
York  saw  a  President  at  the  top  of  his 
game  and,  if  his  remai'ks  were  to  be  be- 
Heved,  on  top  of  the  world  again. 

It  is  a  vision  the  Wliite  House  hopes 
to  project  again  and  again  in  coming 
weeks  to  countei-  the  frenzy  fueled  by  In- 
dependent Counsel  Kenneth  W.  Stan"'s 
report  on  Presidential  misconduct. 
Buoyed  by  polls  that  show  two-thirds  of 
Americans  approve  of  Clinton's  job  per- 
formance, Wliite  House  strategists  know 
that  the  appearance  of  a  functional  Clin- 
ton Presidency  is  ciucial  to  his  sm-vival. 

But  is  a  revival  of  the  feisty,  factoid- 
spouting  Clinton  possible?  Or  has  scandal 
so  undermined  his  moral  authority — and 
political  power — that  he'll  be  unable  to 
make  a  dent  in  the  national  agenda? 
For  much  of  his  tenure,  Clinton  dom- 


inated the  middle  gi'ound,  carving  out 
compromises  and  aitfully  blending  Dem- 
ocrats' legislative  compassion  with  Re- 
publicans' steely  desire  for  fiscal  re- 
straint. Now,  "his  ability  to  command 
the  center  is  weakened,"  says  Samuel 
Popkin,  a  University  of  California  at 
San  Diego  political  scientist.  Adds  a 
Democratic  HiU  aide:  "I  don't  think  Bill's 
going  to  be  doing  much  triangulating 
[between  left  and  right]  anymore.  He'll 
be  trying  to  make  people  happy." 

That  could  mean  a  diffei'ent  path  for 
U.  S.  policy.  With  Clinton  in  eclipse,  Con- 


FEISTY:  Clinton  is  desperat 
to  appear  Presidential 

gvess  could  wind  up  in  pe: 
petual  deadlock  as  liberals  ar 
conservatives  battle  for  si 
premacy.  Democrats  will  like] 
push  left,  demanding  that  tl 
President  stow  any  talk  aboi 
"the  sensible  center."  Transl; 
tion:  a  stronger  push  fc 
measures  such  as  reform 
managed  care  and  greater  ri 
sistance  to  initiatives  such 
privatizing  Social  Security. 

Republicans,  mindful  thj 
Clinton's  escapades  have  n 
ligious  consei-vatives  in  a  fui' 
wiW  be  less  inclined  to  con 
promise.  "CUnton  is  the  Ant 
chiist  to  the  right,"  says  or 
Clintonite.  "New  Democrac 
just  got  a  lot  harder." 
The  prospect  of  prolonge 
partisan  head-banging  troubles  many  e: 
ecutives.  Says  James  W.  Breyer,  mai 
aging  partner  at  Accel  Partner-s,  a  Pa 
Alto  (Cahf.)  venture-capital  fir-m:  "Tl 
crisis  has  hindered  [Clinton's]  ability 
[make]  economic  policy."  David  Wys 
chief  economist  for  Standard  &  Poor 
DRi,  fears  policy  paralysis  during 
lengthy  impeachment  process:  "This  cou 
be  going  on  for  months  at  a  time  wh( 
the  global  economy  is  faUing  apart." 

On  the  other  hand,  business  leade 
point  out  that  the  most  important  ec 
nomic  policy  player-s  ar'e  still  in  the  gam 
"The  U.  S.  is  in  the  fortunate  positic 
of  having  [Federal  Reserve  Chairmt 
Alan]  Gr-eenspan  and  [Treasury  Seer- 
tary  Robert  E.]  Rubin,"  says  Gener 
Motors  Corp.  Chairman  Jack  Smit 
"There's  tremendous  confidence  in  the 
by  the  business  and  financial  community 
Still,  there  are  some  jobs  only  tl 
President  can  do.  And  Clinton's  imm 
diate  task  is  navigating  the  next  fe 
weeks,  when  Republicans  send  him  bil 


BACKED  INTO  A  CORNER 

TAX  CUTS  Clinton  is  set  to  veto  Republicans'  $80  billion  tax  cut.  Normal- 
ly, he'd  follow  up  with  a  compromise.  But  with  Democratic  liberals  crying 
"No  deal,"  the  Prez  may  have  to  stand  firm. 

SOCIAL  SECURITY  Once  Clinton's  capstone  second-term  issue,  reform 
looks  less  likely — a  victim  of  vanishing  bipartisanship. 

TRADE  A  weakened  President  will  be  forced  to  accept  more  Republican 
conditions  on  IMF  aid.  And  if  the  new  Congress  has  more  GOP  populists, 
any  trade  initiatives  will  be  difficult. 

SOCIAL  ISSUES  Clinton  could  win  short-term  battles  over  abortion  restric- 
tions and  curbs  on  environmental  regulation.  But  come  '99,  Republicans 
may  have  the  votes  to  nail  legislation  sought  by  the  Religious  Right. 
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'Jobody  ever  said  running  a  business  was  going  to  be  easy.  Of  course,  tliere  are  ways  to  mal<e  yours  more 
:apable.  More  competitive.  More  connected.  Take  3Com  networl<ing  solutions  for  growing  companies.  They'll  help 
YOU  make  the  most  of  everything  from  e-mail  to  e-commerce.  Visit  www.3com.com/moreconnectedbusiness  for  the 
acts.  And  discover  why  3Com  has  connected  more  people,  to  more  networks,  in  more  ways  than  any  other  company. 
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to  fund  federal  agencies.  To  fire  up  the 
Right  for  November,  they'll  attach  sym- 
bolic proposals,  such  as  curbs  on  envi- 
ronmental and  job-safety  nales.  After  a 
round  of  vetoes,  gop  leaders  concede 
they'll  relent  to  avoid  the  kind  of  disas- 
trous government  shutdowns  they  pro- 
voked in  1995  and  1996. 
LAME  OR  DEAD?  Another  game  of  cliick- 
en  looms  over  tax  policy.  Congress  is 
set  to  enact  a  five-year,  $80  billion  tax 
cut.  The  centeipiece:  a  smidgen  of  relief 
foi'  two-eamer  manied  couples.  Democ- 
rats oppose  the  move,  preferring  to  use 
the  surplus  to  shore  up  Social  Security. 
To  buttress  support  within  his  party, 
the  President  may  have  to  shelve  his 
impulse  to  compromise  with  the  GOP 
and  veto  a  tax  cut  tliis  year.  Next  year. 
Republicans  are  expected  to  come  back 
with  a  plan  for  a  10%  rate  cut. 

By  then,  Clinton  could  be  all  but  ir- 
relevant. If  Republicans  win  big  on  Nov. 
3  or  he  is  mired  in  impeachment  hear- 
ings, "he  goes  from  lame  duck  to  dead 
duck,"  says  OOP  adviser  Ed  Gillespie. 

And  Social  Security  reform,  which 
Clinton  once  thought  would  seal  his 
place  in  history,  likely  goes  nowhere. 
He  will  still  seek  a  sweeping  overhaul. 
But  with  doubts  about  privatization 
sown  by  the  stock  market's  tumble,  he 
won't  bring  many  Democratic  doubters 
along.  Corporate  lobbyists  also  suspect 
that  any  hope  for  trade  liberalization — 
including  fast-track  negotiating  pow- 
er— has  evaporated  until  after  the  2000 
elections.  Says  Representative  James 
P.  Moran  (D-Va.):  "There's  a  reluctance 
to  give  the  guy  [negotiating  authority] 
when  you  are  considering  whether  he 
should  be  impeached." 

Clinton  still  hopes  to  be  saved  by  a 
formula  that  has  worked  before:  Re- 
publicans overstep  and  stir  public  back- 
lash. "It  will  be  a  serious  mistake  for 
Congress  to  pick  a  fight  over  issues 
like  education  and  the  environment," 
warns  White  House  policy  adviser 
Bruce  Reed.  "They'll  blink  in  the 
end."  Adds  Democratic  strategist  Tony 
Coelho:  "His  biggest  advantage  is  the 
Republican  right.  Time  and  again,  they 
overreach." 

Not  this  time.  Republicans  vow. 
"Look  at  Newt  Gingiich,"  crows  a  paily 
elder.  "He's  been  restrained,  like  he's 
on  reverse  Viagi-a."  Tr-ue.  But  if  disci- 
pline among  Newt's  troops  dissolves — 
Gingiich  himself  heated  up  debate  Sept. 
16,  calling  Clinton  a  misogynist — COF 
leaders  woiry  that,  once  again,  Clinton 
could  dance  out  of  their  grasp. 

By  Lee  Walczak,  Richard  S.  Dun- 
ham, and  Amy  Borrus  in  Washington 
with  bureau  reports 


THE  ECONOMY 


ONE  FRIEND  CLINTON 

CAN  COUNT  ON:  THE  EXPANSION 

It's  withstanding  stock  market  gyi^ations  and  troubles  abroad 


As  Bill  Clinton  scrambles  to  keep  his 
Presidency  afloat,  he  can  take  com- 
fort in  this:  The  record  7!<!-year-old 
economic  expansion  that  has  sustained 
his  approval  ratings — and  helped  con- 
vince Americans  that  it  would  be  fooUsh 
to  dismiss  him  over  a  sordid  sex  scan- 
dal— isn't  likely  to  let  him  down.  In- 
deed, unless  Clinton  is  forced  to  resign 
or  is  impeached — provoking  a  severe 
crisis  of  confidence  and  policy  paraly- 
sis— most  economists  expect  the  U.  S. 
to  continue  to  grow. 

Still,  as  the  recent  gyrations  in  equi- 
ty mai'kets  indicate,  the  economy's  abil- 
ity to  grow  will  be  seriously  challenged. 
The  emerging-markets  meltdown  is 
crimping  U.  S.  corporate  sales  abroad. 
And  deflating  prices  and  rising  wages 
are  beginning  to  cut  deeply  into  profits. 
In  its  Sept.  16  Beige  Book,  the  Federal 
Reserve  Board  said  "the  economy  is 
continuing  to  expand  at  a  moderate 


pace,  although  several  districts  indicatec 
slowing  in  some  sectors."  The  consensu! 
view  of  economists  surveyed  by  th( 
Blue  Chip  Economic  Indicators  see 
real  gross  domestic  product  rising  at  i 
moderate  2.3%  annual  rate  in  the  las' 
two  quarters  of  1998,  little  more  thai 
half  the  3.6%  gain  in  the  fii'st  two.  Ir 
1999,  growth  is  expected  to  drop  t( 
2.2%.  That  would  be  the  weakest  pact 
since  the  1990-91  recession. 

And  there  are  some  who  anticipati 
an  even  worse  performance.  William  C 
Dudley,  chief  U.  S.  economist  for  Gold 
man,  Sachs  &  Co.,  has  cut  his  1999  fore^ 
cast  of  GDP  growth  from  2.7%  to 
skimpy  1.7%).  One  reason:  As  the  global 
economic  crisis  spreads  fi*om  Asia  am 
Russia  to  the  Western  Hemisphere 
U.  S.  exports  vrill  suffer  gi'eatly.  "The  is 
sue  is  not  Clinton.  The  real  issue  i 
Brazil  and  Latin  America,"  he  says. 

Already,  collapsing  exports  are  pun 
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The  Starr  Report  isn't  likely  to  derail  growth-unless 
it  leads  to  a  protracted  battle  over  impeachment 


ishing  U.  S.  manufacturers.  The  trade 
deficit  lias  mushroomed  and  subtracted 
2.5  percentage  points  from  real  GDP 
gi'owth  so  far  this  year.  In  its  wake, 
factories  have  pink-slipped  154.000  work- 
ers since  payrolls  peaked  in  March. 
That's  even  with  some  140,000  employ- 
ees who  r-eturned  to  work  in  late  July 
after  the  General  Motors  Corp.  strike.  A 
post-strike  rebound  in  vehicle  production 
boosted  industi'ial  output  by  1.7%  in 
August.  But  falling  exports  are  re- 
straining the  gains  in  output  of  capital 
machinery,  appliances,  and  electronics. 

Another  wor*r-y  is  the  slowdown  in 
capital  sjjending.  The  growth  in  indus- 


luxury  vacations,  and  second  homes. 

Wall  Street  won't  r-evisit  its  recent 
highs  until  investor's  see  a  br-ighter  pic- 
tur"e  for  pr'ofits.  Aftertax  earnings  of 
nonfinancial  corporations  have  fallen  for 
thi'ee  ciuaiter-s  in  a  row,  a  decline  that  is 
approaching  the  dip  experienced  dur-- 
ing  the  last  recession.  Certainly,  global 
factors  have  contributed  to  the  drop, 
but  the  main  cause,  labor  costs,  is  home- 
gr-own.  Over  the  past  year,  unit  labor 
costs  rose  2.4%,  while  prices  were  up 
less  than  1%.  "Corporations  are  really 
caught,"  says  David  Wyss,  chief  econo- 
mist of  Standard  &  Poor's  dri.  "Em- 
ployment costs  ar-e  going  up  due  to 


ty  has  pulled  the  yield  on  a  30-year 
Tr-easury  down  to  5.2%.  The  bond  rally 
wiW  lower  Washington's  inter'est  pay- 
ments, a  plus  for  the  budget  outlook 
while  cheap  mortgages  vdll  keep  hous- 
ing affordable. 

Per-haps  the  most  important  factor 
keeping  the  expansion  on  track  will  be  (g 
the  r-emarkable  perforTnance  of  inflatiorr 
Pr-oducei-  prices  fell  0.4%  in  August,  aiKftan, 
consumer  inflation  remains  below  2%  5 
Commodity  prices  are  in  a  deflation  spi- 
ral,  wlule  nonoil  imports  in  August  were 
4%  cheaper  than  they  were  a  year  ear- 
lier'.  Extr-emely  low  inflation  give 
the  Fed  leeway  to  cut  U.  S.  rates  as 


Why  Growth  Is  Slowing,  But  Not  Stalling  Out 


PROFIT  MARGINS 
HAVE  PEAKED... 


.FOREIGN  DEMAND 
IS  SINKING... 


...BUT  JOB  GROWTH 
IS  STILL  HEALTHY.. 


...AND  INFUTION 
REMAINS  QUITE  LOW 
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Hi 

icial: 


trial  capacity  is  already  eclipsing  even 
the  economy's  stellar  3.6%  pace  of  the 
fii'st  half,  and  the  percentage  of  idled 
plants  is  increasing  in  most  industries. 

The  overhang  could  become  more  se- 
ver-e  in  the  wake  of  the  U.  S.  stock  mar-- 
ket  correction,  which  has  shaved  14%  off 
the  Dow  .Jones  industrial  aver-age  since 
July  17.  With  the  plunge  in  stock  prices, 
Americans  are  rethinking  investment 
plans.  Equity  gains  had  financed  a  big 
part  of  the  five-year-long  capital-spend- 
ing blitz,  while  the  "wealth  effect"  made 
consumers  more  at  ease  with  buying 
mor-e  and  saving  less.  The  stock  market 
runup  also  fueled  the  housing  boom. 
LESS  FROTH.  Now,  says  Robert  V.  Di- 
Clemente  of  Salomon  Smith  Barney, 
consumer-s  will  scale  back  a  bit.  He  was 
pr-ojecting  an  extr-a  $100  billion  in  spend- 
ing financed  by  asset  appreciation  over 
the  next  two  years.  Now,  he  says  that's 
down  to  $20  billion  and  shrinking.  Di- 
Clemente  thinks  consumers  will  for-go 
"froth  spending" — items  such  as  jewelry, 
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tight  labor  mar"kets,  but  they  can't  pass 
it  on  due  to  the  str-ong  dollar  and  im- 
port competition."  That  won't  change 
until  labor  mar-kets  loosen,  which  DRi 
doesn't  expect  to  happen  imtil  late  1999. 

Yet  for  all  its  incr-easing  negatives,  the 
economy  overall  still  looks  secur-e.  Job 
gr'owth  has  slowed  fi'om  a  monthly  pace 
of  350,000  in  late  1997,  but  thanks'to  the 
strrjng  ser-vice  sector,  new  liires  still  av- 
erage around  200,000  a  month.  So  far, 
that  pace — along  with  real  wage 
gr'owth — has  been  lar-ge  enough  to  stop 
households  fi"om  relapsing  into  a  case  of 
the  job  jitter-s,  even  as  layoffs  rise.  Mor-e- 
over,  while  incr-easing  labor  costs  wr-eak 
havoc  on  pr'ofrt  mar-gins,  they  also  pr-ovide 
consumer's  with  fatter-  paychecks  to  keep 
shopping.  With  i-etail  sales  up  0.2%'  in 
August,  real  consumer  spending  is  prob- 
ably gr-owing  at  a  2%  annual  rate  in  the 
thir'd  cjuarter.  True,  that's  a  thirxl  of  the 
pace  in  the  fu'st  half,  but  it's  healthy 
enough  to  keep  the  economy  moving. 

In  addition,  the  global  flight  to  quali- 


a  way  to  rescue  overseas  economres 
Against  the  fundamentals  of  solid  jol  ,| 
growth,  low  inflation,  and  low  interes 
rates,  the  Stan-  Report  would  appear  t(  ^  ^, 
be  a  small  burr  in  the  economy's  back 
side.  The  danger  is  if  the  Republicai 
Congr-ess  pursues  the  scandal  all  th« 
way  to  impeachment.  With  the  Presi 
dent  under  siege  and  a  preoccupie( 
Congr-ess,  the  ensuing  political  vacuun 
could  lead  businesses  and  consumers  tt 
delay  spending  plans  until  they  see  ho\, 
the  dust  settles  on  Capitol  Hill. 

Until  now,  Clinton's  gi-eatest  succes  1 
has  been  to  preside  over  an  unprece 
dented  economic  expansion.  But  if  tb 
scandal  and  a  pr-otracted  impeachmen 
investigation  lead  to  a  dr-op  in  demand- 
and  a  r-eal  economic  downtiun — it  wouli 
appear  that  Clinton's  own  foibles  wouli 
be  the  straw  that  broke  that  expan 
sion's  back. 

By  Kathleen  Madigan  in  New  York 
with  Mike  McNamee  in  Washingto' 
and  William  C.  Symonds  in  Boston 
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INANCIAL  SERVICES: 
ALUE  AMID  THE  CARNAGE? 

ut  "buyer  beware"  remains  the  rule 


s  it  safe  yet?  That's  the  question 
many  money  managers  are  asking 
about  financial-sector  stocks.  Banks 
d  brokerages — including  Lehman 
■others,  J.  P.  Morgan,  Citicorp  and 
;public  New  York — have  been  among 
i  most  heavily  wounded  in  the  mar- 
t  carnage  this  summer.  But,  contends 
mes  Ellman,  manager  of  aim  Global 
nancial  Services  Fund:  "A  lot  of  ba- 
!S  have  been  thrown  out  with  the 
thwater."  In  other  words,  it  could 
time  for  some  financial  stocks  to 
tge  a  comeback. 

But  there's  good  reason  for  the  mar- 
t's skittishness.  Each  week  brings 
ish  news  of  more  billions  lost  by 
akers  and  traders  in  Russia,  Asia, 
d  other  emerging  markets.  Then 
;re's  the  prospect  of  slower  gi'owth 
home.  Many  fund  managers  remain 
ry  of  money-center  banks.  But  they 
.  r  that  many  regional  banks,  broker- 
•  i  firms,  and  mutual-fund  companies 
1 !  good  values  at  today's  prices. 
liEEFALL.  How  bad  has  the  sell-off 
n?  The  Standard  &  Poor's  Finan- 
Is  Index  is  down  23%  from  its  52- 
ek  high.  While  the  Standard  & 
or's  500-stock  index  trades  at  24.6 
IBS  estimated  1998  earnings,  the  fi- 
icials  index  is  just  16.5. 
Phe  discount  may  be  deserved:  Ana- 
ts  are  working  overtime  to  cut  eam- 
s  projections  for  banks  and  brokers, 
the  beginning  of  July,  analysts  ex- 
ited 9%  earnings  growth  in  1998 
m  brokerage  companies — but  now 
y  expect  no  increase  foi-  the  year, 
/eral  weeks  ago,  analysts  were  pre- 
ting  flat  earnings  foi-  brokers  for  the 
rd  quarter,  but  they  now  expect 

THE  FIASCO  IN 
FINANCIAL  STOCKS 


THE  STANDARD  &  POOR'S 
FINANCIALS  INDEX 

WEEKLY  CLOSE 


earnings  to  fall  32%, 
according  to  First 
Call  Corp.  For  mon- 
ey-center banks,  an- 
alysts ai'e  looking  for 
a  26%'  profit  drop  for 
the  third  quarter. 

Some  of  the  most 
brutal  market  blows 
have  been  felt  by 
the  big  banks.  David 
S.  Berry,  director  of 
research  at  Keefe, 
Bruyette  &  Woods 
Inc.,  says  bank 
stocks  are  being 
pummeled  the  way 
they  were  in  the 
1980s,  when  they 
had  less  capital  and 
lower  profits.  But, 
Beny  ai'gues,  the  in- 
dustry is  in  "rather 
better  condition" 
this  time. 

That  may  be,  but 
it  doesn't  diminish 
the  risks  that  the 
banks  still  face  from 
the  emerging-mar- 
kets meltdown. 
"What  you  need  to  see  is  a  clear  solu- 
tion to  the  offshore  problems,"  says 
Thomas  Goggins,  manager  of  the  John 
Hancock  Financial  Industries  Fund. 

Analysts  are  more  bullish  on  region- 
al banks,  which  aren't  as  exposed  to 
overseas  turmoil.  Even  Charles 
Peabody,  the  Mitchell  Securities  ana- 
lyst who  has  been  warning  for  more 
than  a  year  that  bank  stocks  could  face 
big  problems,  is  recommending  pnc 

WHO'S  FEELING 
THE  PAIN 


Many  regional  banks,  less  vulnera- 
ble to  global  fallout,  are  good  bets. 
So  are  some  mutual  fund  firms 
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Bancorp  and  Fleet  Financial  Group. 
Berry  prefers  First  Union  Corp. 
Michael  J.  Stead,  portfolio  manager  for 
siFE  Trust,  is  a  fan  of  Hibernia  Coip.,  a 
Louisiana  bank  hurt  because  of  some 
exposure  to  Latin  America.  He  has 
faith  in  the  bank's  ceo,  Stephen  A. 
Hansel,  who  "has  a  very  keen  eye  for 
maintaining  loan  losses  to  a  minimum 
and  has  done  a  great  job  of  redoing 
the  bank." 

RUMORS.  Investors  have  been  far 
more  worried  about  brokerage  stocks. 
"Conditions  were  so  uncertain  at  one 
point  for  the  global  houses  that  even 
the  faintest  hint  of  bad  news  tended  to 
be  overplayed,"  says  Financial  Service 
Analytics  analyst  Michael  A.  Flanagan. 
Lehman  Brothers,  for  instance,  was  ra- 
mored  to  be  filing  foi-  bankruptcy  pro- 
tection— a  rumor  the  firm  denies  and 
analysts  believe  is  unfounded.  Merrill 
Lynch  &  Co.  has  taken  some  trading 
losses,  and  more  hits  are  possible.  But 
to  justify  the  beating  the  stocks  have 
taken,  "you  have  to  assume  that  this  is 
permanent,  that  the  big  bull  market  of 
the  1980s  and  1990s  is  over,"  says 
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Attend  a  free 
executive  seminar 

on  using 
digital  strategies 

to  win  in 
tiie  marketplace. 

e-business  is  reshaping 
the  way  we  do  business 
and  changing  go-to- 
market  strategiesglobally. 
IBM  AS/400  is  pleased 
to  sponsor  an  information- 
tilled  seminar  featuring 
Larry  Downes,  coauthor  of 
the  best-selling  business 
bool<,  Unleashing  the  Killer 
App:  Digital  Strategies  for 
Market  Dominance.  This 
free  seminar  is  for  business 
executives  who  don't  want 
to  just  plan  for  the  future... 
they  want  to  own  it.  For  the 
date,  time  and  location 
of  a  seminar  m  your  area, 
visit  www.as400.ibm.com/ 
killerappsS 


ASMOOe  Data  Mining 

V 

What  does  your  data  know  that  you  don't?  An  AS/400e  data  mining 

solution  lets  users  quickly  spot  patterns  and  trends,  helping  turn  raw 

data  into  a  competitive  advantage.  Its  integrated  database  lets  you 

get  up  and  running  faster.  Learn  more  at  www.as400.ibm.com/mining3       1  (p)  ,._i,„si„,.s^to„is 

 r  ■ 

MOO  and  the  e-business  logo  are  Icademarks  ol  Inlernational  Business  Machines  Corporation  in  the  U  S  and/or  other  countries  Other  company,  product  and  service  names  nnay  be  the  lrademarl(S  or  service  matl<s  of  others  ©  1998  IBIVI  Corp 


News:  Analysis  &  Commentary 


Raphael  Soifer.  bank  analyst  at  Bro\\"n 
Brothers  Harriman  &  Co.  "If  the 
mai'ket  is  going  to  timi  ai-ound  and  we 
are  going  to  have  a  generally  good 
market  in  1999,  these  stocks  are 
cheap." 

Of  coui'se.  thats  a  big  if.  And  even 
now,  brokerage  stocks  trade  at  rela- 
tively lofty  price-to-book-value  ratios, 
says  Dean  Eberling  of  Putnam,  Lovell. 
de  Guardiola  &  Thornton.  One  excep- 
tion is  Lehman  Brothers,  which  trades 
at  a  price-to-book  ratio  of  1.5 — a  level 
not  seen  since  1990.  Eberling  says  the 
hit  to  Lehmans  stock  is  overdone  and 
that  the  company  has  done  "a  fabulou> 
job  of  recasting  itself  over  the  last 
thi*ee  yeai"s."  As  for  Morgan  Stanley, 
he  cites  its  "great  franchises"  and 
"strengthened  position  in  the  global 
game."  Ronald  Elijah,  manager  of  the 
Robeitson  Stephens  Value  +  Growth 
Fund,  bought  Chai-les  Schwab  recently, 
still  likes  longtime  holding  Merrill 
L\Tich.  and  is  looking  at  other  brokers 
"beeausf  tliey're  down  so  much." 
THE  BOOMER  CARD?  Mutual-fund 
companies  ai-en"t  escaping  the  blood- 
bath, either.  As  portfolio  values  drop, 
so  do  earnings.  But  some  fund  man- 
agei^s  vow  theii"  fimis  ai'e  now  unfairly 
undei'\"alued:  Affiliated  ilanagei-s  Group 
Inc.  announced  on  Sept.  11  that  it 
wotild  buy  back  up  to  b'~(  of  its  shai'es. 
aim"s  Ellman  likes  Alliance  Capital 
Management  and  Franklin  Resomx-es 
for  theu"  lai'ge  fixed-income  and  money- 
market  operations.  "We  know  the 
boomers  will  keep  retiiing,"  he  says. 
"They'll  have  to  put  their  savings 
somewhere.  If  it's  not  in  the  stock  mai- 
ket,  it  will  most  likely  be  in  the  fixed- 
income  market."  At  29>-,  Franklin  is 
down  4S'~f  fi-om  its  52-week  high  and 
do\Mi  29*"^  for  the  year.  Alliance,  while 
down  23^f  fi'om  its  52-week  high,  is  up 
17*7  for  the  year. 

American  Express  Co.  has  also  suf- 
fered. Its  stock  is  down  28.4<"f  fi-om  its 
52-week  high.  Babson  Value  ftuid  man- 
ager Nick  \Miitridge.  a  longtime  holder 
of  the  stock,  tliinks  that  \rith  long-teiin 
earnings  growth  potential  of  14*7  a 
yeai',  and  a  price-eai'nings  multiple  of 
about  14.5  times  estimated  earnings 
for  1999,  the  stock  is  "a  reasonable  val- 
ue, not  really  dirt  cheap." 

Sm"e,  if  the  international  crisis  abates 
and  the  mai'ket  continues  to  rebound, 
these  financial  stocks  may  tiuTi  out  to 
be  screaming  buys.  But  for  now,  in- 
vestoiv  might  want  to  wait  imtil  the  pic- 
tm-e  becomes  cleai-er  before  betting  the 
i-anch  on  the  newly  volatile  sector. 

By  Suzanne  WooUey.  icitJi  Gary  Sil- 
veniUDi.  in  Xeu:  York 


HIGH  TECH 


CAN  IPOs  ACHIEVE 
LIFTOFF  AGAIN? 

eBay  is  betting  the  Street  is 
ready  to  back  tech  startups 

Just  weeks  ago.  investors  couldn't 
get  enough  of  high-tech  iPOs.  High- 
fliers such  as  GeoCities — even 
though  they  had  no  eaiTiings — sold  ini- 
tial pubhc  offerings  of  their  shai-es  and 
watched  as  their  new  issues  jumped 
50*7  or  more  in  a  day. 

But  IPOS  that  would  have  headed  for 
the  stratosphere  in  .June  now  ai-e  ha\"ing 
a  hai'd  time  getting  off  the  laimchpad. 
Consider  eBay  Inc.,  a  hot  Internet  up- 
start scheduled  to  go  public  around 
Sept.  23.  Chairman  and  co-founder 
Pierre  Omidyai'.  who  won't  comment 
about  the  offering,  is  out  hawking  Ms 
company's  stock  to  investoi-s  who  gen- 
ei-aUy  want  little  to  do  with  tech  IPOS — 
at  least  imtil  Wall  Sti-eet's  roUer-coaster 
ride  smoothes  out. 

"Investors  are  fo- 
cused on  damage  con- 
trol with  theii"  existing 
names  rather  than  look- 
ing for  new  names  to 
buy,"  says  D.  Rex  Gold- 
ing,  co-head  of  global 
technolog^"  banking  at 
Morgan  Stanley  Dean 
Witter.  \Vho  can  blame 
them"?  Shares  of  the 
126  technologN"  compa- 
nies that  went  public 
this  yeai'  ai"e  down  an 
average  of  12.8'~f.  ac- 


A  SMALLER 
APPETITE  FOR  IPOs 


OMIDYAR:  Facing  a 
tech-averse  crowd 

cording  to  reseai-chei"s 
CommScan  LLC,  while 
the  Standai*d  &  Poor 
500-stock  index  is  u 
6.2^-^. 

One  I'esult:  Sine 
liily,  103  planned  im 
rial  pubhc  offeiings 
more  than  a  quarter 
Mf  them  in  high  tech 
!:ave  been  postpone 
'<Y  scrubbed.  Comm 
Scan   says.   "If  th 
niai'ket  stays  down 
continues  to  declin 
that  will  ultimatel 
create  a  very  big 
nancing  problem  for  technology'  compa 
nies."  says  Roger  McXamee,  a  paitne 
at  Integral  Capital  Partners. 

Omidyar's  eBay,  though,  is  one  com 
pany  that  most  analysts  believe  can  stil 
make  a  splash.  The  San  Jose  (Cahf.) 
based  online  auction  senice  is  ah'ead^ 
profitable — it  earned  S348.000  on  neaii; 
S15  milHon  in  sales  in  the  fu-st  si: 
months  of  1998.  The  company  takes  ; 
cut  fi'om  the  ti-ansactions  between  indi 
\iduals  who  go  to  its  Web  site  to  trad( 
eventliing  fi-om  stamps  to  dolls. 

The  eBay  offering  is  widely  seen  ai 
a  test  of  whether  investors  want  t( 
dive  back  into  the  most  promising  high 
tech  IPOS.  It  will  also  indicate  whethe 
the  lofty  valuations  given  to  one-tim 
tech  dai'lings  such  as  Yahoo  I  Inc.  an^ 
Amazon.com  Inc.  are  a  thing  of 
past. 

'GROUNDHOG  TEST."  Should  the  eBa 
iro  fiy.  iiivestoi-s  wiU  ttuTi  their  attentio 
to  another  hot  Internet  play.  Healtheo 
Corp.  The  company,  which  uses  the  N 
to  connect  insurers  with  health-cai 
pro\idei's  and  is  backed  by  Xetsca 
Commimications  Coi-p.  founder  Jam 
H.  Clai-k.  is  to  go  public  in  October 

Healtheon  is  taking  nothing  for  gi-an 
ed.  Company  executives  ai"e  holdin 
w  eekly  phone  confe 
ences  with  bankei-s 
gauge  the  mood 
Wall  Street.  "It's  t 
groundhog  test."  sa 
director  C.  Richai 
Ki-amlich.  "The  imde: 
writei"s  put  theii'  heac 
up  to  see  if  it's  goin 
to  be  a  simny  day 
not."  Healtheon  an 
eBay  can  only  hope  tl 
weather  changes  soor, 
By  Linda  Himelste. 
'//  S(in  Mateo.  Calif. 
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AT&T 

it's  all  within  your  reach. 

he  only  number  you  need 
D  know  for  all  colls  when 
'ou're  away  from  home 
I  800  CALL  ATT' 


You've  cUi^Hge^A.  H^^e  iones,  conf'menfs,  even  ce^\-w\es.  Buf  fU^nf  Aoes^i'^r  iM€^nv\  yoi^ 
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v^)U/vw.^*^^nvv^oH-.cov*\.  We  believe: 

Harriott 
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MOTOROLA  PUTS  A 
CHIP  PLANT  ON  HOLD 

STILL  STRIVING  TO  RECOVER 

from  problems  in  its  telecom 
businesses,  Motorola  is  sound- 
ing a  retreat — at  least  tem- 
porarily—in semiconductors. 
Citing  slumping  chip  demand, 
Motorola  announced  on  Sept. 
16  that  it  is  postponing  con- 
struction of  a  huge  chip  plant 
in  West  Creek,  Va.  That  was 
to  be  Motorola's  largest 
investment  worldwide,  cost- 
ing $3  billion  and  e.xpected  to 
employ  at  least  2,500  workers 
making  a  range  of  products. 
But  with  chip  sales  forecast  to 
fall  2%  this  year  and  Motoro- 
la anticipating  its  second 
straight  dismal  quarter,  "we 
had  to  take  a  hard  look  at  cap- 
ital  spending,"  says  a 
spokesman.  Motorola  says  it 


CLOSING  BELL 


CROSSED  SIGNALS 

Northern  Telecom  investors, 
already  antsy  about  the  $8.4 
billion  purchase  of  network- 
gear  maker  Bay  Networks, 
took  the  news  of  coming  lay- 
offs badly.  On  Sept.  15,  Nor- 
tel confirmed  that  it  plans  to 
slash  4%  of  its  workforce 
worldwide  and  take  a  still 
unspecified  third-quarter 
charge.  The  stock  fell  li,  to 
43X,  on  the  news.  Investors 
fear  the  cuts  are  a  sign  of 
dimmer  growth  prospects. 
But  Nortel  says  it  must 
"resize"  to  pursue  growth  in 
broadband,  wireless,  and 
other  emerging  technologies. 
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will  resume  construction  once 
the  industry  rebounds. 

HINTS  FROM  A  JUDGE 
ABOUT  MICROSOFT 

U.S.  DLSTRICT  COURT  JUDGE 

Thomas  Penfield  Jackson's 
Sept.  14  decision  to  delay  the 
Justice  Dept.'s  suit  against 
Microsoft  until  Oct.  15  came 
as  no  surprise:  Both  sides  had 
asked  for  more  time  to  pre- 
pare. But  Jackson's  denial  of 
Microsoft's  motion  to  dismiss 
the  suit  held  hints  about  how 
he  might  approach  the  case. 
A  June  appellate  court  raling 
had  been  expected  to  thwart 
Justice's  case  on  Microsoft's 
right  to  bundle  products.  But 
Jackson  wrote  that  Justice 
could  address  the  tying  issue 
if  it  shows  that  PC  makers  can 
create  systems  as  efficient  as 
Microsoft's  when  they  com- 
bine a  rival  browser  with  the 
Windows  system. 

ABBOn  S  NEW  CEO 
HAS  A  YEN  FOR  DEALS 

ABBOTT  LABORATORIES 

turned  to  the  dark  horse  in  its 
three-way  race  for  CEO:  43- 
year-old  Miles  White.  And  in 
looking  to  White,  head  of 
Abbott's  $2.7  billion  diagnos- 
tics unit,  the  board  may  be 
signaling  plans  to  ramp  up 
dealmaking.  White,  who  will 
succeed  Duane  Burnham  on 
Jan.  1,  has  used  accjuisitions  of 
companies  such  as  MediSense, 
a  maker  of  testing  kits  for  dia- 
betics, to  expand  Abbott's 
equipment  business  amid 
intense  price  pressures. 
White  says  he's  committed  to 
expanding  Abbott's  business 
lines,  but  is  "skeptical  of  the 
value  of  megadeals"  in  health 


CIENA  COULD  USE 
A  SAVIOR  

THESE  ARE  TOUGH  TIMES  AT 

Ciena.  The  telecom-equip- 
ment maker's  $4  billion  merg- 


HEADLINER:  GERALDINE  LAYBOURNE 


OXYGEN  GETS  AIRBORNE 


WHEN  GERALDINE  LAY- 

bourne  resigned  as  cable 
chief  for  Walt  Disney  in 
May,  Disney  amiably 
became  a  minority 
investor  in  Lay- 
bourne's  multi- 
media venture, 
Oxygen  Media. 
Now,  Lay- 
bourne  has 
landed  another 
key  partner  for 
Oxygen,  which  plans 
to  develop  TV  programs 
and  other  content  for 
women  and  kids.  On  Sept. 
15,  America  Online  took  an 
undisclosed  minority  stake. 
As  part  of  the  deal.  Oxy- 
gen will  get  three  women's 
sites  now  offered  on  aol's 
"Women's  Channel." 

The  three  sites — Electra, 
Thrive,  and  Moms  Online — 


will  be  the  basis  of  an  on- 
line women's  cybercommu- 
nity  Laybourne  is  planning. 
And  she  intends  to  use 
that  community  as  a 

test  market  for 
\  her  ideas  for  TV 
\  programming. 
V  :,'||  She  calls  this 
i/«  "the  vacuum 

cleaner  method 
\    of  getting  infor- 
mation" on  what 
will  fly  on  TV  because 
opinions  and  feedback  flow 
so  fi'eely.  "The  media  has 
underestimated  women,  the 
same  way  they  underesti- 
mated kids,"  says  Lay- 
bourne — who  ought  to 
know.  In  a  former  life,  she 
was  credited  with  building- 
Nickelodeon  into  the  top 
kids'  cable  channel. 

By  Richard  Siklos 


er  with  Tellabs  fell  apart  on 
Sept.  14,  and  Ciena's  stock  is 
off  86%  from  its  recent  high 
closing  price  of  88%..  Ciena 
plans  to  start  selling  to  the 
Baby  Bells  next  year,  diver- 
sifying from  long-distance 
carriers.  And  CEO  Patrick 
Nettles  is  investigating  what 
he  calls  "legally  questionable 
activities"  by  at&t  and  spin- 
off Lucent  Technologies  that 
may  have  torpedoed  the 
Tellabs  deal.  Lucent  denies 
any  wrongdoing,  and  at&t 
won't  comment.  But  analysts 
think  Ciena  should  look  for 
another  white  knight — maybe 
its  partner  Cisco  Systems. 

THE  U.S.  RELAXES 
ENCRYPTION  RULES 

U.  S.  COMPANIES  GOT  A  BOOST 

in  theii'  efforts  to  export  en- 
ciyption  products  on  Sept.  16. 
Vice-President  Al  Gore  an- 
nounced a  new  Administration 
policy  relaxing  some  controls 
on  ex"ports  of  encoding  and  de- 


coding technology.  It  elimi- 
nates restrictions  over  send- 
ing enciyjDtion  technology  to 
overseas  subsidiaries  of  U.S. 
companies  or  to  insurance 
fu'ms  and  online  merchants  in 
some  45  countries.  It  also  rais- 
es the  limit  on  the  strength 
of  enciyption  codes  that  can 
be  easOy  exported.  Some  soft- 
wai'e  execs  say  the  measures 
fall  short.  The  nation  isn't 
"close  to  a  final  resolution  of 
this  issue,"  says  Ed  Gillespie, 
head  of  trade  gi'oup  Ameri- 
cans for  Computer  Privacy. 

ETCETERA... 


■  Toys  'R'  Us  will  take  a 
$495  million  third-quarter 
restructuring  charge. 

■  Venator  Group  is  closing 
570  stores  and  focusing  on 
sneakers  and  sports  apparel. 

■  Juniper  Networks  unveiled 
an  Internet  router  10  times 
faster  than  Cisco's  best. 
H  BankAmerica  announced 
$330  million  in  pretax  quar- 
terly trading  losses. 


52  BUSINESS  WEEK  /  SEPTEMBER  28,  1998 


SOLTJTIC 

Providimo 


"To  BECOME  A  UiLAJ^lil^  IIV  EINANCIAL  SER\  ICES.  CuAJSE  B^V^sTK  OF  TeXAS 
NEEDED  TO  EQUIP  MORE  THAN  l.OOO  KEI^VTIOIVSHIF*  >L\1NAC;EKS  .\JVD 

PRODUCT  SPECIALISTS  WITH  A  TRUE  COMI^ETITrVTK  xVI3^7A]VTACiE^ 

Nobody  works  banker's  hours  anymore.  At  Chase  Bank  of  Texas,  bringing  good  ideas  to  clients  is  a  24x7  proposition. 
To  leverage  its  knowledge  about  its  clients,  Chase  Bank  of  Texas  chose  Siebel  Enterprise  Applications  to  provide  its 
bankers  with  the  most  comprehensive  chent  information  system.  Now,  their  bankers  have  become  true  "relationship 
managers",  offering  clients  value-added  financial  services  across  business  lines.  The  result?  Cross-selling  income 
has  soared  dramatically  and  chent  retention  is  up  sharply.  To  find  out  how  Siebel  can  make  your  organization  more 
competitive,  call  1-800-720-3115,  ext.  9229  or  visit  Siebel  at  www.siebel.com. 

SIEZBEZL 

Sales  •  Marketing  •  Customei-  Service 

SAN  MATEO  •  CHICAGO  •  BOSTON  •  NEW  YORK  •  LOS  ANGELES  •  LONDON  •  SYDNEY  •  PARIS  •  MUNICH  •  TOKYO  •  MEXICO  CITY 


©1998  Siebel  Systems,  Incorporated.   Siebei  is  a  trademark  of  Siebel  Systems.  Incorporated  and  may  be  registered  in  certain  jurisdictions. 


International  Business 


GERMANY 


SCHRODER'S 
MOMENT? 


A  Socialist  may 
take  the  reins  at 
a  turning  point 
for  Germany 


By  the  time  the  candidate  arrives 
just  after  5  on  this  dank  evening 
in  Frankfurt,  a  cold  rain  is  falling. 
But  the  crowd  gathered  to  rally 
for  Gerhard  Schroder,  the  Socialist  who 
aims  to  oust  Helmut  Kohl  as  Germany's 
Chancellor,  is  unfazed.  As  Schroder 
pushes  onto  the  stage,  the  applause  is 
wild.  Never  mind  that  his  speech  is  Ht- 
tle  more  than  slogans  about  "moderniz- 
ing" the  economy  and  ensuring  "fair- 
ness" for  working  people.  The  crowd 
loves  it.  "The  Socialists  will  take  from 
the  rich  so  that  everyone  can  live,"  says 
Svenja  Haeder,  18,  a  high-schooler  who 
came  with  her  parents.  "That's  fair. 
Everyone  should  be  safe." 

Meet  Continental  Europe's  rising  po- 
htical  star.  His  "New  Middle"  program 
aimed  at  bridging  the  gap  between  busi- 
ness and  labor  is  vague,  and  his  Social 
Democratic  Party  (SPD)  may  win  by  only 
a  narrow  margin  when  Germans  head  to 
the  polls  for  parliamentaiy  elections  on 
Sept.  27.  But  this  onetime  radical 
lawyer  from  the  state  of  Lower  Sax- 
ony has  touched  a  nerve  with  his  com- 


patriots, who  after  16  years  are  tired  of 
government  by  Kohl  and  his  Christian 
Democrats — and  worried  about  their 
economic  future.  Although  Kohl  has  a 
chance  to  pull  off  a  last-minute  victory 
in  the  German  vote,  polls  show  that 
Schroder  could  win  by  at  least  a  three- 
point  margin.  Some  say  the  election  is 
too  close  to  call. 

The  election  is  a  watershed  event  for 
Germany — and  for  Europe.  If  Schroder 
wins,  the  media-savvy  54-year-old  will 
be  the  first  representative  of  Germany's 
postwar  generation  to  govern  the  coun- 
try. His  style  of  leadership  would  con- 
trast with  that  of  the  68-year-old  Kohl, 
who  has  earned  a  place  in  history  by 
shepherding  grand  projects  such  as  Ger- 
man reunification,  aimed  at  undoing  the 
damage  of  the  cold  war.  Most  impor- 
tant, Schroder  would  take  the  reins  at  a 
turning  point,  just  as  Germany  jetti- 
sons its  beloved  mark  and  Europe 
launches  its  single  currency,  the  euro. 
WEAK  OR  STRONG?  How  Schi'oder  leads 
Germany  would  have  a  decisive  impact 
on  Europe's  economic  and  political  di- 
rection into  the  next  century.  He  would 
not  only  head  the  largest  economy  but 
would  play  a  key  role  in  defining  Eu- 
rope's relationships  with  the  U.S.  and 
Asia.  His  policies  would  help  determine 
whether  Europe  as  a  whole  is  competi- 
tive, whether  its  currency  will  be  weak 
or  strong,  and  whether  its  trade  policies 
will  be  open  or  protectionist. 

At  the  same  time,  though,  Schroder 
faces  unpredictable  economic  forces  out- 


side his  control.  The  financial  crises  i 
Asia  and  Russia  are  threatening  to  sloi 
Germany's  growth  and  wipe  out  chance 
of  cutting  the  10.9%  jobless  rat( 
Deutsche  Bank  economists  figure  there 
a  40%  chance  that  the  global  crisis  wi 
cut  Germany's  economic  growth  froi 
close  to  3%  next  year  to  around  2%. 

As  Chancellor,  Schroder  would  face 
stark  choice:  He  could  cast  himself  as 
new-style  Social  Democratic  Chancello 
and  use  his  communication  skills  to  coi 
vince  Germans  that  their  govemmen 
must  whittle  away  at  benefits  they'v 
enjoyed  since  the  1960s.  That  woul 
mean  spurring  growth  with  sharp  cut 
backs  in  social  benefits  and  flexible  hii 
ing   and   firing   rules.    In  essenc( 


WHAT  TO 
EXPECT  IF 
SCHRODER 
WINS 
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ECONOMIC  REFORM 


Although  Germany's  growth 
lags  Europe's  and  joblessness 
is  high,  Schroder  plans  no 
overall  cut  in  punishing  tax- 
es. Business  fears  he  won't 
loosen  labor  laws  or  enact 
crucial  pension  reforms. 


UNEMPLOYMENT 


Schroder  proposes  bringing 
government,  labor,  and  busi- 
ness together  to  create  a  jobs 
program.  Executives  worry 
that  the  plan  will  lead  to 
government  interference  in 
corporate  hiring. 


PRIVATIZATION 


Schroder  is  unlikely  to  piisli 
for  privatization  in  bankli 
and  other  state-dominate 
industries  or  for  reductioi 
in  Germany's  $18  billioni 
annual  subsidies  for  sick]  lasiur 
industries. 
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■Oder  would  try  to  pull  left-wingers 
ne  center,  just  as  Britain's  Laboui* 
16  Minister  Tony  Blair  has  done.  Or 
•oder  can  cater  to  the  core  of  his 
y,  which  is  controlled  by  old-line 
alist  Oskar  Lafontaine.  That  would 
n  opting  for  populist  measures  such 
wealth  taxes. 

;hr6der's  room  to  maneuver  would 
letermined  partly  by  the  election's 
Its.  If  the  SPD  gains  a  large  bloc  of 
s,  he  is  expected  to  form  a  govem- 
t  with  the  Green  Party — giving  the 
alists  a  majority  in  the  Bundestag, 
/ower  House,  which  Kohl  now  con- 
i,  as  well  as  in  the  Upper  House, 
other  possibility  is  a  gi'and  coalition 
reen  the  Social  Democrats  and  the 


E  CURRENCY 

1 

FOREIGN  AFFAIRS 

1 

s  leaders  fear 
r  won't  abide  by 
ficit  limits  man- 
ider  European 
y  union,  espe- 
a  slump,  thus 
ng  the  euro. 


With  crisis  gripping  Asia 
and  Russia,  Europe  may 
suffer  a  leadership  vacu- 
um until  Schroder  finds 
a  way  to  emerge  from 
the  shadow  of  Kohl. 

DATA:  BUSINESS  WEEK 


Christian  Democrats,  only  likely  if  the 
Socialists'  margin  of  victory  is  narrow. 
Then,  Schroder  would  have  to  con- 
stantly compromise  with  Wolfgang 
Schauble,  a  tough,  pro-business  conser- 
vative. Kohl  is  expected  to  hand  over 
leadership  of  the  party  to  Schauble  ]f  his 
party  doesn't  win  enough  votes  to  form 
the  government. 

For  now,  Schroder,  who  has  been 
Lower  Saxony's  prime  minister  since 
1990,  is  tilting  to  the  left.  He  has 
pledged  to  roll  back  limited  reforms  that 
Kohl  implemented,  such  as  cutbacks  in 
sick  pay.  He  plans  only  modest  cuts  in 
the  top  corporate  and  personal  tax 
rates,  which  range  up  to  45%  and  53%, 
respectively.  He  says  he  will  not  cut 
Germany's  tax  base  or 
slash  social  spending.  Any 
income  tax  cuts  will  like- 
ly be  offset  by  hikes  in 
the  gasoline  tax. 

To  battle  unemploy- 
ment, Schroder  wants 
government,  labor,  and 
business  to  devise  a  plan 
that  would  exchange  wage 
moderation  and  labor  flex- 


jders  proposed 
wealth  tax  is  popular 
with  everyday  folk, 
but  business  hates  it 

ibility  for  more  hiring  by 
companies.  Such  an  ap- 
proach has  cut  jobless- 
ness in  the  Netherlands 
to  under  5%,  he  points 
out.  But  many  executives 
V,.  ^^^^^^^H  doubt  Germany's  unions 
^^^^^U  will  accept  small  wage 
hikes  and  part-time  work, 
as  the  Dutch  unions  did. 
Business  leaders  also 
fiercely  oppose  Schroder's 
proposal  to  reinstate  a 
wealth  tax  that  would 
cover  unrealized  gains  on 
shareholdings. 
LIMITS.  Many  executives 
believe  Germany  must 
cut  taxes,  slash  govern- 
ment spending,  and  re- 
vamp labor  rules  far 
more  than  Schroder  is 
likely  to  do.  Their  hope 
is  that  sweeping  market 
forces,  from  deregulation 
to  the  euro,  will  compel 
even  a  Sociahst  govern- 
ment to  implement  some 
reforms.  Once  the  euro 
is  introduced,  the  gov- 
ernment will  come  under  pressure  to 
either  boost  productivity  or  cut  spend- 
ing to  keep  Germany's  budget  deficit 
within  the  monetary  union's  limit  of  3% 
of  gross  national  product.  "The  euro 
will  lead  to  more  deregulation,  more 
open  markets,  and  less  bureaucracy," 
predicts  Commerzbank  CEO  Martin 
Kohlhaussen. 

In  GeiTnany,  as  in  other  leading  in- 
dustrialized countries,  what's  needed 
right  now  is  a  real  leader.  No  matter 
how  close  the  race,  if  Schroder  wins,  it 
wi\[  be  because  Germans  beUeve  he  can 
finally  provide  jobs  in  a  country  that 
has  been  losing  them  for  years.  True 
to  his  slogans,  the  new  Socialist  Chan- 
cellor may  feint  left  at  first,  but  harsh 
realities  are  bound  to  soon  limit  his  op- 
tions. Like  Lionel  Jospin,  France's  So- 
cialist Prime  Minister,  Schroder  could 
well  be  forced  to  move  toward  the  cen- 
ter even  if  many  in  his  own  party  don't 
like  it.  How  he  chooses  to  get  there 
could  set  the  tone  for  German — and  Eu- 
ropean— politics  for  years  to  come. 

By  Tlimie  Peterson  mid  Karen  Lourry 
Miller  in  Frankfurt,  with  Stan  Crock  in 
Washington  and  bureau  reports 
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INDONESIA 


A  ncooN 

UNDER 
SIEGE 

Can  Anthony  Salim  salvage 
his  family's  assets? 

There  was  a  time  when  Salim 
Group,  one  of  Southeast  Asia's 
largest  conglomerates,  had  every- 
thing. Its  founder,  Liem  Sioe  Li- 
ong,  a  Chinese  immigi'ant  to  Indonesia, 
worked  in  his  uncle's  peanut  oil  shop  in 
a  backwater  town,  scraping  together 
the  savings  to  start  a  business.  Along 
the  way,  he  changed  his  name  to  the 
Indonesian-sounding  Sudono  Salim.  More 
important,  he  befriended  a  hugely  am- 
bitious aiTny  officer  named  Suharto.  Af- 
ter Suharto  took  over  as  President  in 
1966,  he  rewai'ded  Liem  with  lucrative 
franchises  in  banking,  flour  milling,  and 
telecom.  By  1997,  Salim  Group  had  $20 
billion  in  assets  and  some  500  compa- 
nies. Liem  was  not  just  big  among  the 
ranks  of  Southeast  Asia's  ethnic-Chi- 
nese tycoons.  He  was  gargantuan. 

A  year  later,  Liem  has  fled  Jakarta 
for  the  safety  of  Los  Angeles,  far  fi-om 
the  rioters  who  burned 
down  his  Jakarta  home  in 
May  during  unrest  that 
brought  Suharto's  resig- 
nation. With  the  old  man 
out  of  the  picture  and 
Suharto  in  disgrace, 
Liem's  son  Anthony  Sal- 
im is  now  scrambling  to 
save  his  family's  assets. 
But  the  mood  in  Indonesia 
has  turned  savagely 
against  the  tycoons  who 
supported  the  old  regime.  "They  should 
not  expect  the  treatment  they  got  in 
the  past,"  says  Ginandjai-  Kartasasmita, 
Coordinating  Minister  for  Finance, 
Economy  &  Industry  in  the  new  gov- 
ernment of  President  B.J.  Habibie. 

It  is  unclear  how  much  of  Salim 
Group  Anthony  will  be  able  to  salvage 
after  his  debts  are  paid.  The  govern- 
ment has  seized  control  of  the  group's 
Bank  Central  Asia  (BCA),  the  biggest 


le  riots  that  ousted 
Suharto  in  May  put 
the  heat  on  Anthony 
SaUm's  holdings, 
inchiding  BCA 

private  bank  in  Indonesia,  charging  it 
with  improper  lending  practices.  Regu- 
lators are  demanding  $4.8  billion  from 
Salim  Group  by  Sept.  21  to  cover  the 
bank's  debts.  Othei^wise,  they  threaten 
to  begin  seizing  its  assets.  Habibie  is 
also  dismantling  the  monopolies  on  food 
staples  that  guaranteed  the  vast  wealth 
and  power  of  the  Salims.  And  indige- 
nous Indonesian,  or  pribumi,  business 
groups  are  lobbying  Habibie  to  disman- 


tle the  gi'oup  and  parcel  it  out  amon^ 
them.  The  Indonesian  depression  hasfe 
wiped  at  least  40%  off  the  value  of  Sail; 
im's  local  assets,  estimates  Wilson  Na-, 
banan,  head  of  Indonesian  credit  agencj 
cisi  Raya  Utama.  "Even  without  th( : 
political  pressure,  Salim  Group  woulc 
still  be  bankrupt,"  says  Nabanan. 
STRONGMEN.  The  Salim  story  has  be 
come  a  cautionary  tale  for  the  new  Asia 
Thi'oughout  the  region,  the  shock  of  de 
pression  and  political  tumult  is  rockinj 
the  corporate  empires  that  have  domi 
nated  businesses  and  entire  countriei 
for  decades.  The  tycoons  who  threw  ii 
their  lot  with  the  strongmen  of  pre-cri 
sis  days  are  finding  the  game  changedj* 
That's  especially  true  for  the  SaUms, 

Yet  Salim  Group  has  big  strength  ^ 
outside  Indonesia,  in  corporations  basei  t 
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in  Hong  Kong  and  Sin- 
gapore, beyond  the  reach 
of  Indonesia's  new  niiei-s. 
So  it's  possible  Anthony 
can  dig  up  funds  tlu-ough 
his  outside  empire  Ui 
keep  going.  First  Pacihc 
Co.,  a  Hong  Kong-based 
property,  banking,  and 
telecom  company,  is  a  po- 
tential source  of  cash. 

But  with  the  bulk  (il 
its  assets  inside  Indone- 
sia, the  gTOup  is  exposed 
to  the  wrath  of  the  gov- 
ernment, which  has 
mounted  a  public  cam- 
paign to  stamp  out 
cronyism  and  corruptioi; 
and  make  Indonesia  ;i 
cleaner  place  to  do  busi 
ness.  "At  some  stage, 
they  have  become  too 
dependent  on  govern- 
ment support,"  says 
Ginandjar.  "Of  course, 
now  that  has  become  a 
liability  for  them." 
NO  CHOICE.  Salim  flid  not 
respond  to  repeated  re- 
quests for  an  interview 
for  this  article.  But  a 
Salim  Group  executive 
claims  the  company  was 
forced  into  unprofitable 
businesses,  such  as  flour 
milling,  by  the  Suharto 
regime.  "The  government 
needed  food,"  says  the 
executive.  "So  it  was  an 
assignment.  It  wasn't 
that  we  wanted  this." 
Company  executives  say 
they  had  no  choice  but  to  play  by 
Suharto's  rules  if  they  wanted  to  do 
business  in  his  Indonesia. 

The  Salims  even  today  have  Indone- 
sian admirers  who  say  the  country 
needs  able  business  leaders.  Anthony, 
who  returned  from  a  London  technical 
college  in  1973,  worked  his  way  up  from 
a  low-level  job.  His  father  made  him 
president  and  CEO  in  1992.  "Anthony 
Salim  is  the  most  intelligent  and  re- 
sourceful businessman  in  Indonesia," 
says  cisi's  Nabanan.  Such  confidence 
leads  the  ceo  of  a  bank  that  funded  the 
group  to  ask:  "Will  there  be  a  sequel — 
The  Empire  Strikes  BackT 

Meantime,  Salim  Group  companies 
may  soon  test  Indonesia's  new  bank- 
ruptcy law.  Many  analysts  believe  Salim 
Group  has  more  than  $3  billion  worth  of 
foreign  debt  in  three  of  its  Jakarta-list- 
ed companies  alone. 

Then  there's  the  local  political  mood. 


THE  SALIM  EMPIRE 

INDOFOOD  FIRST  PACIFIC 


Indonesia's  dominant  noodle 
maker.  Sales  of  $455  million,  but 
has  a  crushing  $1  billion  debt. 

INDOCEMENT 

Produces  a  third  of  Indonesia's 
cement. 

BANK  CENTRAL  ASIA 


Hong  Kong-based  property,  bank- 
ing, and  telecom  conglomerate, 
54%  owned  by  Salim  Group: 
$750  million  market  cap. 

METRO  PACIFIC 

First  Pacific's  troubled  real 
estate  affiliate  in  Manila 


TOO  CLOSE? 


Cozy  deals,  like  a 
government  contract 
with  this  Indofood 
plant,  underpinned 
the  group's  power 

Bank  Indonesia,  the  cen- 
tral bank,  sets  a  limit  to 
such  intragi-oup  loans  at 
20%  of  an  entire  portfo- 
lio; at  BCA  the  ratio  was 
50%.  iBRA  wants  an  ad- 
ditional $1.8  billion  to 
make  up  for  those  loans. 

The  government  has 
Anthony  Salim  in  a  cor- 
ner. If  he  cannot  repay 
the  $4.8  billion  by  Sept. 
21,  Jakarta  can  start 
seizing  assets.  The  gov- 
ernment has  said  it  is 
prepared  to  seize  noodle 
maker  Indofood  Sukses 
Makmur,  Salim's  prof- 
itable but  debt-ridden 
company  that  makes  90% 
of  Indonesia's  noodles. 

Yet  Salim  is  negotiat- 
ing vdth  IBRA  "in  very 
good  faith,"  says  an  econ- 
omist familiar  with  the 


WasTndonesia's  largest  private' '         UNITED  INDUSTRIAL  CORR         negotiations.  It  has  al- 

  ready  sold  a  small  stake 

Singapore-based  holding 

company  for  property,  retail, 

and  consumer  goods.  Sales  of 

$224  million. 


bank,  now  nationalized,  has 
$4.8  billion  in  debt. 

BOGASARI  FLOUR  MILL 


The  world's  largest  flour  mill. 
Now  it  has  lost  its  subsidies. 


DATA:  BUSINESS  WEEK,  COMPANY  REPORTS 


wliich  regards  Liem  as  an  old  Suharto 
crony.  A  wave  of  anti-Chinese  riots  in 
May  and  attacks  on  pi'operty  owned  by 
the  Suharto  clan  triggered  a  nationwide 
run  on  Salim's  Bi'A,  80%.  owned  by 
Suharto  son  Sigit  Harjoyudanto  and 
daughter  Siti  Hardiyanti  Rukmana  in 
an  an-angement  that  Salim  Group  exec- 
utives say  they  were  forced  to  accept. 

Tlie  nm  stalled  on  May  18  and  lasted 
for  weeks,  wiping  away  the  bank's  cap- 
ital. This  suddenly  gave  the  new  gov- 
ernment leverage  over  Salim  Group. 
Anthony  was  the  first  Indonesian 
banker  in  trouble  to  ask  the  Indonesian 
Bank  Restnictui'ing  Agency  (ibra)  for 
help.  IBRA  responded  by  nationalizing 
the  bank,  recapitalizing  bca  to  the  tune 
of  $3  billion.  Then  an  audit  found  that 
the  bank's  corporate  affiliates  and  share- 
holders, including  the  Suharto  children, 
had  been  lending  money  to  themselves 
in  violation  of  Indonesian  banking  rules. 


in  Manila  brewery  San 
Miguel  Coip.  for  $70  mil- 
lion. And  it  could  raise 
more  cash  by  selling  off 
parts  of  its  holdings  in 
Singapore. 
REAL  LOSER.  But  Jakarta 
bankers  close  to  the  negotiations  say 
the  Salims  probably  don't  have  enough 
time  to  raise  the  cash,  ibra  officials  say 
the  family  will  probably  be  left  with  no 
more  than  a  20%-  stake  in  their  major 
holdings  but  that  Anthony  could  still 
maintain  management  control. 

If  there  is  a  real  loser  in  this  story,  it 
could  be  Indonesia.  Sahm  Group  em- 
ploys 200,000  Indonesians  and  has  a 
hand  in  feeding  all  211  million  of  them. 
BCA  is  the  bank  most  used  by  Indone- 
sian businesses.  Salim's  listed  units — 
Indofood  and  Indocement  Tunggal 
Perkasa — at  one  time  made  up  15%  of 
market  capitalization  on  the  Jakarta  ex- 
change. "What  do  you  get  if  you  de- 
stroy Bc^A,  Indocement,  and  Indofood? 
You  destroy  the  economy,"  says  one 
Jakarta  economist.  Yet  whatever  hap- 
pens, the  SaUms  must  now  pay  for  the 
exalted  position  they  held  for  so  long. 

By  Micliaei  SMri  in  Jakarta 
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Lot?  camp 


HOW      DANKA      IS      FIXING     THE      PROBLEMS      COMMON  WITH 


:•        r  -eopte-  iektnc)  it. 

SERVICE. 


You  teeter  on  the  brink  ot  insanity  every  time  you  hear  "The  copier's 
jammed"  or  "Why  won't  the  prmter  print'" 

Don't  climb  out  onto  the  ledge.  Call  Danka. 

We  supply  hundreds  of  thousands  ot  our  clients  with  the  best  office 
equipment  technology  from  the  world's  leading  manufacturers:  Kodak, 
Hewlett-Packard,  Toshiba,  Canon,  Minolta,  OmniFax  and  more.  Great 
machines,  yes,  but  more  important  are  the  great  service  people  behind  them. 

Even  the  best  machines  have  bad  days.  So  Danka  C'ustomcr  Service  is 


available  24  hours  a  day  to  take  your  call  ami  get  friendly  help  on  the  way 
tast.(.)ur  skilled  technicians  know  every  m.ichine  inside  and  out.  And  our 
systems  engineers  and  digital  network  engineers  will  be  ready  to  get  you  up 
and  running  as  soon  as  humanly  possible. 

Many  clients  even  have  us  service  their  Xerox"  equipment.  In  fact,  we're 
one  ot  the  leading  service  suppliers  for  Xerox  machines  in  the  country. 

With  Danka,  you  get  one  equipment  vendor  and  one  reliable  source  tor 
responsive  service  and  simplified  billiri'g.  All  to  put  your  mind  at  ease. 

Fc)r  your  personal  support  group,  call  l-MIII)-(  )K--D.AN'KA.  ■ 


OAlMCa 


IS  d  registered  tradenurk  \'\  Xn 
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SMILE,  MaKE  EyE  CONTACt 

and  keep  the  soles  of  your  feet 

to  yourself,  Ted  remembered  from  the  in-flight  article  he  had  read. 

In  the  Middle  East,  it's  offensive  to  expose  the  soles  of  your  feet.  And  here  he  was, 

the  principal  of  an  engineering  firm,  in  Dubai,  trying  not  to  build  the  bridge  too  far. 

'  |His  company|  was  based  in  Reno,  Nevada— which  might  seem  like  a  strange  place  for  an 

international  engineering  firm  if  the  tax  structure  weren't  so  friendly.  But  that  presented 

challenges.  Most  of  Ted's  colleagues  were  strewn  to  the  four  corners  of  the  globe. 

The  ability  to  ^|send  e-mail  and  schedule  meetings^  was  paramount-with  architects  in 

Salt  Lake  City,  fabricators  in  Sao  Paulo,  financiers  in  Geneva.  As  their  company  grew,  so  did 

their  reliance  on  the  Web  to  ^|share  information  and  get  new  clientsj.  Control  was  critical. 

Because  ^ ^managing  projects  on-time,  on-budgetj  for  his  company  and  his  clients 

was  one  of  the  reasons  they  were  starting  to  win  so  many  contracts.  This,  and  their  left 

foot  not  tripping  over  their  right.  Though  today  they  wouldn't  be  propped  up  on  a  desk. 

THE  ^^BEST  PARTS^  OF  HIS  DAY  WERE  MADE  POSSIBLE  BY  LOTUS. 

'lotus  Domino"'  server  gateway.  ^Lotus  Notes'^  scheduling  and  e-mail.  ^Domino-based  interactive  Website. 
^Project  Management  application  developed  by  Lotus  Business  Partner,  ^www.lotus.com/worktheweb 


Lotus. 


Ajj  IBM  Company 


!BM  15  i  registered  iradeinaili  ol  iniernaiional  Btisinns  M^chme^  Curp 


International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


IS  MALAYSIA  RIPE 

FOR  A  POPULAR  REVOLT? 


In  an  upscale  Kuala  Lumpiu'  subiu'b,  just  ai'ound  the  comer 
fi'om  Domino's  Pizza,  a  40-yeai'-old  banker  stands  in  fi'ont  of 
Anwar  Ibrahim's  house,  hawking  refornuisi  bumper  stick- 
ers. Vendors  sell  eventhing  fi'om  Anwai'  buttons,  80c  apiece, 
to  Anwar  T-shirts  and  videos.  $4.  Business  is  brisk,  as  more 
than  10,000  Malaysians  flock  to  the  sacked  Finance  Ministei-'s 
home  most  nights  to  hear  him  denounce  Prime  Minister  Ma- 
hathir Mohamad's  government. 

The  party  won't  last  much  longer.  The  police  are  threat- 
ening to  chai'ge  Anwar  with  holding  rallies  without  a  peiTnit. 
Even  Anwai-'s  most  ardent  fans  expect  lus 
aiTest  after  the  Commonwealth  Games  end 
on  Sept.  21.  But  Mahathir  hasn't  dared 
pounce  as  long  as  thousands  of  athletes, 
tourists,  and  dignitaries,  including  Queen 
Elizabeth  II,  ai-e  in  town  for  the  10-day,  $5 
billion  sports  jamboree. 
SEEKING  ALLIES.  Like  the  track  athletes. 
Anwai'  is  in  a  race  against  the  clock.  From 
nothing,  he's  trying  to  build  a  political 
base  capable  of  challenging  Mahathir's 
United  National  Malaysian  Organization, 
which  controls  all  the  levers  of  power.  He  ANWAR:  Free  for  n 
aims  to  create  what  he  calls  "a  movement 
of  the  people,"  a  popular  revolt  to  topple  Mahathu*. 

It's  a  tall  order,  with  a  slim  chance  of  success.  Anwai''s  rad- 
ical reforms  would  attack  the  heart  of  the  system  btiilt  by 
Mahathii-  and  his  UXMO  paity.  He  regulaiiy  denounces  crony- 
ism and  wants  to  end  bailouts  of  politically  wired  companies 
such  as  Renong.  And  he  stresses  political  demands  for  more 
fi'eedom,  justice,  and  the  nale  of  law. 

His  ideas  appeal  to  disenchanted  Malaysians  as  diverse 
as  m^ban  \nppies  and  consen'ative  rtu-al  Muslims.  "My  in- 
tention is  to  ensure  that  this  momentum  can  be  sustained," 
says  Anwar.  He  is  counting  on  the  recession  to  bolster  his 
support.  So  far,  however,  Mahathir  seems  to  have  the  upper 
hand  as  the  stock  market  has  stabilized  and  bank  lending  has 


increased  since  Mahathir  imposed  ciuTency  controls  on  Sept. 
1.  But  those  gains  may  yet  prove  short-lived. 

A  second  track,  of  forging  ties  with  Islamic  and  Chinese 
gi'oups  in  a  grand  anti-Mahatlw  alliance,  is  showing  some  suc- 
cess. Muslim  leaders  appear  at  Anwar's  rallies,  and  Lim  Kit 
Siang,  head  of  the  opposition  Democratic  Action  Party,  reg- 
ulaiiy visits  his  house.  "There  is  definitely  room  to  cooperate," 
says  Lim.  Anwar  adds:  "The  reform  agenda  has  transcended 
[partisan  pohtics]." 

Anwai-  has  come  a  long  way  since  he  was  fii-ed  on  Sept.  2. 

For  days,  feaiing  imminent  airest,  he  kept 
to  his  house.  But  even  as  he  speaks  out, 
the  deck  is  still  heavily  stacked  against 
him.  Mahathir  controls  the  state-secuiity 
apparatus  and  has  begun  piling  on  the 
l>ressure.  However,  he  hasn't  yet  tiuned 
ihe  big  guns  of  the  Internal  Security  Act 
on  his  foiTner  protege  as  he  has  on  other 
opponents  in  the  past.  A  legacy  of  British 
colonial  laile,  the  act  allows  the  govern- 
ment to  detain  suspects  indefinitely  without 
trial.  But  its  use  could  trigger  widespread 
condemnation  at  home  and  abroad.  "That 
would  make  Anwar  a  mart\T,"  says  one 
diplomat  in  Kuala  Lumpur.  "It's  a  real  loser." 
SMEAR  CAMPAIGN.  Instead,  Mahathii-'s  administration  is  at- 
tempting to  smear  Anwar  with  allegations  of  sexual  miscon- 
duct, moral  turpitude,  and  treason.  A  recently  published 
book  lays  them  out  in  gi-aphic  detail,  though  the  govern- 
ment has  not  yet  brought  any  formal  charges.  Anwar  in- 
sists they  are  "fabrications."  But,  says  the  diplomat,  "if  peo- 
ple believe  them,  he's  finished." 

Anwai''s  downfall  wiU  also  be  complete  if  he  can't  btuld  suf- 
ficient support  to  head  off  his  own  an-est.  As  long  as  he  is 
free  to  speak  out.  he  can  get  time — as  well  as  a  growing  band 
of  Malaysians — on  his  side  and  behind  liis  ideas. 

By  Bruce  Einhoni  /»  Kuala  Lumpur 


GLOBAL  WRAPUP 


GM  RAISES  SUZUKI  STAKE 

►  General  Motors  Corp.  will  become 
the  largest  shareholder  in  Suzuki 
Motor  Corp.  Japan's  No.  1  minicar 
maker  said  it  will  issue  new-  shares  to 
enable  (.;m  to  raise  its  stake  to  10% 
from  3.3%  in  a  deal  worth  about  $296 
million.  GM  already  owns  37.5%  of 
truckmaker  Isuzu;  competitor  Ford 
owns  33.4%  of  Mazda. 

Suzuki  and  gm  hope  eventually  to  de- 
velop jointly  small,  inexpensive  vehicles 
for  the  developing  w'orld.  The  deal 
would  not  affect  operations  at  Adam 


Opel,  gm's  Gennan  subsidiaiy,  which 
produces  compact  cars.  Suzuki  and  Opel 
agreed  in  May  to  develop  small  passen- 
ger cai's  together  for  Em*ope. 

EU  PUSHES  U.S.  TRADE  DEAL 

►  Brussels  unveiled  a  slimmed-down 
plan  to  remove  regulatory  barriers 
from  the  European  Union's  $320  bil- 
lion annual  trade  with  the  U.S.  The 
EU  commission  wants  an  early-warn- 
ing system  to  avoid  disputes  over 
food  safety  and  genetically  modified 
crops. 

The  plan  offers  more  mutual  recog- 


nition of  product  tests  and  technical 
specifications  as  part  of  the  Ti-ans- 
Atlantic  Economic  Partnership  it 
agreed  in  May  to  negotiate  with 
Washington. 

An  earlier  version  was  shot  dowTi 
by  France.  The  15  European  Union 
governments  still  have  to  approve 
the  new  plan  before  talks  with  the 
U.S.  start.  This  time,  though,  EU 
trade  czai'  Leon  Brittan  says  that  he 
does  not  expect  major  objections.  The 
partnership,  he  says,  will  bolster  "a 
pole  of  stability  in  a  turbulent  world 
economv." 
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We  bring  the  world  closer  together. 


Not  only  can  you  fly  Lufthansa  to  hundreds 
of  destinations  around  the  world,  but  we're 
also  part  of  the  Star  Alliance""  network,  along 
with  United  Airlines,  Air  Canada,  SAS,  THAI, 
and  Varig.  Together,  we  offer  one  of  the  most 
extensive  route  networks,  taking  you  to  over 
650  destinations.  And  on  qualified  flights, 
you'll  earn  mileage  in  Lufthansa  Miles  &  Moref 
United  Mileage  Plusf  or  in  any  of  our  other 
partners'  frequent  flyer  programs.  So  wherever 
in  the  world  you  may  need  to  go,  we  make  it 
easier  for  you  to  get  there. 

www.lufthansa-usa.com 


Meet  the  most  personal  of  personal  comj 


rh&  vety  latest  Compaq  Armada  notebooks.  Th 


anything  a  desktop  can —  ^J^^J^^^y^^^^^an\n>vhere  you  want.  Notebooks  that  red(tp! 
die  Armada  notebook  diats  perfea  for  you)  call  1-800-AT-COMPAQ.  Or 

Better  answers. 


The  Corporation 


STRATEGIES 


REHEATING 
STARBUCKS 


Growth  is  tepid.  Will 
restaurants,  supermarket 
sales,  and  a  push  overseas 
brighten  the  bottom  line? 

It  was  a  busy  week  for  Starbucks 
Chief  Executive  Officer  Howard 
Schultz.  First,  the  company  unveiled 
a  new,  lighter  blend  of  coffee.  Then, 
he  heralded  the  Seattle  opening  of  Cafe 
Starbucks,  the  coffee  company's  first 
full-fledged  restaurant.  Two  days  later, 
Schultz  flew  to  London  for  the  Sept.  17 
premiere  of  Starbucks  in  Europe. 

Quite  a  pace  for  a  guy  who  made  a 
fortune  advising  people  to  take  a  coffee 
break.  But  the  45-year-old  Schultz  is  on 
a  mission:  He's  out  to  prove  there  is 
still  some  zing  left  in  those  beans,  as 
Starbucks  Coffee  Co.  evolves  from  a 
high-flying  startup  to  a  maturing  com- 
pany with  more  level  gi'owth.  With  the 
buzz  over  lattes  waning,  Starbucks  is 
brewing  new  ventures  in  restaurants 
and  supennarkets  to  perk  up  sales.  It  is 
also  searching  for  the  next  big  hit  with 
drinks  such  as  Tiazzi,  an  icy  concoction 
of  tea  and  juice. 

The  company  that  made  espresso  a 

daily  habit  finds  itself  at  a   

crossroads.  Schultz  argues 


JUICING  UP 

that  its  new  investments  in  drinks  like 
brand  extension  are  neces- 
saiy  if  Starbucks  is  to  main- 
tain an  impressive  growth 
pace  in  the  coming  years. 
"We  have  to  keep  push- fl:::;;^^ 
ing  the   envelope  and 
reinventing  ourselves,"  he  ' 
says.   But  in   the  near 
term,  the  moves  are  rais- 
ing questions  about  how  far 
the  chain  can  stray  fi"om  its 
coffeehouse  roots  without 
losing  its  way. 

Investors  have  come  to 
expect  a  lot  from  Schultz 
and   his   team — and  they 
weren't  shy  about  expressing 
their  disappointment  when 
management  stumbled  this 
summer.    Starbucks'  stock 
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price  has  plunged 
about  50%  since  ear- 
ly July,  as  the  com- 
pany announced  lack- 
hister  2%  growth  in 
same-store  sales  for 
July  and  nudged  an- 
alysts' predictions  to- 
ward the  lower  end 
of  1999  earnings  esti- 
mates. The  company 
has  told  analysts  to 
expect  earnings  to 
grow  30%  to  35%.  for 
the  next  several 
years.  That's  not 
bad — unless  you've 
been  delivering  42% 
earnings  growth,  as 
Starbucks  has  on  av- 
erage for  the  past 
four  years.  Wall 
Street  expects  eai'n- 
ings  of  $82  million  on 
revenues  of  $1.3  billion  for  fiscal  1998, 
which  ends  on  Sept.  27,  according  to 
Zacks  Research. 

The  slowdown  in  comparable-store 
sales  gives  investors  the  jitters  because 
Starbucks'  retail  stores  provide  85%  of 
the  company's  revenues.  From  its  start 
in  1971  as  a  small 
whole-bean  store  in 
Seattle,  Starbucks 
has  grown  to  1,800 
outlets  and  continues  to 
open  a  store  a  day.  The 
company  admits  that  it 
^  cannibalizes  30%  of 
'  its  own  store  sales 
by  opening  shops  neai' 
each  other,  with  the 
trade-off  being  that  it 
saves  money  on  mai'ket- 
ing  and  distribution 
costs  through 
chistering. 

To    stay    ahead  of 
mounting  competition, 
ranging   from  Dunkin' 
Donuts  to  smaller  chains 
such  as  Tully's  Coffee  in 
Seattle  and  Coffee  Station 
in  New  York  City,  Star- 


PROFITS:  New 

Tiazzi  are 
starting  to  catch  on 


FOOD  ON  THE  SIDE:  Starbucks  aims  at  tke  dinner  trade 


bucks  has  relied  on  a  string  of  new  hit 
products.  Last  year,  the  star  was  Frap- 
puccino,  a  cold-blended  diink  that  helped 
boost  July,  1997,  same-store  sales  by 
7%.  The  chain  hoped  to  follow  up  this 
summer  vrith  Tiazzi,  a  blend  of  tea  and 
juice.  But  Stai'bucks  kept  tinkei-ing  with 
the  recipe  and  didn't  get  the  mixture  to 
stores  imtn  July  12.  Tiazzi  appears  to  be 
catching  on — August  store  sales  gi-ew 
3%',  two-thirds  of  it  from  Tiazzi.  But 
sales  growtli  is  clearly  slowing  down. 
BEAN  COUNTING.  That's  why  Starbucks 
is  reaching  out  to  grocery  stores  and 
restaui'ants.  Its  initial  forays  onto  su- 
permarket shelves — with  bottled  Frap- 
puccino,  a  joint  venture  with  PepsiCo 
Inc.,  and  coffee  ice  cream,  in  a  deal  with 
Dreyers  Grand  Ice  Cream  Inc. — have 
been  hits.  And  Schultz  is  relying  on  the 
strong  Starbucks  brand  image  to  give  it 
a  leg  up  in  the  coffee  aisle,  where  60% 
of  all  java  is  sold. 

Shoppers  don't  get  a  price  break  on  a 
12-ounce  package  of  Starbucks  beans— 
the  supermarket  price  is  comparable  to 
what  you  pay  at  a  corner  Starbucks 
store.  But  even  with  that  premium  over 
volume-brands  like  Maxwell  House  and 
Folgers,  analysts  question  whether  Star- 
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ABOUT    A     DOCUMENT  SYSTEM? 
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Digital  Document  Delivery  Syste 

Model:  Di620  '     Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for 

Digital  Copier  ■  remarkable  Minolta  Di620.  Designed  specifically  to  allow 

you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  #  At  it's  heart,  an  advanced  digital  image  processing  technology: 
■  LIMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  #  Yet  perhaps  what  really 
warrants  your  personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  three 
positions.  Punches  2-hole  or  three-hole.  Even  folds  in  three  ways:  half-fpld,  crease-fold  (with 
saddle-stitch),  or  z-fold  for  oversized  pages.  #  Of  course,  you  can  access  all  these  capabilities 
directly  from  your  desktop  using  the  Di62o  as  a  network  printer.  Experience  the  iiiiB^^- 
..  .   power  of  the  Di62o.  See  why  it's  nothing  short  of  a  high  performance  machine.  ^^^B^. 
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For  more  information  call  1-800-964-6658.  www.minoltad3,com/ad. 
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^o^\d-s  Bests 


Tired  of  your  old  28.8 
modem  slowing  you  down? 
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average  up  to  80%  faster 
than  28.8  modems^  for 
truly  high  speed  down- 
loading, streaming  video, 
and  near  CD-quality  audio. 
So  visit  your  nearest 
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at  www.3com.com/56k 
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to  getting  the  most  out  of 
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bucks  can  maintain  its  traditional  6% 
profit  margins  after  paying  supemnar- 
kets  for  shelf  space  and  brokers  for  dis- 
tribution. Starbucks  executives  insist 
they  can  compensate  by  shifting  other 
costs,  such  as  shipping  and  marketing, 
to  the  grocery  stores  and  brokers.  And 
they're  not  worried 
about   the  super- 
markets siphoning 
away  coffee-store 
business.   A  trial 
last  winter  in  Chica- 
go   proved  most 
people    went  to 
Starbucks    for  a 
quick  jolt  and  didn't 
like  hauling  a  bag  of 
beans  back  to  work. 

The  return  on 
Starbucks'  restau- 
rant venture  is  less 

certain.  Starbucks  opened  its  first  Cafe 
Starbucks  to  capacity  crowds  on  Sept. 
11.  Another  three  restaurants  are 
planned  in  Seattle  by  the  end  of  the 
year.  The  concept  is  an  attempt  to 
stretch  Starbucks'  business  fiuther  into 
the  evening.  Right  now,  85%  of  busi- 
ness is  completed  by  3  p.m.  If  the 
restaurants  are  successful,  look  for  a 


nationwide  rollout.  However,  offering 
hot  meals,  full  service,  and  a  bar  with 
coffee  liqueur  drinks  is  more  complex 
and  costly  than  pulling  a  shot  of  espres- 
so. "It  makes  me  nei-vous,"  says  Hai^vey 
G.  Bateman,  pi-incipal  portfolio  manager 
for  Sirach  Capital  Management  Inc., 

STARBUCKS:  LESS  JOLT 
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which  trimmed  its  Starbucks  holdings 
from  1  million  to  700,000  shares  in  Au- 
gust. "It  defies  the  simplicity  of  the 
Starbucks  model." 

Meanwhile,  Schultz  plans  to  go  even 
farther  afield.  He  talks  of  opening  500 
stores  in  Em-ope  and  Asia  over  the  next 
five  yeai-s.  Already,  lines  go  out  the  door 
at  the  23  existing  Stai'bucks  in  Tokyo, 


despite  Japan's  recession.  In  fact,  the  de- 
pressed Asian  economy  is  offering  Star- 
bucks gi-eat  real  estate  deals.  In  Europe, 
meanwhile,  Starbucks  snatched  up  Lon- 
don-based Seattle  Coffee  Co.  for  1.8  mil- 
lion newly  issued  shares  worth  $84.5  mil- 
lion. The  acquisition  diluted  earnings  bv 
5%  in  fiscal  1998  bilt 
the  61-store  Britisli 
chain  gives  Stai- 
bucks  a  base  from 
wliich  to  expand  tn 
the  Continent.  The 
overseas  expansion 
will    certainly  be 
pricey  Still,  Mitchell 
J.  Speiser,  analyst  at 
Lehman  Brothei-s, 
thinks  foreign  oper- 
ations  could  con- 
tribute   25%  nt 
Starbucks'  total 
earnings  within  five  years. 

Of  coiu'se,  there's  no  saying  how  pre- 
mium-coffee sales  will  hold  up  if  the 
world  economy  falls  off  a  cliff.  But  then 
who  would  have  guessed  10  years  agi 
that  people  would  be  lining  up  to  pay  $: 
for  a  cup  of  joe? 

By  Seamia  Browder  in  Seattle  wifl 
Emily  Thornton  in  Tokyo 
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DRUGS 


THE  NEW  FRACAS 
OVER  FAT  PILLS 

How  safe  is  the  combination  of  Prozac  and  phentermine? 

In  late  August,  one 
of  the  nation's 
most  respected 
drug  researchers, 
Dr.  Richard  J.  Wurt- 
man,  dropped  a  bomb- 
shell on  the  diet-drag 
industry.  He  present- 
ed new  evidence  that 
could  explain  why  the 
once  wildly  popular 
obesity  drag  combina- 
tion known  as  fen- 
phen  seemed  to  cause 
serious  heart  prob- 
lems. Because  of  these 
problems,  fenfliu-amine, 
one  of  the  chugs  in  the 
combo,  was  volimtaiHy 
pulled  off  the  market  a 
yeai'  ago.  PhenteiTnine, 
the  other  half  of  the 
pair,  is  still  available 
and  is  now  commonly 
used  in  combination 
with  the  antidepressant  Prozac  to  treat 
obesity.  But  Wiulman  warned  that  the 
Pro-phen  combination  could  be  just  as 
dangerous  as  fen-phen. 

That  warning  alarmed  obesity  ex- 
perts because,  imlike  previous  studies,  it 
implicated  phenteiTnine.  Wurtman  sug- 
gests that  phentermine's  label  should 
have  been  changed  long  ago  to  say  that 
the  drug  alters  the  blood's  chemistry 
by  inhibiting  the  action  of  an  enzyme 
known  as  MAO.  The  labels  of  fenflu- 
ramine and  Prozac  both  cany  express 
warnings  that  they  should  not  be  taken 
with  drags  that  act  as  mao  inhibitors. 

Wuitman's  claims  have  been  furiously 
attacked  by  some  diet-chug  companies,  al- 
ready under  siege  fi-orn  lawsuits  related 


WURTMAN:  Setting  off  a  la  rms  in  the  pharmaceutical  industry 


to  the  fen-phen  combination.  His  research 
is  "blatant,  unsupported  advocacy,"  said 
Medeva  Americas  Inc.  It's  "incoiTect  and 
totally  misleading,"  complained  Smith- 
Kline  Beecham  plc.  "There  is  no  evi- 
dence that  phentermine  is  an  mao  in- 
hibitor of  clinical  significance  in  humans." 
Wmtman,  director  of  Massachusetts  In- 
stitute of  Technology's  renowned  Clinical 
Reseai'ch  Center,  and  co-author 
Tunothy  J.  Maher,  a  profes 
sor  at  Massachusetts  Col- 
lege of  Pharmacy,  were 
accused  of  conflicts 
of  interest  and 
of  support- 
ing "junk 
science." 


BAD  MIX? 


Findings  suggest 
that  phentermine's  label 
should  long  ago  have  listed  risks 
if  taken  with  Prozac  or  fenfluramine 


The  conflict-of-interest  charges  arise 
because  Wmtman  is  a  co-developer  of  a 
competing  diet  drag — Redux,  a  form  of 
fenfluramine.  He  is  also  co-founder  of 
Cambridge  (Mass.)-based  Interneuron 
Pharmaceutical  Inc.,  which  made  Re- 
dux. Wurtman  dismisses  the  criticism, 
pointing  out  that  Interneuron  pulled 
Redux  from  the  market  worldwide  last 
year  and  has  no  interest  in  trying  to 
reintroduce  it.  Interneuron  on  Sept.  6 
also  negotiated  a  settlement  of  all  law- 
suits alleging  haiTn  from  Redux. 

Wurtman  says  phentermine's  makers] 
were  iiresponsible  in  fail 
ing  to  uncover  the  prob 
lem-  themselves.  "I  wouli 
hope  that  Medeva  con 
ducted  their  own  re 
search,"  he  says.  "Thi 
fact  is,  this  should  ha\  t, 
been  stated  on  the  la 
bel."  Medeva  respond 
that  the  earlier  researc' 
on  phenteiTnine  "demon 
strated  that  phenter 
mine's  mao  inhibitoiy  poi 
tential  is  veiy  weak 
WHOSE  JOB?  'The  control 
versy  over  phenteraiin 
highlights  a  long-standin, 
problem  at  the  Food  i 
Drug  Administratio 
(FDA).  The  agency's  to 
priority  is  to  clear  th 
way  for  the  mai'keting  c 
new  chugs.  Few  of  its  rc 
sources  are  aimed 
monitoiing  and  updatin 
the  labels  of  older  drags.  That  job  is  le: 
largely  to  the  dragmakers,  which  musj 
file  yearly  reports  with  any  new  info 
mation  on  their  drags.  Medeva  a: 
SmithKline  both  say  the  fda  was  notifi( 
of  the  eai'lier  reseai'ch  on  phenterminej 
Wliy  didn't  the  fda  acf  Dr.  Jami 
Bilstad,  director  of  one  of  the  agenc; 
drag-evaluation  offices,  would  not  con 
ment  on  the  possible  dangers  of  t\ 
phentermine  combination  or 
whether  the  fda  considerf 
changing  the  label.  "There  ai 
hundreds  of  articles  pu' 
hshed  on  drags  all  tl 
time  and  not  ever 
thing  merits  me 
tioning  in  tl 
label,"  he  sai 
W  u  r  t  m ; 
and  Mah 
maintain  the 
work  confinns  i 
search  on  phent< 
mine  that  was  fii 
published  in  the  eai 
1970s.  That  infonnatic 
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Jeither  is  Windows  NT  Server  4.0. 


On  July  29,  1996,  we  introduced 
Microsoft  Windows  NT  Server  4.0. 
The  idea  behind  this  server  operating 
system,  as  with  3.51,  3.5  and  3.1  before 
it,  was  that  customers  would  benefit 
from  an  OS  that  runs  their  network  and 
their  business  applications.  It  was  about 
integration,  and  it  still  is.  But  a  lot  has 
changed  in  two  years. 


To  keep  up  with  the  changing  needs  of 
customers,  we've  added  hundreds 
of  enhancements  since  1996.  In  fact, 
today's  Windows  NT  Server  4.0  is  far 
different  from  the  one  we  first  shipped. 
For  starters,  we've  improved  file  and 
print  performance,  and  updated  Web 
and  application  services.  We've  also 
enhanced  networking  and  communica- 
tions services,  and  enabled  streaming 
media.  And,  we're  committed  to  contin- 
ued improvement  as  we  work  to  provide 
a  solid  migration  path  to  Windows  NT 
Server  5.0. 

So  how  have  these  improvements  been 
received?  In  just  two  years,  about 
640,000  U.S.  companies  have  installed 
over  1  million  copies. 


A  lot  has  changed  in  two  years. 
Including  Windows  NT  Server  4.0. 


Windows  NT 

Server  4.0 


.microsoft.com/go  winciowsNTServer/  MiCit}SOft 

Where  do  you  want  to  go  today? 
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they  say,  should  have  been  added  to  the 
drug's  label  back  then.  Maher  agrees 
with  the  manufacturers  that  the  early 
literature  charactei-izes  jjhentermine  as 
a  weak  mao  inhibitor.  But  "the  labels  of 
[fenfluramine  and  Prozac]  say  'never  give 
these  drugs  with  an  MAO  inhibitor,'"  he 
says.  "They  don't  say  "never  give  vdth  an 
MAO  inhibitor  unless  it's  weak.' " 

This  is  a  high-stakes  battle.  Phenter- 
mine,  an  amphetamine-like  drug,  has 
been  a  popular  treatment  ever  since  its 
approval  as  a  short-term  appetite  sup- 
pressant in  1959.  A  generic  version  has 
been  available  since  1976.  Sales  soared 
in  1992  when  doctors  discovered  that  a 
combination  of  phenteiTnine  and  fenflu- 
ramine worked  better  than  phentennine 
alone.  In  1996,  sales  of  phentermine  to- 
taled $124  million  but  fell  to  $25  million 


The  Ups 
and  Downs 
of  Fen-phen 

1970  research  is  only 
now  coming  to  light 


in  the  fii-st  half  of  1998  after  fenflur- 
amine was  pulled  off  the  market. 

Wuilman  claims  it's  the  combination 
that  is  the  problem.  Fenfluramine  and 
Redux,  as  well  as  anti-depressants  such 
as  Prozac,  raise  levels  of  a  brain  chemi- 
cal called  serotonin  that  affects  appetite 
and  mood.  Many  scientists  believe  that  if 
too  much  serotonin  is  released,  it  may 
damage  heart  valves  and  lead  to  a  seri- 
ous lung  condition  called  primary  pul- 
monary hypertension.  The  companies 
say  the  link  between  sei'otonin  and  heait 
damage  has  not  been  proven. 

The  body  has  two  ways  of  mopping 
up  excess  serotonin — by  absorbing  it 
into  blood  platelets  or  soaking  it  up  with 
the  MAO  enzyme.  Phentermine  inhibits 
the  action  of  mao;  Prozac,  fenfliu'amine, 
and  Redux  prevent  the  platelets  fi"om 


soaking  up  serotonin.  When  phenter-  ifn'^f 
mine  is  given  in  combination  with  one  of 
the  other  chugs,  the  body  has  no  way  to 
soak  up  excess  serotonin,  Wmtman  says, 
.DATABASE  DISCOVERY.  Maher  first  de 
cided  to  investigate  the  fen-phen  com-lieL-Sii 
bination  in  the  spring  of  1997.  "I  am  new 
always  concerned  about  combination  Bint 
drags  because  combinations  are  not  ap-  iT.iiiic 
proved  by  the  fda,"  he  says.  He  did 
database  search  of  previous  studies  anc 
foimd  several  fi'om  the  1970s  suggesting 
that  phentermine  is  an  mao  inhibitor  iie 
He  alerted  Wurtman,  but  the  two  die  ikffini 
little  to  follow  up,  because  fenflui'amim  inp 
had  been  taken  off  the  market. 

They  took  a  second  look  this  sum- 
mer, after  Maher  learned  that  obesitjfc  iii 
clinics  ai'e  now  regularly  prescribing  the  louiicfi: 
Pro-phen  combination.  Wurtman,  mean-  Ilit  ir 
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Phentermine  is 
approved  by  the 
FDA  as  an  appetite 
suppressant  for  the 
short-term  treatment 
of  obesity. 


Phentermine  is  first 
found  to  act  as  an  MAO 
inhibitor,  blocking  an 
enzyme  that  regulates 
the  brain  chemical 
serotonin. 


Fenfluramine  is 
approved  as  a  short- 
term  appetite  suppres- 
sant. Its  label  warns 
against  use  with  MAO 
inhibitors. 


Studies  suggest  t  p 
combination  of  fe  m 
amine  and  phent  im. 


mine  can  cause  s  iiaiilie 


cant  weight  loss, 
take  off. 


lotlifli: 


liile,  was  curious  as  to  why  fenflu- 
imine  and  Redux  had  caused  heart 
rnhlems  in  the  U.  S.  but  few  cases  had 
een  reported  in  Europe,  where  the 
rugs  were  not  normally  taken  with 
tu'ntermine.  He  gave  phenteiTnine  to 
7  liealthy  mit  students  and  was  sur- 
fised  to  discover  that  their  serotonin 
vels  almost  doubled.  "That's  when  I 
■membered  something  that  Tim  had 
lid  me  almost  a  year  ago — that  phen- 
■rmine  is  an  MAO  inhibitor,"  he  said. 

The  two  scientists  assembled  a  team 
■  i-esearchers  to  conduct  experiments 
1  rats.  They  discovered  that  phenter- 
iiie  did  indeed  block  MAO  in  the  ani- 
lals  in  much  the  same  way  reseai'chers 
id  reported  in  the  1970s.  Maher  and 
^urtman  put  together  a  presentation 
r  the  International  Congi-ess  of  Obe- 
ty  in  Paris  in  early  September  and 
inounced  their  findings  to  the  press. 

The  drug's  manufacturers  saw  red. 


Medeva  issued  a  five-page  statement 
ai'guing  that  Wuitman  and  Maher  mere- 
ly presented  "a  hy]Dothesis  in  search  of 
facts."  Dr.  Arthur  E.  Weyman,  an  ad- 
viser to  American  Home  Products  Coip. 
and  professor  of  medicine  at  Harvard 
Medical  School,  also  questions  the  re- 
searchers' conclusions,  saying:  "Nobody 
even  knows  that  it  is  serotonin  that  is 
involved  in  the  heart-valve  problems." 
"WE  NEED  GUIDANCE."  Wiutman  and  Ma- 
her insist  that  they  made  no  final  con- 
clusions. Then"  report  says  that  phenter- 
mine  "pi'obably  increases  sei'otonin"  when 
given  with  fenfluramine  or  Prozac.  "I 
think  we  need  guidance  on  this  from  the 
FDA,"  says  Maher. 

The  two  scientists  have  moved  on  to 
other  research,  and  Wurtman  says  he 
hopes  other  studies  will  more  closely 
examine  the  implications  of  taking  phen- 
teiTnine  in  combination  with  Prozac.  But 
the  FDA  is  famously  short  of  resoiu'ces  to 


keep  track  of  new  infomiation  on  dmgs 
ah'eady  approved.  "These  drags  are  test- 
ed on  only  a  couple  hundred  people,  and 
the  rare  complications  only  occur  when 
they  are  used  on  hundreds  of  thousands 
of  people,"  says  Dr.  Alan  L.  Hillman, 
dii'ector  of  the  Center  for  Health  Policy 
at  the  University  of  Pennsylvania.  "Un- 
less some  hoiTible  thing  happens,  the 
dings  stay  labeled  that  way." 

Wurtman's  work  doesn't  explain  all 
the  diet-pill  problems.  Studies  just  pub- 
lished in  the  New  England  Journal  of 
Medicine  found  that  Redux  and  fenflur- 
amine can  be  linked  to  heait  valve  dam- 
age even  when  taken  alone.  Meanwhile, 
obesity  clinics  continue  to  prescribe  Pro- 
phen,  figming  the  benefits  outweigh  the 
risks.  That  may  be  so,  but  the  patient 
might  still  like  to  see  those  risks  point- 
ed out  on  the  label. 

By  Catherine  Arust  i)i  New  York  and 
Amy  Barrett  in  Philadelphia 


approved  for 
term  appetite 
ssion.  The  label 
;hat  the  drug 
not  be  used 
AO  inhibitors. 


JULY.  1997 


Some  patients  develop 
heart-valve  problems 
while  taking  fen-phen. 
Ferduramine  and  Re- 
dux are  withdrawn,  but 
not  phentermine. 


SUMMER.  1998 


Timothy  Maher,  a  phar- 
macologist, and 
Richard  Wurtman,  co- 
developer  of  Redux, 
show  that  phentermine 
is  an  MAO  inhibitor. 


AUGUST.  1998 


Maher,  Wurtman,  and 
colleagues  report  the 
findings  at  an  obesity 
conference,  provoking 
criticism  from  phenter- 
mine's  makers. 


SEPTEMBER.  1998 


The  New  England  Jour- 
nal of  Medicine  publish- 
es three  reports  about 
heart-valve  irregularities 
found  in  patients  taking 
fen-phen  and  Redux. 


Any  vehicular  manufacturer  with  plants  around  the  world  could  be 
neighbors  with  Dana  Corporation.  For  two  reasons.  There's  a  good 


chance  we  might  already  have  a  facility  there  supplying  innovative 
systems,  assemblies  and  components.  And  if  we  don't,  there's  a 


HI,  NEIGHBOR. 


possibility  we  could  build  a  plant  next  door  We 
go  to  the  ends  of  the  earth  to  be  responsive  to  our 


r.ustnmerfi  That'f;  what  nnnd  neinhhnrs  are  for  That's  what  we're  here 


for  Or  over  there  for  We  do  whatever  our  customers  need  to  help  them 
get  to  the  future  ahead  of  schedule.  Be  it  cutting  inventory  and  invest- 
ment costs  or  speeding  up  the  time  it  takes  to  get  their  products  to  market 
So  visit  us  at  www.dana.com  and  find  out  how  we  help  our  neighbors 
take  care  of  some  of  their  chores,  '^^f^  'f^m/e^  ff3ff{^/1^^> 
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We  make  the  things  that  make  communications  work. 
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The  sharing  of  information  is  critical  to  your  company's  success  If  your  network  isn't  running  efficiently, 
it  could  seriou  Jy  irripoct  your  bottom  line  As  a  more  than  $3  billion  IT  services  provider,  Wang  Global 
IS  dedicated  to  providing  timely  solutions  for  your  day  to  day  operations,  allowing  you  the  freedom  to 
focus  on  the  bigger  oicture  With  o  core  business  of  network  and  desktop  services  and  solutions,  we're 
experts  at  planning,  deployment,  management  and  maintenance  -  for  a  seamless,  predictable  IT  infra- 
structure But  our  bigge:i  distinction  is  the  abilih/  to  deliver  the  best  talent  and  technology  whenever  you 
need  it  so  you'll  never  be  tied  up  again.  Visit  our  website  at  www  wang  com  or  call  us  at  1-800-639-9264 
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developments  to  Watch 


DITED  BY  NEIL  GROSS 


ORD  SLIPS 
NEURAL  NET 
INDER  THE  HOOD 

ORD  MOTOR  CO.  HAS  A  BETTER 

lea  for  diagnosing  engine 
"ouble:  an  advanced  neural 
etwork  program  running 
n  chips  designed  by  NASA's 
3t  Propulsion  Laboratory, 
tarting  in  2001,  the  chips 
'ill  continuously  monitor 
ord  car  engines  for  misfires 
lused  by  such  problems  as 
amaged  piston  rings. 
Today,  onboard  computers 
in't  detect  misfires  under  all 
Derating  conditions.  So  they 
'6  built  to  be  hypei-sensitive: 
hey  catch  misfires,  but  with 
1  unacceptable  level  of  false 
amis.  Ford's  neiu-al  net  pro- 
ram  does  a  better  job  be- 
luse,  like  the  human  mind,  it 
arns  by  doing.  When  fed 
ita  on  deliberately  induced 
igine  misfires  simulating 
1  operating  conditions,  the 
:"ogram  learns  to  spot  prob- 
ms  with  precision,  jpl 
^signed  the  hardware,  com- 
•essing  the  electronic  ele- 
ents  onto  a  chip.  Ford  has 
le  light  to  hcense  the  chip 
I  other  carmakers,  and  jpl 
lids  the  rights  for  nonauto 
5es.         Larry  Armstrong 


gUICK  WORK  FROM  A  NEW  GT  SCANNER 

GENERAL  ELECTRIC  CO.'s  NEW  COMPUTED  TOMOGRAPHY  (CT) 

scanner  is  a  speed  demon.  Like  earher  systems,  it  uses  de- 
tectors to  collect  data  from  an  X-ray  soui'ce  that  circles  a  pa- 
tient lying  in  the  doughnut-shaped  device.  A  computer  trans- 
lates the  data  into  3-D  images,  or  shces  of  the  patient's  body. 
But  instead  of  one  row  of  detectors,  ge's  LightSpeed  system 
uses  16.  Doctors  can  see  multiple  slices  simultaneously  and 
scan  the  body  six  times  faster  than  with  existing  systems. 

That  means  doctors  can  begin  to  replace  uncomfortable,  in- 
vasive diagnostic  procediu'es.  At  Stanford  University,  radiol- 
ogy department  chairman  Gary  M.  Glazer  and  his  colleagues 
recently  used  the  LightSpeed  to  examine  a  dilation,  or 
aneunsm,  in  a  patient's  pelvic  artery  (pictiu'e,  left).  Ordinar- 
ily, the  exam  would  require  threading  a  catheter  through 
the  gi'oin  to  inject  special  dyes.  LightSpeed  let  the  Stanford 
team  skip  the  catheter.  And  they  could  simultaneously  view 
the  artenes  of  the  patient's  thigh  and  lower  leg  (pictm-es, 
light)  to  make  sure  that  the  vascular  disease  was  localized. 
"We  could  study  the  leg  vessels  down  to  the  toes,"  Glazer 
says,  "and  diagiiose  the  patient  in  about  a  minute."  □ 


A  SEARCH  ENGINE  GETS  A  SEARCH  ENGINE 


WITH  MOST  INTERNET 

search  engines,  winnowing 
out  the  chaff  can  be  tedious. 
For  a  broad  search  term 
such  as  "trek,"  the  HotBot 
program  (www.hotbot.com) 
from  Wired  Digital  Inc. 
turns  up  some  169,000 
matches — everything  from 
Star  Trek  to  mountain 
bikes.  Only  the  most  perse- 
vering surfers  ever  reach 
the  treasures  buried  beyond 
the  first  few  screens  of 
links.  But  you  can  now  pig- 
gyback on  theii"  diligence. 

Direct  Hit  is  a  HotBot 
aid  that  prunes  the  number 


of  hnks  to  just  the  10  top 
sites,  including  many  far 
down  the  list.  Direct  Hit 
keeps  tabs  on  which  Hnks 
are  followed — but  with  a 
clever  twist.  Chcked-on 
links  further  down  the  hst 
get  progi'essively  higher 
scores.  So  even  if  only  a 
tiny  percentage  of  people 
follows  link  No.  174,  say,  it 
could  move  into  the  Top  10, 
says  Gary  Culliss,  chairman 
and  co-founder  of  Direct  Hit 
Technologies  Inc.  in  Welles- 
ley  Hills,  Mass.  If  Direct 
Hit  has  compiled  the  data 
for  a  ranking,  then  HotBot 


will  notify  you  at  the  top  of 
its  results  page. 

There's  another  ranking 
system  that  may  be  even 
bettei'  for  managers.  Google 
(http://google.stanford.edu/) 
rates  Web  sites  by  the 
number  of  other  sites  linked 
to  them.  The  rankings,  in 
other  words,  are  deter- 
mined not  by  surfers,  but 
by  Webmasters  who  pre- 
sumably took  time  to  evalu- 
ate a  site  before  setting  up 
a  link  to  it.  It's  an  adapta- 
tion of  the  time-honored 
practice  of  assessing  scien- 
tific papers  by  the  number 
of  citations  they've  gotten 
in  other  papers.     Otis  Port 


INNOVATIONS 


m  Vegetables  you  might  nev- 
er find  together  in  a  salad 
are  swapping  genes  to  cre- 
ate useful  new  food  products. 
Researchers  at  the  Center 
for  Plant  Breeding  and  Re- 
productive Research  in  Wa- 
geningen,  the  Netherlands, 
last  week  reported  that  they 
had  created  a  low-caloiie,  nat- 
ural sweetener  by  adding  a 
gene  from  a  Jenisalem  arti- 
choke to  sugar  beets.  The 
gene  enables  the  beets  to 
manufacture  the  sugar  fnic- 
tan — instead  of  sucrose, 
which  is  refined  into  table 
sugar.  Finctan  tastes  plenty 
sweet,  but  it's  much  harder 
for  the  body  to  break  down, 
so  it  doesn't  add  to  the  calo- 
rie count. 

■  LTnlike  marching  ants,  they 
don't  devour  hapless  crea- 
tiu'es  in  theii"  path.  But  aiTny 
worms  are  on  the  march  in 
Florida,  Georgia,  and  other 
Southeastern  states,  where 
they  are  decimating  thou- 
sands of  acres  of  farmland. 
Up  to  1.5  inches  in  length, 
the  worms  lay  as  many  as 
800  eggs  at  a  time  and  can 
chew  through  a  cotton  field 
in  48  hours.  Pest  experts  at 
the  University  of  Florida  say 
the  most  effective  weapon  is 
a  new  pesticide  called  spin- 
osad,  which  kills  the  womis 
but  leaves  most  beneficial  in- 
sects unharmed.  So  far,  spin- 
osad  has  been  approved  for 
use  on  cotton  fields. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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Look  on  the  bright  side.  There'll  also  be  lots  more  cherries  and  watermelons  in  the  future.  Because  at  jr 
agribusiness,  Hoechst  Schering  AgrEvo,  we  aim  to  utilize  biotechnology  in  improving  crop  production  nt 
protection  for  harvests  that  are  more  bountiful  than  ever.  After  all,  the  cultivated  areas  of  the  world  wc't 


Imagine  a  world  filled  with  more  spinach,  Brussels  sproif 


AgrEvo  is  the  agribusiness  of  Hoechst,  an  international  group  of  companies  spearheading  innovft 

i_  I 


The  Future  in  Life  Sciences 


lima  beans  than  you  ever  thought  possible. 


ices 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 
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COMMUNICATIONS 


THE  PROPHET 
OF  TELECOM 

Craig  McCaw  has  a  vision-and  five  new  companies 


By  Peter  Elstrom 


On  a  typical  summer  day  at  his 
corporate  offices  outside  of  Seat- 
tle, Craig  0.  McCaw  is  nowhere 
to  be  found.  Instead,  the  reclu- 
ive  billionaire  who  helped  create  the 
ellular  industry  is  on  his  yacht,  the 
lellular  One.  His  favonte  spot  to  weigh 
nchor  is  deep  in  a  bay  called  Desolation 
lound,  an  hour  north  of  Vancouver  by 
eaplane.  The  closest  town  of  any  size  is 
Campbell  River,  B.  C. — a  community  of 
8,851  that  bills  itself  as  the  "Salmon 
'apital  of  the  World." 

The  perfect  retu'ement?  Not  for  Mc 
'aw.  After  selling  his  McCaw  Cellular 
Communications  Inc.  to  at&t  for  $11.5 
illion  in  1994,  the  wii'eless  pioneer  is 
ack,  at  the  age  of  49,  ciuiet- 


ple's  lives  better,  but  he  hates  much  of 
the  baggage  that  comes  with  empire- 
building.  He  abhors  meetings,  and  he 
doesn't  like  going  to  the  office  much. 
"He's  a  free  spitit,"  says  James  L.  Bai'ks- 
dale,  Netscape  Communications  Coip.'s 
cliief  executive,  who  worked  at  McCaw 
Cellular.  McCaw  shuns  publicity,  espe- 
cially since  his  22-year  maniage  to  his 
college  sweetheart  ended  in  a  messy  di- 
vorce last  year.  He  refiised  to  sit  for  a 
photo  for  tliis  aiticle,  although  he  agTeed 
to  a  rare  interview. 

Despite  his  i-eticence,  McCaw's  grand 
plan  to  build  the  next  generation  com- 
munications powerhouse  is  beginning  to 
emerge.  Tlie  names  of  liis  businesses  say 
it  all:  There's  Nextel,  Nextlink,  Next- 
band,  and  Inteniext.  Onlv  his  288-satel- 


building  new  businesses 
lore  furiously  than  ever. 
Vom  his  77-foot  yacht,  he's 
iggling  five  new  ventui'es 


CRAIG  McCAW 

BORN  Aug.  11,  1949  in  Centralia,  Wash. 


Nextlink  and  Nextel  cU'e  likely  to  mai'ket 
lightning-fast  data  connections  from 
Teledesic,  which  plans  to  be  operational 
by  2003.  Teledesic,  in  turn,  will  allow 
McCaw  to  plunk  down  a  small  Nextel 
wireless  network  in  the  middle  of 
nowhei'e  and  cany  traffic  out  via  satel- 
lite, allowing  him  to  seive  regions  none 
of  his  rivals  could  touch. 
NEW-AGE  EXEC.  Nextband  Communica- 
tions LLC,  a  company  McCaw  launched 
just  this  year,  will  kick  in  much  sooner. 
Next  year,  the  company  will  offei'  high- 
speed Net  connections  over  radio  waves 
to  offices  that  can't  be  reached  econom- 
ically by  satellite  or  fiber  And  Intemext 
LLC,  the  15,000-mile  fiber-optic  network 
McCaw  is  building  in  the  U.  S.,  will  be 
one  of  the  most  sophisticated  digital 
communications  systems  go- 
ing. Initially,  it  will  have  the 
capacity  to  handle  some  300 
million  voice  conversations 
simultaneously — more  than 


ith  an  even  more  ambition^    P.^^'^IL^/*' B-A-J^.^'Story,  Sta^^^^^  ^^1^^  ^^1^^^  -  ^^^^ 


oal  than  when  he  envisioned 
cellular  world:  This  time, 
e  wants  to  spread  the  ben- 
fits  of  the  Information  Age 
round  the  globe  and  to  all 
'alks  of  life.  "He's  building  a 
ew  telecom  world.  People 
on't  realize  it  yet,  but  he's 
lifting  all  the  pieces  togeth- 
r,"  says  Sanford  Rich,  se- 
ior  vice-president  at  gem 
apital  Management  Inc., 
hich  holds  stock  in  one  of 
[cCaw's  companies. 
What  McCaw  has  been 
isembling  is  a  new  empire 
ith  staggering  potential, 
e  has  major  stakes  in  com- 
mies that  will  be  able  to 
eliver  high-speed  digital  connections 
om  almost  anywhere — underground, 
op  skyscrapers,  even  space.  His  lofty 
Dal  is  to  offer  the  world's  most  com- 
ete  array  of  communications  services, 
eluding  local,  long-distance,  wireless, 
id  satellite  connections.  Just  this  year, 
i  unveiled  a  cutting-edge  company  that 
)uld  have  a  nationwide  fiber-optic  net- 
ork  with  more  capacity  than  at&t,  mci 
ommunications.  Sprint,  and  WorldCom 
imbined.  "I'd  just  as  soon  be  retired, 
it  that  doesn't  seem  to  happen,"  says 
:cCaw  with  a  wiy  smile.  "We  just  keep 
iving  these  ideas." 

He's  only  half  joldng.  McCaw  is  the 
'luctant  visionaiy  in  the  world  of  com- 
unications.  The  entreprenem*  seems  to 
el  both  blessed  and  bmxlened  by  what 
i  calls  "these  ideas" — as  if  they're  a 
ing  of  personal  demons.  He  loves  to 
;  able  to  create  services  to  make  peo- 


FIRST  JOB  At  15,  he  agreed  to  sell  cable  subscriptions 
over  the  summer  for  his  father's  Seattle  cable  company.  In 
exchange,  he  got  to  take  his  first  flying  lessons. 

CAREER  Expanded  what  was  left  of  his  father's  cable  TV 
business  and  sold  it  for  $755  million  m  1987.  With  the 
backing  of  his  three  brothers,  Craig  built  up  McCaw  Cellular 
and  sold  it  to  AT&T  in  1994  for  $11.5  billion. 

HIS  RICHES  Net  worth  is  estimated  at  $2.5  billion. 

HIS  TOYS  A  Challenger  jet,  a  193-foot  yacht  called 
Calixe,  a  77-foot  yacht  called  Cellular  One,  and  several 
smaller  boats. 

PERSONAL  His  marriage  to  college  sweetheart  Wendy 
Petrak  ended  last  year  with  an  out-of-court  settlement  esti- 
mated at  more  than  $500  million.  He  married  Susan  Rasin- 
ski,  a  former  San  Francisco  investment  banker,  in  February. 


lite  venture  Teledesic  didn't  get  the 
"Next"  label — perhaps  because  in  1994  it 
was  the  fii-st  piece  to  be  founded. 

The  strategies  of  McCaw's  most  es- 
tablished companies  ai-e  disanningiy  sim- 
ple: Selling  piimaiily  to  businesses,  tlu-ee- 
year-old  Nextlink  Communications  Inc. 
provides  local  phone  sei-vice  in  competi- 
tion vrith  the  Baby  Bells,  wliile  the  older 
Nextel  Communications  Inc.  markets  a 
cellular-like  wireless  service.  Together, 
they  serve  2.1  milhon  customers. 

But  those  initiatives  ai'e  McCaw's  Tro- 
jan horse.  They  provide  him  with  ag- 
gi'essive  sales  forces  that  get  liim  in  the 
door  with  coiporate  customers.  Once  in- 
side, the  entreprenem'  will  tiy  and  sell 
Space  Age  data-communications  sei-vices 
that  could  leave  other  telecom  players 
in  the  dust.  Ah-eady,  Nextlink  is  woiiting 
out  how  it  can  sell  Nextel's  vrii-eless  ser- 
vice to  its  customers.   Later,  both 


ment  in  the  U.  S.  "It's  like 
building  a  1,000-lane  high- 
way," says  Wayne  M.  Peny, 
CEO  of  Nextlink.  "You  can 
do  things  nobody  ever 
thought  of  before — like  hav- 
ing one  lane  where  you  can 
drive  youi'  Ferrari  300  miles 
an  hour." 

But  McCaw  doesn't  want 
to  cater  just  to  FeiTari  dri- 
vers. Indeed,  this  time  he 
aims  to  make  communica- 
tions just  as  accessible  to 
someone  in  a  remote  South 
American  village  as  it  is  to 
someone  in  teeming  London. 
Call  him  a  New  Age  execu- 
tive— an  entrepreneur  who 
is  as  interested  in  righting  social  wongs 
as  he  is  in  racking  up  profits.  Some 
might  even  say  he's  downright  odd.  He 
once  suggested  to  government  regula- 
tors that  they  should  resei-ve  radio  spec- 
trum for  telepathic  communication.  For 
years,  he  would  hold  his  hands  up  to 
people  in  his  office  to  feel  then-  auras, 
says  McCaw  lieutenant  Bob  Ratliffe.  And 
last  summer,  after  agTeeing  to  help  pay 
for  the  killer  whale  used  in  the  movie 
Free  Willy  to  be  flown  back  to  Iceland, 
he  swam  with  the  whale  and  called  it 
"a  high  point  of  my  life." 

McCaw  has  yet  another  radical  no- 
tion. The  foi-mer  histoiy  major  at  Stan- 
ford Univei-sity  thinks  the  Industrial  Age 
is  "one  of  the  low  points  of  human  evo- 
lution" because  it  has  forced  people  to 
pile  into  cities,  leaving  relatives  and 
fiiends  behind.  That  has  created  short- 
ages of  space  in  ui'ban  areas  and  devel- 
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NEXTEL  provides  cellular-like  service  to  2  million 
subscribers  and  has  been  growing  faster  than 
any  other  wireless  service  provider  in  recent 
months.  Its  primary  customers  are  businesses, 
but  it  hopes  to  expand  into  the  white- 
collar  market. 

Revenues:  $1.8  billion 
Capital  Expenditures: 
$2  billion* 

■1998  estimates 


Scheduled  to  begin  service  in  2003, 
TELEDESIC'S  288  satellites  will  deliver  high- 
speed data  connections  to  any  point  on  the 
globe.  McCaw  will  target  busmesses  at  first, 
but  his  dream  is  to  give  people  everywhere 
fast,  cheap  connections  to  the  Net. 

Revenues:  Not  yet  operating 
Capital  Expenditures:  $9  billion 


McGAW'S  NEW 
TELECOM  EMPIRE 

The  entrepreneur  is  assembling  the  pieces  of  his 
next-generation  communications  company 


a: . 


NEXTLINK  builds  fiber-optic  rings  in  cities  to  provide  local 
telephone  service  to  business  customers.  It  currently 
operates  in  18  metropolitan  areas  and  plans  to  expand  to 
40  by  the  end  of  2000. 

Revenues:  $35  million  *  Capital  Expenditures: 
$400  million* 


■1998  estimates 


Jointly  owned  by  Nextlink 
and  Nextel,  NEXTBAND  uses 
wireless  technology  to  carry 
voice  calls  or  data  over  radio 
waves.  It  can  cost  as  little  as 
one-tenth  the  cost  of 
Nextlink's  fiber  to  connect 
businesses  a  few  miles 
outside  a  city's  downtown. 

Revenues:  Not  yet  operating 
Capital  Expenditures:  More 
than  $140  million 


INTERNEXT  will  connect  Nextlink's  cities  and  give 
McCaw  tremendous  long-haul  capacity  through- 
out the  country.  The  original  24  fiber-optic 
strands  will  be  able  to  carry  a  total  of  nearly 
300  million  voice  conversations  simultaneous- 
ly. Internext  will  have  the  ability  to  add  432 
more  fiber  strands  in  the  future. 

Revenues:  Not  yet  operating 
Capital  Expenditures:  $1  billion 


oped  countries,  while  leading  to  a  break- 
douTi  in  the  family  structure.  At  the 
same  time,  Third  World  countries  are 
losing  theii'  leaders  of  the  futiu'e  to  de- 
veloped countries.  "The  worst  sort  of 
imperialism  is  the  bi-ain  drain  of  the  best 
and  the  brightest,"  he  says. 
TOO  PHILOSOPHICAL?  So  McCaw  is  out 
to  change  the  coui'se  of  the  Infomiation 
Age.  Because  information  flows  more 
freely  than  physical  resoiu'ces  like  steel 
or  timber,  it  can  be  distributed  to  people 
anywhere— fi'om  South  Afi-ica  to  Siberia. 
By  using  Teledesic's  satellites  to  extend 
the  Internet,  African  artisans  can  sell 
scvilptures  directly  to  U.  S.  collectoi-s,  cut- 
ting out  middlemen  and  making  a  profit, 
too.  The  migi'ation  patterns  of  the  past 


200  yeai's — towai'd  ui'ban  areas  and  de- 
veloped countries— would  stop.  "The  real 
potential  of  the  Infoi-mation  Age  is  that 
people  can  live  where  they  like,"  he  says. 

Does  that  make  Teledesic  an  altiiiistic 
venture?  "In  any  business,  you  want  to 
have  some  socially  redeeming  value," 
says  McCaw.  But  he  insists  the  satellite 
ventiu'e  will  pay  its  own  way,  primarily 
by  charging  businesses  for  high-speed 
comiections  in  remote  locations.  "We  rec- 
ognize that  we  can  do  something 
really  good  and,  by  the  way,  not  have  it 
viewed  as  some  chaiitable  project,"  he 
says.  "It's  absolutely  the  right  thing  for 
the  world  and  a  good  thing  for  us." 

Maybe  so.  But  there  are  some  who 
think  McCaw  has  grown  far  too  philo- 


sophical during  his  days  in  Desolatio 
Sound.  To  be  sui-e,  his  five  major  vei 
tui'es  ai'e  all  compelling  business  idea 
and  no  other  telecom  mogul  is  attemp 
ing  to  string  all  the  pieces  together 
deliver  communications  to  eveiy  pock 
of  the  globe.  But  unlike  the  days  whe 
McCaw  was  carving  out  new  celluls 
gi-ound,  others  also  see  the  oppoitun 
ties  ahead.  Now,  McCaw  faces  compet 
tors  on  every  front,  fi'om  scrappy  ic 
Communications  Inc.  to  the  giant  Bell; 

His  ventui'es  all  cany  substantial  ris 
and,  with  the  capital  mai'kets  in  tuiTno 
the  biggest  hurdle  may  be  persuadii 
skittish  investors  to  fork  over  the  bu 
dies  of  cash  necessary  to  fund  all  tl 
ventures.  The  numbers  are  dauntin 
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Look  what  happened 
when  Lexmark  ^or  a  clearer 
picture  of  their  business. 

ecently,  Lexmark  International,  a  leading  Officer,  "Keeping  promises  and  delivering  the  for  long-term  customer  relationships, 

rovider  of  printing  solutions,  made  a  decision  best  solutions  is  what  Lexmark  is  about.  And  things  keep  looking  better  for  Lexmark  and 

lat  made  everyone  a  lot  happier— employees,  J.D.  Edwards  is  about  the  same  thing.  Every  its  customen.  Customer  deliveries  have  improved 

ippliers  and,  most  important,  customers.  They  contact  we  had  with  them— from  sales  to  three  fold  while  cycle  times  have  been  reduced 

;cided  to  integrate  every  stage  of  their  supply  implementation  to  software  support— was  with  by  over  70%.  As  Dr  Curlander  says,  "Because 

lain.  The  goal?  To  assure  customers  consistent,  people  who  were  committed  to  making  the  J.D.  Edwards  is  a  compny  that  keeps  its  promises 

i-time  product  delivery  Lexmark  story  a  success."  to  customers,  we're  better  able  to  keep  ours." 

The  solution?  Customer  focused  processes  And  that  it  is.  The  J.D.  Edwards  solution  is  That's  how  enterprise  software  ought  to  be. 

id  enterprise  software  from  J.D.  Edwards.  Says  key  to  helping  Lexmark  make  major  improvements  It  can  be  for  you,  too.  To  find  out  more,  call 

r.  Paul  J.  Curlander,  Presidentand  Chief  Executive  in  customer  responsiveness  and  paving  the  way  l-800-727-5333orvisitwwwjdedwards.com/customen 

IPEdwards 

Enterprise  Software 

How  it  ougiti  to  her 


Dr.  Paul  J.  Curlankr 
Pi-£sidciit  aiJ  Oiicf  Excattirc  C^jlar 
Lexmark  InUmatmml 


NetWare  5.  Today. 


NetWare  5  uses  Java!  NetWare  5  is  pure  if 
unique  in  its  ability  to  extend  your  business 
to  intranets  ond  the  Internet.  NetWare  5 
will  save  you  money  because  of  its  simple/ 
straightforward  administration  tools. 
NetWare  5  can  host  applications.  NetWare' 
leverages  Novell  Directory  Services-, 
technology  to  manage  the  desktop  and  NT 
application  servers. 

And  NetWare  5  is  ready.  Today. 

It  mokes  your  network  better,  it  mokes  your 
business  better.  It  is  better. 


Of  course,  you  can  wait  for  some  other 
company's  next  beta  release.  We  just  didn' 
think  you  had  that  kind  of  time. 


Novell 


N   E   T   W   A    hi  5 


lesand  other  countries. 
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Bill  Gates  has  invested  $10  million  in  Teledesic, 
while  Saudi  Prince  Alwaleed  has  put  in  $200  million 


Teledesic  needs  to  raise  $7  billion;  Nextel 
plans  to  spend  at  least  $3.5  billion  in 
1998  and  1999;  and  Nextlink  expects  to 
spend  $1  billion  this  yeai*  and  next. 

The  piece  that's  most  vulnerable  is  the 
linchpin  of  his  empii-e,  Teledesic.  While 
the  system  will  cost  at  least  $9  billion,  no 
one  really  knows  how  big  the  market 
for  its  services  wiU  be.  Moreover,  satellite 
launches  ai-e  problematic.  Globalstar  Tfele- 
communications  Ltd.  lost  12  satellites 
worth  $160  miUion  in  a  Sept.  10  launch. 
And  the  Internet  market  that  McCaw 
is  targeting  is  going  thi-ough  tumultuous 
change.  "If  you  tell  somebody  in  this  in- 
dustiy  that  you're  going  to 
deliver  a  service  in  five  years, 
you  hear  a  lot  of  low  groans," 
says  Jolin  W.  Sidgmore,  vice- 
chaiiTnan  of  rival  WorldCom. 

Yet  McCaw  isn't  worried. 
He  argues  that  the  mai'ket 
for  satellite  services  will  be 
big  enough  for  all  the  com- 
petitors— and  that  should 
help  him  attract  capital.  Mer- 
rill Lynch  &  Co.  estimates 
demand  for  multimedia  ser- 
vices via  satellites  will  hit 
$5.6  billion  in  2003.  "Tlie  chal- 
lenges are  not  on  the  mai-- 
ket  side,"  insists  Teledesic 
President  Russell  Daggatt. 

McCaw  has  some  marquee 
backei^s  who  agree.  Microsoft 
Chairman  William  H.  Gates 
III  has  chipped  in  more  than 
$10  million,  and  Saudi  Prince 
Alwaleed  bin  Talal  bin  Ab- 
dulaziz  Alsaud  has  invested 
.$200  million.  In  May  Motoro- 
la scrapped  its  own  plans  for 
a  data-satellite  netwoi'k  and 
took  a  26%  stake  in  Teledes- 
ic. Alwaleed  expects  the  project  will  yield 
annual  retiuTis  of  S07r  to  40%.  "The  real 
payoff  is  in  the  long  term,"  he  says. 
BOLD.  The  confidence  of  such  monied  in- 
vestors is  bolstered  by  McCaw's  track 
record.  Back  in  the  1980s,  analysts 
thought  cellulai-  would  never  become  a 
mass-mai"ket  sei-\ice.  McCaw  was  ridi- 
culed for  paying  $20  per  potential  cus- 
tomer for  wireless  licenses,  driving  his 
company  deep  into  debt.  Tlien  McCaw 
sold  his  company  to  at&t  for  about  $250 
per  potential  customer,  personally  making 
about  $1.5  bUMon.  "You  don't  cut  Craig 
McCaw  short,"  says  Samuel  Ginn,  CEO  of 
AirTouch  Communications  Inc.,  a  Nextel 


competitor.  "He  has  the  talent  to  see 
things  that  other  people  don't  see." 

That  McCaw  sees  the  world  through 
wide-angle  lenses  reflects  an  upbringing 
that  was  grander  than  most.  His  father, 
J.  Eh'oy  McCaw,  was  a  pioneer  in  radio 
and  television  who  bought  the  Boeing 
mansion  in  the  tony  Highlands  ai"ea  of 
Seattle.  Young  Craig  and  his  three  broth- 
ers grew  up  with  servants  and  a  pri- 
vate cook.  Elroy's  biggest  success  was 
the  purchase  of  wins  in  New  York  City, 
which  he  tiumed  into  the  country's  first 
rock-and-roll  radio  station.  He  bought 
the  station  for  $450,000  in  1953  and  sold 


NEmiNK'S  PERRY:  -'Building  a  1,000-lane  highway 

it  for  $10  million  in  1962.  As  a  practical 
joke,  Elroy  McCaw  sent  the  then  13- 
yeai-old  Craig  into  the  bank  alone  to  de- 
posit the  check. 

From  the  get-go,  Ci-aig  McCaw  want- 
ed to  be  just  like  his  dad.  At  age  16,  he 
spent  most  of  his  summer  trying  to 
learn  his  father's  business  by  selling  ca- 
ble subscriptions  door-to-door  for  one 
of  his  father-'s  companies.  "He  wanted  to 
get  his  hands  dirty,"  says  Steve  Coun- 
tryman, a  high  school  friend  who 
worked  with  McCaw  that  summer. 
"He  was  not  wild  and  crazy  as  a  teen." 
One  day,  Countryman  pulled  open  a 
desk  drawer  and  found  McCaw's  pay- 


checks for  the  summer,  all  uncashed 
Later,  tragedy  struck.  In  1969,  19 
year-old  Craig  McCaw  found  his  fathe 
dead  of  a  stroke  in  their  home  at  ag 
57.  Creditors  swanned  over  Elroy's  corn 
panics,  and  his  estate  was  soon  declare 
insolvent.  The  mansion  and  a  Learja 
had  to  be  sold.  Still,  the  McCaw^s  werenj 
penniless:  They  owned  the  cable-TV  com 
pany.  Twin  City  Cablevision,  and  Elroy] 
hfe  insurance  brought  them  $2  million. 

After  Elroy's  death,  Craig  worke 
hard  to  fill  his  father's  shoes.  He  took 
year  off  from  Stariford  to  help  his  mot' 
er  straighten  out  the  family's  affairi 
When  he  returned  to  coUeg 
the  Twin  City  general  m 
ager  reported  to  McCaw  i| 
his  dorm  room.  "Craig  w: 
always  a  lot  more  serio 
than  the  rest  of  us,"  sa; 
Larry  Leisure,  a  Stanfo: 
classmate.  After  graduatio: 
McCaw  took  over  the  cab' 
franchise.  "He  had  spent  t 
most  time  with  his  fathe 
and  was  following  in  his  foo 
steps,"  says  Countryman 

In  more  ways  than  om 
Craig  McCaw  has  inherite 
Ms  father's  big-picture  vie 
and  bravado — he  is  comfor 
able  bon-ovring  huge  sums 
money  to  double  liis  bets  c 
companies.  And  hke  his  f; 
ther,  vision,  not  detail,  is  h  """l 
trademark.  Even  McCaw  jijjjj; 
biggest  supporters  say  he 
a  "teiTible"  day-to-day  ma|s| 
ager.  He  does  not  like  bin 
dogging  critical  details,  su( 
as  budgets.  He's  the  ultima  kanaoe 
hands-off  leader — he  sets 
rection  and  then  leaves  ex 
cution  to  seasoned  lieutenants.  Dagga  . 
once  asked  McCaw  whether  he  shou 
attend  a  communications  conferenc 
"How  you  waste  your  time  is  your  bui 
ness,"  McCaw  replied. 

Ironically,  for  one  of  telecom's  t( 
execs,  he's  a  lousy  communicator.  I 
avoids  public  speaking  and  is  knov 
for  blowing  the  punch  lines  of  joke 
He's  also  dyslexic,  so  he  doesn't  lil 
to  read  long  documents.  One  persi 
close  to  the  shy,  unassuming  exec  lab< 
him  "charismatically  challenged." 

Still,  McCaw  inspires  almost  worshi 
ful  loyalty  from  those  around 
Teledesic  co-CEO  Steve  Hooper  and  o 
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The  SAS  Data  Mining  Solution 


V 


hobbies  include 
restoring  vintage  \ 
cars  and  collectiRfli 

rare  coins 


There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

v'hich  prospects  are  hot?  Or  not?  Which  target  groups  need  to  be  ignited. .  .or  simply 
eUghted?  Instead  of  just  storing  your  customer  data,  why  not  get  the  whole  story  with 
le  SAS  Data  Mining  Solution?  It's  the  only  software  that  spans  every  facet  of  the  data 
lining  process,  bringing  you  ease  of  use  and  analytical  depth  in  a  single  package — one 
lat  draws  directly  from  the  award-winning  SAS  Data  Warehouse. 

ast  point  and  click.  You  don't  have  to  be  a  statistician,  or  a  database  expert,  to  convert 
ery  large  amounts  of  data  into  true  business  knowledge. .  .and  ultimately  into  competitive 
dvantage.  Identify  your  most  profitable  customers.  Gauge  the  effectiveness  of  advertising, 
lanage  customer  relationships.  All  without  ever  leaving  your  desktop. 

tead  'em  and  reap 

et  the  patterns  you'll  discover  in  your  customer  data  point  the  way  to  more  profitable, 
reactive  decision  making.  To  find  out  more,  including  real-world  success  stories  and  an 
iteractive  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.com/mining 


Analyze  sales, 
products,  and  finances 

Explore  customer 
demographics 

Detect  fraud 

Point-and-click 
graphical  user  interface 

Fully  Web  enabled 

Year  2000  compliant 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


www.sas.com/mining   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc    Copyright  ©  1998  by  SAS  Institute  Inc. 
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Shy  and  unassuming,  McCaw  doesn't  like  managing 
people  day  to  day  or  even  coming  to  the  office 


ers  (lumped  senior  positions  at  AT&T 
Wireless  and  took  pay  aits  to  work  for 
McCaw  aj^ain.  It  helps  that  he  has  made 
many  of  those  in  his  inner  circle  wealthy 
beyond  their  wildest  dreams.  Fen-y,  for 
example,  walked  away  with  about  $125 
million  in  the  sale  of  McC^aw  ('ellular. 

But  it's  more  than  that.  McC'aw  has 
the  playfiilness  of  a  kid.  With  friends,  he 
disguises  his  voice  almost  every  time  he 
calls  them — Daffy  Duck  one  time,  British 
royalty  another.  He  loves  to  do  sponta- 
neous things,  like  fly  his  he- 
lico{)ter  down  to  Oregon  for 
seafood  dinners.  In  the  of- 
fice, he  will  get  into  squirt 
gun  or  Nej"f  ball  fights.  The 
day  he  sold  McCaw  (Cellu- 
lar to  AT&T,  he  skipped  out 
on  media  intei-views  in  New 
York.  Instead,  he  bought  a 
Rockettes  Barbie  Doll  at 
FAo  Schwartz  ;is  a  gift  for 
the  daughter  of  one  of  his 
top  execs  who  had  had  to 
miss  a  day  with  his  daugh- 
ter for  the  first  time  since 
his  divoive. 

GOOD  MOOD.  It  has  only 
been  since  his  own  divorce 
iiist  November  that  McCCaw 
I)oured  his  energy  into  his 
new  business  ventures.  Mc- 
('aw  and  Wendy  Petrak  had  i 
grown  apart  over  the  yeai-s, 
friends  say,  and  their  differ- 
ences wer'e  exiu-erbated  once 
Mc("aw  sokl  out  to  AT&T  and  QQ.Q^Q- 
the  couj)le  s[)ent  more  time 
together  The  separation  dragged  on  for 
more  than  a  year  as  the  couple  sparred 
over  such  issues  as  who  would  get  con- 
tr'ol  of  their  Hunts  Point  (Wash.)  man- 
sion. Finally,  they  r-eached  a  .settlement 
giving  Feti-ak  more  than  $5()()  million  in 
Nextlink  and  Nextel  stock. 

McC'aw's  new  wife,  Susan  Rasinski, 
has  bi-ought  out  a  differ-ent  side  of  the 
man,  friends  say.  (iivgarious  and  out- 
s})()ken,  the  former  San  Fr-ancisco  in- 
vestment banker  has  made  McCaw  much 
mor-e  outgoing  and  social  than  he  has 
been  in  the  past.  Today,  he  invites  friends 
from  his  coiTipanies  to  his  home  and 
yacht  mor(>  fr-ecjuently,  and  McCaw,  who 
is  childless,  loves  having  his  nieces  and 
nephews  visit.  "I  think  he's  very  happy 
now,"  says  Nextel  ceo  Daniel  Akerson. 

The  per-formaiice  of  his  businesses  is 
adding  to  McCaw's  good  mood.  Nextel, 


the  most  valuable  of  his  holdings,  at  $1.2 
billion,  has  been  on  a  tear  of  late.  Since 
beginning  to  market  ser'vice  two  years 
ago,  it  has  zoomed  to  2  million  sub- 
scriber's. Analysts  figur-e  r-evenues  will 
rise  from  $740  million  last  year-  to  r-ough- 
ly  $1.(S  billion  this  year*. 

Still,  Nextel  needs  cash  to  keep  the 
growth  going.  In  the  U.  S.,  Akerson 
plans  to  spend  at  least  $1.7  billion  this 
year  and  between  $1.2  billion  and  $1.4 
billion  in  !!»99.  Over-seas,  he  will  plow  in 


eve  Hooper  took  a  i)ay  cut  lo  work  with  McCaw 

$;^(X)  million  to  $400  million  this  year  and 
next  to  expand  the  networ-k.  Yet  ana- 
lysts don't  exi)ect  the  company  to  start 
making  money  until  2001. 

So  far-,  investors  are  betting  on  Mc- 
Caw. While  the  wir-eless  industi-y  is  going 
thr-ough  i)i-ice-cutting,  investors  think 
Next,el  will  be  somewhat  insulated.  The 
buffer:  The  com])any  s(>lls  primarily  to 
businesses,  which  r-ar-ely  change  cariier-s, 
and  it  offer-s  a  unicjue  walkie-talkie  fea- 
ture called  "Direct  Connect"  that  allows 
an  employee  to  push  one  button  and  talk 
instantly  to  some  100  co-wor-ker-s.  "Wliat 
is  un<ler-aj)pr-eciate<l  is  their  uni((ue  tech- 
nology," says  Michael  Mahoney,  a  portfo- 
lio manager  at  CT  Global  Telecommuni- 
cations Fund,  a  Nextel  shar-eholdei-. 

By  contrast,  Nextlink's  local  phone 
ser-vice  is  hardly  unique.  It  does,  howev- 
er, have  a  couple  of  significant  advan- 


tages in  the  $100  billion  market:  cus 
tomer  service  and  low  prices.  Michaell 
CIr-abarits,  owner  of  Pennsylvania's] 
ExecuTrain  Corjj.,  which  trains  people] 
to  use  softwar-e,  is  a  case  in  point.  One  ol 
his  pet  peeves  with  Bell  Atlantic  Corp. 
was  that  he  never  knew  whom  to  cal 
when  something  went  wrong.  "I  called 
to  a  bank  of  people,"  he  moans.  Nextli 
solved  that  by  assigning  one  service  rep- 
r-esentative  to  his  company,  at  the  same 
time  saving  him  'W/r  on  his  phone  bill. 

With  its  success  so  far, 
Nextlink  is  facing  great  ex- 
pectations. The  number  ol 
l)hone  lines  it  sells  hit 
102,000  at  the  end  of  June 
up  'A2"/o  from  just  thret 
months  earlier.  Revenues 
ar-e  expected  to  jump  frorr 
$57.()  million  last  year  t( 
$275  million  in  1999,  ac 
cording  to  Bear,  Steams  & 
Vak  Nextlink  is  buikling  s( 
r-apidly,  though,  that  it; 
losses  totaled  $129.^  millior 
last  year. 

What  are  McC'aw' 
chances  for  success?  There' 
little  question  he  will  add  t( 
his  fortune.  His  stakes  ir 
Nextel,  Nextlink,  and  Tele 
desic  are  wor-th  a  total  o 
$2.o  billion,  and  the  values  o 
Nextel  and  Nextlink  ar 
sure  to  rise  if  the  companie 
continue  their  hot  gr-owtl 
But  to  create  a  new  com 
munications  goliath,  McCa\ 
needs  Teledesic.  Without  the  satellite  .syt 
tem,  McCaw  is  left  with  a  collection  c 
me-too  businesses. 

That  would  be  a  cue  for  McCaw  t 
r-epeat  the  {)ast  and  sell  out  again.  Ne> 
tel,  for-  example,  would  fit  perfectly  wit 
WorldC'om,  which  focuses  on  businesse 
and  has  no  wireless  offering.  "Craig  a 
ways  has  a  back  door,"  says  Barksdak 
McCaw  knows  his  empire  needs  t 
be  different.  "There  is  a  food  chain 
he  says.  "Time  and  technology  are  i 
ways  driving  you  down  the  food  cha 
and  you  need  to  innovate  to  stay 
the  food  chain."  Teledesic  is  his  bei 
shot  at  innovation.  Without  it,  it'll  pro 
ably  take  a  bit  longer  for  the  Informi 
tion  Age  to  r-everse  the  "low  point: 
of  the  Industrial  Age. 

Willi  SeaniM  Browder  in  Kirkla 
Wasli.,  and  Roger  O.  Crockett,  in  Cftici 
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IT'S  EASY  TO  CHOOSE  ONE  OF  THE  GREAT  SERVICE  PROVIDERS, 
ESPECIALLY  WHEN  THEY  HAVE  ONE  THING  IN  COMMON. 


Meet  the  most  powerful  team  in  business  network  services:  Cisco 
Systems  and  Cisco  Powered  Network  service  providers.  Virtually 
_^^^^^m         ■  all  Internet  traffic  travels  across  Cisco  equipment.  Cisco  Powered 

M  II     I  ^\       Network  service  providers  use  this  very  same 

^^BH  equipment  to  bring  innovative  networ  k      Cisco  Systems 

^  Powered  Network  TM  solutions  to  your  business.  To  fmd  the  right 
*  service  provider  for  your  business,  just  visit 


www.cisco.com/cpn. 


Empowering  the 
Internet  Generation" 


^^^^^ 


BY  KEITH  NAUGHTON 


William  Clay  Ford  Jr.  is  fuming.  The  Detroit 
Lions,  the  football  team  he  manages  and 
co-owns  with  his  dad,  have  just  suffered  a 
heartbreaking  overtime  loss  to  the  Cincin- 
nati Bengals — the  second  straight  loss  of 
the  season.  Disheveled  and  hoarse,  he 
strides  into  the  locker  room  and  kicks  a 
chair  in  disgust.  "I'm  sick  of  losing,"  he 
rumbles.  "I  hate  this."  But  as  sportswriters  gather  around 
im,  he  cools  off,  praises  his  coaching  staff,  and  says  only  they 
ill  decide  whether  to  bench  quarterback  Scott  Mitchell  for 
ffowing  two  critical  interceptions.  "It's  not  all  Scott's  fault  to- 
ay,"  he  says  of  the  34-28  loss. 

Bill  Ford  Jr.  is  about  to  have  a  lot  bigger  problems  than  in- 
irceptions  to  worry  about.  On  Sept.  9,  he  was  named  to  suc- 
ked Ford  Motor  Co.'s  Alexander  J.  Tr'otman  as  chairman  of 
le  automotive  giant  founded  by  his  great-gi"andfather  Hen- 
j  Ford  nearly  a  century  ago.  Running  a  football  team,  of 
)urse,  is  small  potatoes  compai'ed  with  overseeing  the  world's 
icond-largest  caiTnaker.  But  the  chair-kicking  episode  gives 
glimmer  of  what  ChaiiTnan  Ford  will  be  like. 
ntONG  HAND.  Known  for  his  cordial,  gentlemanly  manner,  the 
i-year-old  Ford  is  nevertheless  a  demanding 
)ss.  As  soon  as  Bill  Jr.  was  given  more  con- 
ol  over  the  Lions  in  1996,  he  wasted  little 
tne  filing  Coach  Wayne  Fontes  after  a  string 
'  disappointing  seasons.  And,  diplomatic  com- 
ents  to  sportswriters  aside,  in  piivate  Ford 
akes  clear  he  means  to  get  to  the  bottom  of 
le  latest  defeat.  "I'd  Hke  to  talk  to  Scott  to 
id  out  what  happened  on  those  last  two  in- 
reeptions,"  says  a  now-calm  Ford. 

Football  may  be  Bill  Ford  Jn's  passion,  but 
e  automobile  industiy  is  in  his  blood.  As 
!ir  to  a  family  dynasty  that  still  controls  40% 

Ford  Motor,  Bill  Jr.'s  life  has  been  wi-apped 
)  in  the  cai'  company's  fortunes  from  the  mo- 
ent  he  was  born.  Perhaps  more  than  any 
her  American  family — and  despite  its  oft- 


Cover  Story 


noted  propensity  for  scandal,  intrigue,  and  alcohohsm — the 
Ford  family  has  managed  to  keep  a  strong  hand  in  the  busi- 
ness fi"om  one  generation  to  the  next.  If  ever  a  family  ranked 
among  the  aristocracy  of  American  business,  it  is  the  Fords. 

Now,  it  falls  to  Bill  Jr  to  can-y  the  torch.  The  fii-st  Ford  to 
hold  the  chairman's  post  since  his  uncle  Hemy  Ford  II  stepped 
down  in  1980,  Bill  Jr  has  held  a  succession  of  jobs  since  he 
joined  the  company  straight  out  of  college  in  1979.  From  a  low- 
level  financial  analyst  to  a  vice-president  for  tmck  development, 
he  has  worked — if  only  briefly — in  nearly  eveiy  comer  of  the 
company  as 
he  moved 
through  a  ca- 
reer path   

clearly  de- 
signed as  an  apprenticeship  for  a  chairman-in-training.  Now 
Ford,  who  has  emerged  as  a  force  on  the  Ford  Motor  board  in 
recent  yeai"s,  vows  to  lead  and  direct  an  industrial  giant  and  its 
363,892  employees. 

Bill  Jr.  won't  be  ranning  the  $154  billion  cai-maker  alone.  In 
an  unusual  power-sharing  an-angement,  Jacques  A.  Nasser, 
50,  the  company's  hard-diiving  automotive  president,  will  be- 
come CEO  on  Jan.  1 — at  the  same  time  Foitl  takes  over  as  chair- 
man. The  pair  are  inheriting  their  jobs  li-oni  Trotman,  65,  who 
is  leaving  a  year  earlier  than  planned.  With  his  job  largely  done, 

Trotman  says  he's  ready  to  step 
■  down.  His  global  reorganization 

l^^^^\f  ^  has  paid  off,  making  Ford  the 

I  \  ■  world's  most  profitable  camiaker 

The  new  duo  aims  to  keep  it 
^\      I  that  way.  Nasser,  the  scrappy, 

li^  ^1 1  £j|  hard-nosed  cost-cutter  who  is 

I  m  ^3  I  ^/  {  widely  credited  with  Ford's 

tiuTiai'oimd,  will  run  day-to-day 
operations.  Although  Bill  Jr.'s 
task  of  setting  long-term  strat- 
egy is  harder  to  define,  he  in- 
sists he'll  be  no  mere  figure- 
head. Every  working  day,  he 
will  be  at  company  headquar- 
ters in  Deai'bom,  Mich.,  he  says, 
sitting  at  the  massive  burled- 
walnut  desk  that  belonged  to 
his  gi'andfather,  Edsel  B.  Ford. 
Nasser  will  sit  in  an  adjoining 
office. 

Both  insist  they  will  get 
along  fine.  The  pair  go  back  a 
ways.  When,  in  1984,  Bill  Ford 


His 
His 

His  Priorities 
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<  HENRY  FORD  (1863-1947) 
CLARA  BRYANT 


THE  FORD  LEGACY 

Few  family  dynasties  in  Corporate 
America  can  compare  witii  ttie  stormy 
mix  of  creative  genius,  business 
acumen,  noblesse  oblige,  infighting, 
scandal,  and  boardroom  feuding  of  the 
Fords.  Nearly  100  years  after  the  first 
Model  T  rolled  off  the  assembly  line,  the 
family  still  controls  40%  of  the 
company  On  Jan.  1,  1999,  the  fourth 
generation  will  take  the  wheel,  as  Bill 
Ford  Jr.  becomes  chairman 


Ford  Motor  founder,  he  ran  the  company  from  its  inceptio- 
1903  to  1945.  An  inveterate  tinkerer  who  once  worked  foi 
Thomas  Edison,  he  was  an  early  champion  of  the  gas-pow( 
engine.  But  he  was  best  known  for  creating  the  first  movin 
assembly  line.  Although  he  was  a  pioneer  m  mass-produce 
affordable  cars,  his  stubborn  refusal  to  diversify  beyond  th 
Model  T  and  his  bloody  battles  with  unions  pushed  his  coi 
ny  to  the  brink  of  disaster.  Famously  insisted  that  custome 
could  have  any  color  car  "so  long  as  it  is  black."  He  favon 
social  engineering,  building  schools,  roads,  and  hospitals- 
also  insisted  on  employee  cleanliness,  thrift,  and  sobriety. 


HENRY  FORD  il 

(1917-87) 

ANNE  McDonnell 


Left  Yale  after  his  father's 
death  to  join  Ford  in  1943. 
CEO  from  1945;  chairman 
1950-80.  An  autocratic 
leader  who  fired  three 
presidents,  he  revived  the 
company  after  World  War  II 
Settled  fights  with:  "My 
name  is  on  the  building." 


$  CHARLOTTE  FORD 

[1941-  ) 
)^^iM  Agitated  in 
1989  for  a 
greater  Ford 
family  presence 
on  the  board. 
Publishes  Char- 
lotte Ford  s  Book  of  Modern 
Manners. 

i  ANNE  FORD 

I  (1943-  ) 

■  EDSEL  FORD  II  (1948-  ) 
Joined  company  in  1974; 
board  in  1988.  As  eldest 
male  cousin,  was  once  top 
contender  to  run  the  com- 
pany. Became  president  of 
Ford  Motor  Credit  in  1991 
but  left  in  April,  1998,  to 
pursue  private  interests. 


SON 

(1919-78) 

EDITH  McNAUGHTON 


Joined  company  in  19 
became  a  director  in 
Held  jobs  in  Llncoln-^ 
cury  and  dealer  opera 
until  his  death  in  197 
gradually  receded  fror 
business  to  spend  his 
yachting,  as  his  broth 
Henry  II  shut  him  out 

i  BENSON  FORD  JR. 

(1949-  ) 

Living  in 
ern  Califo 
and  raci 
he  hired  c 


mj  »l 


sue  the  fc" 

trust  after  his  father's 
in  1978,  demanding  i 
money  and  a  board  s 
raised  a  ruckus  from 
floor  at  Ford's  1979 
holder  meeting.  Sine 
onciled  with  the  fami 
returned  to  take  a  Foi 
keting  job  between  1 
and  1995.  He  now  S| 
a  motorcycle  team  an 
races  formula  cars. 

LYNN  FORD  ALANDJ 

(1951-  ) 


lEL  BRYANT  FORD  (1893-1943) 
^NOR  CLAY  


■y  Ford's  only  child, 
■I  was  president 
1919  to  1943.  A 
creative  manager, 
as  bullied  and 
irmined  by  his 
ir.  His  son  Henry  II 
/ertently  made  his 
3  synonymous  with 
■e  by  naming  the 
I  after  him. 


as  the  family  prankster, 
arried  interior  designer 
■  Buhl  Ford  II  (no  rela- 
n  1943.  A  museum 
actor,  her  own  collection 
es  paintings  by  Van 
Renoir,  and  Picasso. 

TER  BUHL  FORD  HI 

) 

to  start  a  movie  busi- 
Worked  for  Ford  mar- 
from  1978  to  1993. 

NOR  CLAY  FOSe 
IKE  (1946-  ) 

RHINE  CLAY  FORD 

(1949-  ) 


ED  BRUSH  FORD 

^  (1950- ) 

Shunned  the 
family  business, 
became  a  Hare 
Krishna,  and 
renamed  himself 
Ambarish  Das. 
Donated  a  part 
of  his  fortune  to 
t  a  Grosse  Pointe  man- 
ito  an  ashram.  Active 
i  corporate  charities. 


WILLIAM  CLAY 

(1925- ) 

MARTHA  FIRESTONE 


A  director  since  1948, 
ran  Continental  car  division 
until  brother  Henry  II 
closed  it  down  in  1956. 
Named  vice-chairman  in 
1980  when  Henry  bypassed 
him  to  name  a  nonfamily 
chairman.  Became  head  of 
key  finance  committee  after 
Henry's  death  in  1987. 

I  MARTHA  PARKE  FORD 
MORSE  (1948-  ) 

I  SHEILA  FIRESTONE 
HAMP  (1951-  ) 

Currently  active  in  Ford 
corporate  charities. 

I  WILLIAM  CLAY  FORD  JR. 

(1957- ) 

Hired  at  Ford  in 
1979  straight 
out  of  Prince- 
ton. Joined 
board  in  1988. 
Rotated  through 
15  jobs  before  leaving  man- 
agement in  1994  to  run  the 
finance  committee. 

I  ELIZABETH  KONTULiS 

(1961-  ) 
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reported  to  Nasser,  "one  of  his  first  requests  was:  'Don't 
treat  me  any  differently,' "  Nasser  says.  "And  I  didn't."  Today, 
"Bill  leads  the  board,  and  my  job  is  to  run  the  company." 

Fellow  boai'd  membei's  say  Ford  earned  the  top  job  in  the 
past  tlii'ee  yeai's  tlirough  his  forceful  peribmnance  as  chairman 
of  the  board's  powerful  finance  committee,  which  controls 
the  company's  $22  billion  cash  reserves.  Director  Carl  E. 
Reichardt,  former  chairman  and  f;E()  of  Wells  Fargo  &  Co., 
says  that  when  Ford  first  joined  the  board,  at  30,  in  1988,  he 
went  through  a  "quiet  period"  while  he  learned  and  ma- 
tured. But  now  his  words  carry  weight.  "When  he 
speaks,  people  listen," 
says  Reichardt.  "He's 
no  clerk.  He's  a 
thoughtful,  well-edu- 
cated young  man  who  doesn't  weai-  liis  stripes  on  his  sleeve." 

Indeed,  signs  of  the  new  chairman's  influence  ai'e  already  ev- 
ident. Board  insiders  say  he  played  a  key  role  in  Ford's  recent 
decision  to  back  out  of  the  bidding  for  Korea's  insolvent  Kia 
Motors.  Wonied  because  the  deal  would  have  required  taking 
on  Kia's  massive  $7  bilhon  debt.  Ford  pushed  fellow  directors 
to  walk  away.  "I'm  not  the  shy,  retiring  type,"  says  Ford. 

With  the  Kia  deal  off.  Ford's  immediate  and  most  impor- 
tant job  is  figuring  out  what  to  do  with  all  that  cash.  Ford 
says  he's  still  shopping  for  a  global  auto  business — but  noth- 
ing as  big  as  the  pending  maniage  between  DaiirJer-Benz  and 
Chiysler  Corp.  "Ford  has  enough  products  and  global  breadth 
that  we  don't  need  to  lush  into  anybody's  arms,"  he  says. 

Wall  Street  is  watching  closely.  Stephen  J.  Gh-sky,  a  Morgan 
Stanley  Dean  Witter  analyst,  figiu'es  Ford  has  four  choices:  a 
stock  buyback,  a  dividend  increase,  an  acquisition,  or  an  in- 
vestment in  the  company's  dealer  network.  Ford  has  "a  lot  of 
extra  cash  buiTiing  a  hole  in  their  pocket,"  says  Girsky.  "How 
they  use  it  will  tell  us  a  lot." 

"JAC  THE  KNIFE."  Even  more  revealing  will  be  how  Ford  and 
Nasser  respond  to  another  imminent  problem:  Japanese  sport- 
utility  vehicles  such  as  the  popular  Lexus  Rx:m  are  beginning 
to  threaten  Ford's  fat  profits.  Analysts  say  nearly  half  of 
Ford's  annual  $6.9  billion  1997  profits  came  fi'om  hot-selling 
sport-utilities  such  as  the  Ford  Expedition.  "You  can't  prevent 
other-s  from  encroaching  on  the  parade,"  says  Ford.  "We  just 
have  to  keep  pushing  and  coming  out  with  excellent  products." 

In  the  meantime,  Bill  Ford  will  sei-ve  as  Foi'd's  link  to  Wall 
Street  and  other  large  investors,  whom  he  intends  to  meet 
with  regularly.  And  he  will  make  a  point  of  walking  the  hall- 
ways at  Ford  to  keep  a  finger  on  the  pulse  of  middle  man- 
agement. "I  never  want  to  be  sitting  in  a  plush  office  with  the 
door  closed  and  not  out  seeing  people,"  says  Ford. 

Ultimately,  Ford's  success  may  rest  on  his  ability  to  manage 
one  man:  partner  Jacques  Nasser  As  Ford's  automotive  pres- 
ident since  October,  1996,  the  blunt-talking  Austrahan  has 
ti-ansfoiTned  Ford  fi-om  sti-uggUng  with  the  wor-st  profit  mai-gins 
in  the  business  to  scoring  record  earnings  last  yeai" — suipass- 
ing  General  Motoi-s  Coip.  Nasser  has  slashed  $4.3  billion  in 
costs  in  the  past  18  months — thus  Uving  up  to  his  nickname, 
"Jac  the  Knife" — and  tliis  fall  he  will  show  a  ftuther  10%  of 
Ford's  53,000  salaiied  staff  the  door  Nasser  also  has  a  flair  for 
car  design  and  has  reinvigorated  Ford's  overseas  operations. 
"Jac's  been  the  catalyst,"  says  Lehman  Brothers  auto  analyst 
Joseph  S.  Phillippi,  who  believes  keeping  Nasser  is  crucial. 
"Jac's  the  general,"  he  says. 

Both  executives  ai'e  opinionated  and  strong-willed,  and  they 
admit  they  have  differences.  For  example,  Nasser  doesn't  be- 
lieve he  win  live  to  see  the  death  of  the  internjil  combustion  en- 
gine, wliile  Ford  believes  he  will.  "If  we  agi-eed  on  eveiy  single 
issue,  then  we  wouldn't  be  getting  the  benefit  of  liis  pei-spective 
and  my  perepective,"  says  Nasser  Adds  Ford:  'We'll  thi"ash  out 
om-  differences  thoroughly,  but  behind  closed  doors." 

StUl,  one  lai'ge  Ford  investor  sees  problems  ahead  if  either 
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one  strays  onto  the  others  tuif.  "If  Jac  does  a  bang-up  job  by 
hitting  on  all  cylindei*s,  it  is  going  to  be  hai-d  for  BUI  Ford  to 
do  more  than  iim  the  boai'd,  make  management  hii*es,  and 
i-un  the  Lions,"  the  investor  says.  On  the  other  hand,  "if 
Bill  starts  to  get  in  Jac's  way,  then  guys  like  gm  will  probably 
be  lining  up  to  say,  'Jac.  why  don't  you  come  over  and  work 
for  us — and  be  chaimian.' " 

Indeed,  the  :wo-for-the-road  power-shaiing  airangement 
has  a  histoiy  of  failui-e  at  Ford.  Billy's  uncle,  the  imperious 
Hemy  Ford  II.  ran  Ford  with  an  ii-on  fist  for  35  yeai-s  and 

was  legendary  for 
clashes  with  his  man- 
agers. Most  famously, 
he  fh-ed  Lee  A.  lacoc- 
ca  in  1978  rather  than  entmst  him  with  the  family  legacy. 
And  he  frustrated  his  brother  ^^Llliam  Clay  Ford  Sr.  Bill's  fa- 
ther, now  73.  at  every  turn. 

Unquestionably.  BUI  Ford's  appointment  to  the  chaii'man's 
job  is  a  \ictGn' — and  \indication — for  both  BiU  Ford  and  his 
father  BiU  Jr  now  becomes  the  stewai'd  of  the  Ford  clan's 
considerable  fortime.  estimated  to  be  worth  more  than  So  bU- 
hon.  Much  of  that  fortune — about  S2  bUUon — is  held  by  his 
branch  of  the  famUy.  "The  famUy  has  more  at  stake  in  the 
weLfai'e  of  the  company  than  anyone  else."  explains  Bill  Sr., 
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the  last  sm'\i\ing  gi-andson  of  Hem-}-  Foixi.  "This  ensui'es  that 
the  company  won't  go  off  and  do  something  screwy." 

Hemy  Ford,  though,  just  might  have  found  his  gi-eat-gi-and- 
son,  BUI.  a  tad  pecuUai"  if  the  two  had  ever  met.  Despite  his  lin- 
eage. BUI  Jr.  is  nothing  like  the  old-model  auto  bai'on.  Rather 
he  is  a  New  Age  industriaUst.  He  caUs  himself  a  "passionate" 
en\iix)nmentalist.  who  wants  to  make  gi'een  policies  as  integi-al 
a  part  of  Foixl  as  is  quaUty.  "For  us  to  succeed,  we  have  to  be 
seen  as  an  emii-onmental  company."  he  says.  That's  why  he's  so 
con\Tnced  he'U  see  the  demise  of  the  intemal<*ombustion  engine. 
"Someday,  it  wiU  be  gone."  he  says,  replaced  by  electric  cai-s 
powered  by  fuel  cells  or  some  other  kind  of  clean  fuel. 

Ford  also  has  some  awfully  high-minded  notions  for  his 
company's  futui-e.  Pi'ofits  ai*e  important,  but  "a  gi'eat  com- 
pany goes  beyond  that  and  makes  the  world  a  better  place." 


i. 


he  insists.  He  en\isions  a  modem-era  version  of  his  gi-( 
gi-andfather's  legacy  of  social  engineering:  He  hopes  to 
Ford's  financial  and  social  clout  to  educate  the  poor  £ 
help  clean  up  the  emii-onment.  Ah-eady,  he  has  been 
stiTunental  in  Ford's  financing  the  constiuction  of  100  kinder 
gailens  and  elementaiy  schools  in  Mexico.  Ford  insists  hi 
%iews  make  good  business  sense.  "I'm  not  going  to  be  som' 
madman  iimning  ai'Ound  with  an  open  checkbook."  he  insist* 
"There's  no  incompatibility  between  doing  the  right  thing  am 
making  money." 

StiU.  BUI  Ford  knows  as  weU  as  anyone  else  that  his  com 
pany's  profits  come  lai'gely  fi*om  sales  of  outsize  pickup  truck 
and  sport-utes  such  as  the  giant  Lincoln  Xa\igator — auto  ^ 
that  have  been  widely  criticized  as  gas-guzzhng  poUuter; 
xAnd  with  Nasser's  strong  presence  a  comforting  countei 
weight.        Street  isn't  yet  overly  concerned  about  Foi-d's  sc  . 
cial  agenda.  "At  the  end  of  the  day,  we  want  the  stock  to  g  i  ■ 
up  and  BUI  Jr  wants  the  stock  to  go  up,"  says  analyst  Gu"sk;  . 
DRIVING  A  SEMI.  Within  the  company.  Ford's  wide-eyed  er 
thusiasm  and  bo\ish  looks  led  to  rcsentment  as  he  climbed  th  < 
coi-porate  ladder  And  some  executives  at  the  auto  make  ^ 
wonder  whether  BUI  Jr  has  really  paid  his  dues.  Othei-s  di 
agi'ee.  AUy  and  ad\iser  Peter  J.  PestiUo.  Ford  executive  \icjr  • 
president  for  coiporate  relations,  says:  "WTiatever  advantage! 
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will  share  power  as 
CEO  and  chairman 


DATA;  WARD'S /mOmWE  REPORTS.  MORGAN 
STAHlfY  DEAH  WITTER.  BUSINESS  WEEK 


..BOOSTING  PROFITS 
TO  RECORD  LEVELS 


^  '93  '94  '95  "96  '97 
A  HUNDREDS  OF  DOLLARS 


he  has  as  a  member  of  the  family  he  paid  for  dearl 
Ford  is  sensitive  to  being  thought  a  dilettante.  A  f( 
yeai-s  back,  he  asked  people  to  stop  calling  him  BiUy 
chUdhood  ruckname.  And  he  has  often  gone  the  extra  mUe 
compensate  for  his  lineage.  In  1989.  when  given  a  munda 
assignment  in  hea%y-tnick  engineeiing.  Ford  went  to  drivi 
school  and  got  a  license  to  diive  big  18-wheelei-s.  His  fii 
exam  requii*ed  him  to  haul  a  load  round-trip  fi-om  Detroit 
Toledo.  "I  recognize  that  there  ai-e  those  w-ho  think  this  j 
was  handed  to  me,"  he  says.  "But  I  was  under  the  microscc 
eveiy  step  of  the  way.  I  had  to  have  drive  and  ambiti 
because  people  were  looking  for  me  to  faU." 

Despite  Foi-d's  pri\ilegeel  backgi-ound — or  maybe  because 
it — he  developed  into  a  ferocious  competitor  On  fishing 
with  his  thi'ee  closest  fiiends.  Ford  usuaUy  bags  the  biggi 
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catch.  "I  define  a  good  day  of  fishing  as  just  being  there,"  says 
Steve  Hamp,  Bill  Jr.'s  brother-in-law  and  a  fishing  buddy. 
"His  definition  is  being  there  but  also  producing.  He's  al- 
ways got  a  couple  of  buckets  that  he's  trying  to  fiJl." 

His  competitive  streak  was  nurtui-ed  growing  up  in  a  bi-anch 
of  the  Ford  family  that  made  few  headlines.  In  contrast  to  the 
fi:^ctured  home  life  that  many  of  his  cousins  endiu^ed,  Bill  and 
liis  three  sisters  thiived  in  their  quiet,  unremarkable  household, 
bi-inging  home  good  grades  and  earning  laui'els  in  sports.  Theii" 
pai'ents.  Bill  Sr.  and  Martha  Firestone  Ford,  the  tire  heii-ess, 

tried  to  create  as  nor- 
mal a  world  as  possible 
given  their  family 
name  and  huge  wealth. 
The  family  had  no  bodyguards  or  chauffeiu-s.  Bill's  mom  made 
sure  to  drive  him  across  town  so  he  could  play  hockey  with 
kids  from  fai*  more  modest  backgrounds.  Recalls  teammate 
Ed  Sadorski  Jr.,  who  played  with  him  when  both  were  teens: 
"He  didn't  shy  away  from  the  rough-and-tiunble  stuff." 

Those  games  stood  Bill  in  good  stead  later  when  he  went 
away  to  the  Hotchkiss  School  in  Lakeville,  Conn.  Childhood 
pal  Stephen  Phinny  remembers  liim  as  a  teiTor  on  the  soccer 
field  who  held  his  own  in  the  raucous  fights  that  broke  out  be- 
tween rival  prep  schools.  Bill  got  another  lesson  in  toughing 
it  out  by  watching  liis  dad's  football  team  lose  year*  after  yeai'. 
The  Detroit  Lions,  in  fact,  have  not  won  a  championship  in 
the  34  years  Bill  Sr.  has  owned  the  team.  After  every  Lions 
loss,  young  Bill  listened  to  long-suffering  fans  howling  at 
his  father  on  sports  radio.  "It  hurt,  and  I  hated  it,"  he  says. 

But  it  was  the  classroom,  not  the  playing  field,  that  count- 
ed most  in  the  family,  and  Bill  Jr.  excelled  there,  too.  At 
Piinceton  University,  where  he  met  his  wife,  Lisa  Vandei-zee, 
he  majored  in  political  science,  writing  his  senior  thesis  on 
Ford's  labor  relations.  In  1983,  fom*  years  after  joining  the 
company,  he  took  time  off  to  earn  a  masters  in  management 


at  Massachusetts  Institute  of  Technology.  BiU  also  read  deeply 
about  environmental  issues.  He  studied  the  works  of  nature  ^j^^ 
author  Edward  Abbey  and  read  Rachel  Carson's  semina]  t.^l 
work,  Silent  Spritig.  As  a  teenager,  he  began  volunteering  or  * 
clean-water  projects  and  became  involved  in  Earth  Day.  "II ' '^^ 
struck  a  chord  with  me  very  young,"  he  says.  , " 

Ford  bi'eezed  thi-ough  11  jobs  in  his  first  decade  at  the  aut( 
maker  as  his  father  worked  behind  the  scenes  to  make  sure  ^'  ^'| 
his  son  was  getting  the  seasoning  to  lead  Ford  someday  .. 
Pestillo  recalls  that  Bill  Ford  Sr  approached  him  in  1982  anc 
asked  that  he  put  then  25-year-old  Bill  on  Ford's  bargaining 
team  in  talks  with  the  United  Auto  Workers.  "Bill  Sr.  hac 
been  on  Ford's  1949  bargaining  team  and  thought  it  was  i  pij 
gi'eat  experience,"  says  Pestillo.  "He  felt  that  if  you  are  goinj 
to  lead  the  company,  you  have  to  undei"stand  labor  relations.' 

The  only  operation  Bill  ever  ran  at  Ford  was  the  compan/i 
tiny  Swass  business.  To  test  his  mettle,  Pestillo  sent  hin 
there  in  1987  to  fix  Ford's  stniggling  operations.  Bill  Jr.  di( 
turn  the  unit  around,  boosting  profits  and  putting  Ford's  to] 
local  dealer  out  of  business  because  of  poor  performance. 
GRIEVANCES  AIRED.  Back  home,  though,  he  soon  encounterec 
rough  going.  Donald  Petersen,  who  was  then  chairman,  mar  . 
ginalized  him  and  his  cousin  Edsel  Ford  II,  then  39,  aftef 
they  were  named  to  the  board  in  1988.  Petersen  refuse(  j|( 
the  "Ford  Boys"  committee  assignments.  "We  felt  penalize( 
for  oui'  last  names,"  Bill  recalls.  After  Edsel  and  Bill  wen 
public  with  their  unhappiness,  Petersen  relented  and  allowa 
them  a  more  influential  role.  Following  the  family  dustup,  Pe 
tersen  reth'ed  early,  in  1990. 

The  two  cousins  were  already  viewed  as  rivals  for  the  to] 
job.  As  Hem-y  IPs  son  and  the  eldest  male  of  the  foui-th  ger 
eration,  Edsel,  49,  was  long  thought  to  be  the  favorite.  Bu 
Bill's  rise  was  assm-ed  when  in  1995  he  took  the  chainnanshi 
of  the  boai'd's  powerful  finance  committee,  a  post  created  b; 
Henry  II  to  assiu-e  the  family  complete  control  of  the  company 


WILLIAM  CLAY  FORD  JR. 


BORN  1957,  Detroit 

EDUCATION  BA  1979,  Princeton;  MS  in  management  1984,  MIT 

FAMILY  Married  to  Princeton  classmate  Lisa  Vanderzee.  Two  daugh- 
ters, ages  13  and  11,  and  two  sons,  7  and  3. 

BEST  THING  ABOUT  GROWING  UP  A  FORD  In  addition  to  the 
family's  40%  stake  in  the  auto  company,  his  father  owns  the  Detroit 
Lions.  "What  cooler  way  to  grow  up  for  an  American  boy  than  to  be 
around  cars  and  football?" 


WORST  THING  ABOUT  BEING  A  GROWNUP  FORD  "Whenever  I'm 
at  a  party,  people  are  always  telling  me  either  to  get  a  new  quarter- 
back or  make  the  Taurus  backseat  bigger." 

DIFFERENCE  BETWEEN  THIRD  AND  FOURTH  GENERATION  His 

dad  and  two  uncles  hashed  out  business  over  the  dinner  table.  The 
13  cousms  in  Bill's  generation  meet  just  twice  yearly. 

FAMILY  MISTAKES  HE  WILL  TRY  HARD  TO  AVOID  He  won't  be 

as  eccentric  as  his  great-grandfather,  company  founder  Henry  Ford, 
or  as  imperious  as  his  uncle  Henry  Ford  II. 

WILL  HIS  CHILDREN  RUN  FORD  SOMEDAY?  "I  won  t  push  them 
into  it.  My  father  didn't  push  me." 

WHAT  KIND  OF  CAR  HE  DRIVES  A  Ford  concept  vehicle  known  as 
the  Rox.  It's  a  bright  yellow  Ford  Expedition  with  a  pickup-truck  bed. 

HOBBIES  Fly-fishing,  hockey,  tennis,  tae  kwon  do,  coaching  his 
kids'  soccer,  collecting  Civil  War  documents. 
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rse  strings.  Meanwhile,  Edsel  is  said  to  have  clashed  with 
ex  Trotman,  and  his  advancement  in  the  company  stalled. 
Edsel  retired  in  April  after  25  years  at  the  company,  the 
.t  seven  years  as  president  of  Ford's  auto-lending  unit, 
rd  Credit.  Now  the  new  chairman  would  like  him  to  return, 
he  door  is  open,"  says  Bill  Jr  "I'm  going  to  plead  with  him 
get  as  involved  as  he  wants."  Edsel  appears  interested, 
m  glad  he  said  that  because  he  knows  how  much  the  com- 
ay  means  to  me,"  responds  Edsel.  "When  the  time  is  right, 
sit  down  and  discuss"  it  with  Bill  Jr. 


A  FLAIR 

FOR  FOOTBALL 

Managing  the  Detroit 
Lions,  whici)  tie  co-owns 
witti  tiis  fattier,  is  Bill 
In 's  passion.  But  he  is 
also  passionate  about 
the  environment  and 
aims  to  bring  green 
oolicies  to  Ford.  He  says 
3  great  company  is  one 
that  "makes  the  world  a 
better  place" 


children.  As  a  family,  they  camp,  hike,  and  ski  whenever 
they  can.  Like  his  parents,  Ford  is  immersed  in  the  lives  of 
his  two  daughters  and  two  sons,  who  range  in  age  from  13 
to  3.  He  coaches  their  soccer  teams  and  likes  to  clown 
around  for  their  friends  whenever  they  visit.  "My  children 
keep  saying  that  all  the  kids  in  the  neighborhood  like  to 
come  to  our  house  because  they  find  me  entertaining,"  he 
says.  "We're  rarely  serious  around  our  house."  Like  a  true 
'90s  dad.  Bill  Jr.  vows  that  even  the  chairmanship  of  Ford 
Motor  Co.  won't  keep  him  from  his  children.  "I  will  never 


rhe  family  can  continue  to  exeit  absolute  power  at  Foixl  be- 
se  they  stacked  the  deck  in  then-  favor  when  they  took  the 
0  maker  pubhc  in  1956.  Hem-y  Ford  II  and  his  three  sib- 
js  established  a  special  "class  B"  stock  that  only  family 
I  tnbers  can  hold.  One  class  B  shai-e's  financial  value  is  equal 
111  share  of  Ford  common  stock — but  it  has  eight  times  the 
I'ing  rights.  Today,  the  Fords  own  72  million  class  B  shares. 

Sr.  and  Bill  Jr  together  control  more  than  26%  of  the  class 
lihares,  worth  $871  milhon.  They  also  hold  two  of  the  fam- 
.^3  three  seats  on  the  company's  11-member  board, 
'ndeed,  the  Fords  have  avoided  the  erosion  of  fortune  that 
splintered  other  dynasties.  They  have  amassed  a  piffchase 
id,  and  they  acquire  Ford  common  stock  to  trade  with  fam- 
members  who  need  to  Uquidate  class  B  shai-es  for  estate 
es  or  other  expenses.  That's  why  Bill  Jr  says  the  family  is 
woiTied  about  losing  its  voting  power.  "People  in  our  fam- 
are  buyers,  not  sellers,"  he  says.  What's  more,  the  13 
sins  in  Bill  Jr's  fouith  generation  meet  twice  a  year  to 
iew  the  family  holdings.  And  a  special  voting  tinast  has 
n  established  by  the  family  so  they  can  vote  their  shai-es  in 
cstep.  "We're  a  very  cohesive  family,"  says  BOl  Jr  "Tliere's 
reat  sense  of  tradition  and  responsibility  in  this  family." 
LDREN  FIRST.  Recently,  Bill  Jn  has  emerged  to  join  older 
sins  Edsel  and  Charlotte  Ford  as  leaders  of  the  foiuth 
eration,  says  brother-m-law  Hamp.  "BUI,  Edsel,  and  Chai- 
e  have  worked  hai'd  to  develop  a  sense  of  unity  and  keep 
gi'oup  focused,"  says  Hamp,  president  of  the  Edison  Insti- 
;.  And  BOl  plays  a  special  role  in  family  meetiags:  "He's  a  lot 
un,  and  he  keeps  things  rolling,"  says  Hamp. 
Cven  with  his  heavy  new  burden  of  responsibihty,  Bill  Jr 
sts  he  will  keep  balance  in  his  life.  He  readily  confesses 
t  he  would  always  "rather  be  outside  than  indoors."  And 
shares  his  love  of  nature  with  his  wife  and  four  young 


give   up   any   involvement   in   their   lives,"   he  says. 

Reluctantly,  he's  already  had  to  cut  down  on  his  next  great- 
est passion  as  an  adult:  a  Hemingwayesque  obsession  with  fly- 
fishiiig.  Eveiy  chance  he  gets.  Ford  travels  the  world  in  seai"ch 
of  the  perfect  fisliing  hole.  He  even  co-owns  a  fly-rod  company. 
A  few  years  ago,  he  and  his  friends  found  themselves  in  the 
Amazon  casting  for  peacock  bass  and  catching  a  few  pu'a- 
nhas.  Eventually,  they  were  chased  from  then-  pai"adise  by  tor- 
rential rains  and  a  pesky  anaconda  that  attacked  one  of  their 
guides.  Recalls  longtime  fiiend  Ralph  Booth:  "We  made  a  mu- 
tual decision:  We've  caught  enough  fish.  Let's  get  out  of  here." 

Ford  also  dabbles  in  Eastern  philosophy  and  reads  Buddhist 
texts.  A  strict  vegetaiian.  Ford  shuns  alcohol  and  believes  in 
the  cm-ative  powers  of  alternative  medicine.  "I've  seen  an 
acupunctuiist,  an  hei'balist,  and  I  do  yoga,"  says  Ford.  He  also 
practices  the  martial  art  tae  kwon  do.  "I  try  not  to  drink," 
says  Ford,  whose  father  and  uncles  were  afflicted  by  alco- 
holism. "My  personality  doesn't  improve  a  lot  when  I  drink." 
That's  not  the  only  lesson  he's  drawn  from  the  family  history. 
"Fame,  fortune,  and  power  really  hold  no  allur-e  for  me,"  he 
says.  "I  gi'ew  up  with  them,  and  I've  seen  them  make  so 
many  people  miserable.  I  know  they  don't  bring  happiness." 

Back  on  the  sidelines,  just  before  the  Lions'  crushing  loss  to 
Cincinnati,  WiUiam  Clay  Ford  Sr  talks  of  how  proud  he  is  that 
his  son  has  reached  the  top  in  the  family  company.  He  once 
warned  his  son  of  the  heaitache  Ford  Motor  Co.  can  give  a 
family  member  Now  he  just  wants  Bill  Jr  to  know  that  his  old 
man  is  watching.  "Hopefiilly,  he'll  do  a  good  job,"  chides  Bill  Sr 
"If  he  doesn't.  111  cut  his  allowance.  He's  too  big  to  spank."  But 
those  who  know  BiU  Jr  suspect  he'll  be  the  one  to  kick  himself 
the  hardest  should  he  fumble  in  his  bid  to  keep  one  of  Ameri- 
ca's gi'eat  industrial  dynasties  going  for  yet  another  generation. 

With  Kathleen  Keywhi  in  Detroit 
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Why  George  Steinbrenner 
may  be  tempted  to  sell  the 
New  York  Yankees 


By  Anthony  Bianco 


Outside  Yankee  Stadium,  an  August  sun  is 
i  broiling  the  Bronx.  Inside  the  executive  offices 
of  the  New  York  Yankees,  the  air  conditioning 
is  set  somewhere  below  Arctic,  overmatching 
/  even  George  Steinbrenner's  hot-blooded  consti- 

tution. "It's  cold  in  here,"  Steinbrenner  complains. 

"Want  me  to  turn  off  the  air  conditioning,  sir?"  offers 
an  aide. 

Steinbrenner  leaps  from  his  chair,  strides  across  the  room, 
and  peers  up  at  an  offending  air  vent  on  the  ceiling.  "I'll 
stop  it,"  he  growls  and  draws  a 

fist  back  behind  one  ear,  a  cari-        SpOrtS  BUSITI 
cature  of  himself.  Steinbrenner 

holds  the  pugilistic  pose  for  a  second,  then  drops  his  arm, 
and  retakes  his  seat.  "Where  were  we?"  he  says  brightly,  a 
smile  playing  at  the  comers  of  his  mouth. 

George  M.  Steinbrenner  III,  the  Yankees'  famously  com- 
bative principal  owner,  has  been  pulling  his  punches  all  sum- 
mer long.  He  hasn't  harangued  his  manager  or  reproached  a 
player  for  weeks  now.  He  has  stayed  out  of  the  clubhouse 
and  more  surprising  still,  out  of  the  tabloids.  "George  and  I 
fight  Hke  hell,  but  not  this  year,"  says  Arthur  Richman,  a  se 
nior  adviser  to  Steinbrenner.  "This  year  he's  been  an  angel." 


Sports  Business 


At  68,  Steinbrenner  remains  a  compulsively  competitive 
man  of  emphatic  opinions  imd  neai'ly  imcontainable  energy.  But 
he  has  had  the  good  sense  to  realize  that  indulgijig  liis  penchant 
for  controversy  would  only  detract  from  the  extraordinary 
perfoiTnance  of  the  Yankees  in  what  is  tinily  a  baseball  season 
for  the  ages.  Besides,  the  Boss  is  preoccupied  with  weighty  is- 
sues of  business  and  family.  After  25  tumultuous  years,  he 
has  reached  a  critical  jimctui'e  in  his  ownei-ship  of  what  might 
well  be  the  most  valuable  sports  fi-anchise  in  America. 

For  starters,  the  Yankees'  cun-ent  .$486  million  local  tele- 
vision contract — the  foimdation  of  the  team's  prosperity  since 
it  was  signed  in  1988 — expii-es  in  less  than  two  years.  While 
Steinbrenner  pronounces  himself  pleased  with  the  perfor- 
mance of  the  current  rights  holder,  Cablevision  Systems 
Corp. — "I  consider  them  Kke  paitners,"  he  says — he  is  weigh- 
ing many  options.  James  L.  Dolan,  Cablevision's  president  and 
chief  executive,  says  that  he  "is  open  to  any  ideas  that  Mr. 
Steinbrenner  may  have." 

At  the  same  time,  Steinbrenner  is  grappling  with  the  fi- 
nancially critical  and  poUti- 
cally  loaded  issue  of  where 
the  Yankees  will  play  after 
theu'  Yankee  Stadium  lease 
expires  in  2002.  (The  team 
holds  options  that  could  ex- 
tend the  lease  to  2012.)  The 
"House  that  Ruth  Built" 
opened  in  1923  and  was  re- 
modeled in  the  mid-1970s. 
A  second  overhaul  is  a  pos- 
sibility, as  is  an  entirely 
new  stadium  in  the  Bronx. 
But  Steinbrenner,  who  has  been  bad-mouthing  Yankee  Sta- 
dium and  the  Bronx  for  years,  is  entranced  by  visions  of  a 
deluxe  .$8.50  million  stadium  in  midtown  Manhattan. 

A  swanky  new  ballpark  in  the  veiy  heart  of  the  nation's 
coiporate  and  media  capital  could  well  be  a  revenue  machine 
the  likes  of  which  U.  S.  sports  has  never  seen.  But  for  Stein- 
brenner, the  issue  is  as  much  pride  as  money.  "George  has  a 
fiiTn,  almost  visceral  belief  that  the  cuiTent  stadiimi  and  the  lo- 
cation is  wholly  inadequate,"  says  David  W.  Sussman,  who 
stepped  down  a  year  ago  as  executive  vice-president  and  chief 
operating  officer  of  the  Yankees  to  join  MTV  Networks.  "The 
state  of  the  art  has  so  far  eclipsed  what  the  Yankees  have  to 
offer  that  he  views  the  stadium  as  a  huge  soiu'ce  of  iliM  iuvifort 
and  even  embairassment  for  the  fans." 

Finally,  circumstances  are  conspiring  to 
force  Steinbrenner  to  think  more  seriously 
than  ever  about  selling  the  Yankees.  Ca- 
blevision, which  ah-eady  owns  the  New  York 
Knicks  and  New  York  Rangers,  is  expected 
to  try  to  preempt  the  TV  rights  negotia- 
tions by  making  a  bid  to  buy  the  Yankees 
outright.  "I  think  they'll  go  to  George  with 
a  number-  calculated  to  shock  liim  with  its  size,"  says  Neal  H. 
Pilson,  a  fonnei-  president  of  CBS  Sports,  who  now  iims  his 
own  Manhattan  consulting  fii'm. 

MYSTIQUE  COUNTS.  Earlier  this  season,  Rupert  Murdoch's 
News  Coqj.  bought  the  Los  Angeles  Dodgers  for  million, 
the  most  ever  paid  for  a  baseball  team.  Unlike  the  Dodgers, 
the  Yankees  do  not  own  theii"  stadium  or  the  land  around  it. 
Even  so,  most  experts  attach  a  higher  value  to  the  Yan- 
kees, and  not  only  because  they  play  in  the  nation's  most  lu- 
crative media  market.  The  Yankees  ai-e  the  Yankees — the  pin- 
striped embodiment  of  baseball  tradition,  the  team  of  Babe 
Ruth,  .Joe  DiMaggio,  and  Mickey  Mantle.  By  most  estimates, 
the  Yankees  would  fetch  at  least  $500  million  in  a  sale  and 
perhaps  as  much  as  .$800  million. 

Steinbrenner  has  fi-equently  compared  the  Yankees  to  the 
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Where  the  Money 
Comes  From* 


Mil  1 IDM^ 

NET  TICKET  SALES 

$35.0 

LOCAL  TV  AND  RADIO 

47.5 

MERCHANDISE  AND  PROMOTION 

20.0 

LUXURY  SUITES 

2.5 

POSTSEASON** 

10+ 

OTHER*** 

40.0 

Mona  Lisa  and  hj 
vowed  he  would  nev(  [.es' 
sell.  But  a  new  stad 
um — wherever  it  migl 
be  located — would  be 
huge  undertaking  th 
could  expose  Steinbrei 


TOTAL 

*  BUSINESS  WEEK  estimates  for  1998 
**  Assuming  a  World  Series  appearance 
***  Mainly  from  Major  Leagues  Central  Fund 
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risk  and  consume  tt 
better  part  of  a  decad 
What  is  more,  his  a 
tem.pts  to  gi'oom  a  fan 
ly  successor  have  n 
gone  according  to  pla 
His  eldest  son,  Henr 
41,  bolted  after  an  u  jned 
happy  apprenticeshi 
and  son-in-law  Josej 
Molloy  quit  the  team  a  year  ago  and  now  is  divorcing  h  djig 
wife,  the  former  Jessica  Steinbr  enner.  Another  son,  Harolju  jj  [ 
29,  and  son-in-law,  Stephen  Swindal,  43,  still  work  for  t' 
Yankees  and  jointly  hold  the  title  of  general  paitner.  Howev 
team  insiders  ciuestion  the  depth  of  their  commitment 
baseball — and  the  Boss's  willingness  to  relinquish  control. 

Steinbrenner,  as  always,  is  keeping  his  dealmaker's  car 
clutched  tight.  Says  Harvey  W.  Schiller,  president  of  Turn 
Sports  Inc.  and  a  close  friend  of  Steinbrenner:  "If  you  doi  ^[jj  § 
know  George,  you  might  think  he  makes  his  decisions  by  t 
seat  of  his  pants,  but  the  fact  is  he  does  an  awful  lot  of  i  \^ 
search.  He's  spent  a  huge  amount  of  time  in  the  last  ft 
years  studying  all  the  opportunities  open  to  him." 

Whatever  moves  he  maizes,  Steinbrenner  will  act  fi-om  a  f 
sition  of  financial  strength,  for  the  1998  Yankees  ai"e  poised 
reap  the  biggest  revenue  bonanza  in  the  history  of  the  fi"anch 
(table).  Most  important,  the  team  has  broken  the  Yankee  Si 
dium  attendance  record  of  2,633,701,  set  in  1988,  with  eig 
more  home  games  to  play.  Regular'-season  revenues  shoi  yjj],| 
Mt  $145  million,  and  a  World  Series  appearance  could  fatt 
Steinbreimer's  coffers  by  an  additional  $10  million  or  more, 
However,  if  the  past  is  any  guide,  precious  little  of  tlt^.^ 


It's  Not  Easy  Bei 


TV  BONANZA 

The  Yankees'  12-year,  $486  million  cable-TV  I 
tract  expires  in  2000.  Steinbrenner  is  negotiLj^j 
with  Cablevision,  the  current  rights  holder, 
may  start  his  own  channel. 

SKY-HIGH  COSTS 

The  Yankee  payroll  already  is  the  sec- 
ond-highest in  baseball  at  $72  million. 
But  Steinbrenner  will  have  to  shell  out 
a  lot  more  money  to  hang  on  to  home- 
grown stars  like  Bernie  Williams,  Mari- 
ano Rivera,  and  Derek  Jeter. 


REVENUE-SHARING 

The  revenue-sharing  plan  baseball  imposed  in  1996  has 
Yankees  $15  million,  more  than  any  other  club.  To  pay  tl 
the  team  has  boosted  ticket  prices  by  41%. 


INGHI 


ounty  will  fall  to  the  bottom  line.  Steinbrenner  is  a  talkative 
lan,  except  when  it  comes  to  the  finances  of  his  tightly 
aid  club.  However,  business  week  was  able  to  obtain  Yan- 
ge  profit-and-loss  figures  for  the  years  1978  though  1990. 
uinng  most  of  this  period,  the  Yankees  were  httle  better 
lan  a  breakeven  enterprise.  Even  the  $40 
lillion-a-year  revenue  cushion  added  by 
le  MSG  deal  in  1988  wasn't  sufficient  to 
5sure  an  annual  profit.  That  year 
le  Yankees  made  $27.8  milhon  in 
•dinary  income  and  posted  a  $50 
illion  gain  in  1989,  only  to  plunge 
51  million  into  the  red  in  1990. 

The  Yankees  returned  to  prof- 
ability  in  1992  and  have  re- 
ained  in  the  black  ever  since, 
it  barely.  In  the  1990s,  as  in 
le  1980s,  the  team  has  aver- 
ted just  a  few  million  dollars  a 
;ar  in  net  profit,  according  to 
le  well-informed  source.  While 
;tendance  has  fiuctuated  from 
iar  to  year,  salaries  have  risen 
exoi-ably.  This  year's  payroll  of 
'2  milhon  is  the  .lecond-highest  in 
iseball,  trailing  only  the  Baltimore 
rioles.  Says  Steinbrenner:  "I  think 

would  surprise  people  to  see  that 
e're  not  a  big  moneymaker,  at  least 
)t  on  a  cash-flow  basis."  Or,  as  for 
er  Cleveland  Indians  owner  Bill  Veeck 
■.,  hked  to  say:  "You  don't  make  money 
)erating  a  baseball  club.  You  make 
1  oney  selling  it." 

(KKING  HISTORY.  An  investor  group 
isembled  by  Steinbrenner  bought 
I  e  Yankees  from  CBS  for  $10  million- 
i  million  of  it  borrowed.  The  Boss  put 
)  only  $168,000  of  the  original  $4  million  in 
(uity  but  has  since  sunk  millions  more  into 


the  club  to  buy  out  limited  partners.  With  his  wife,  Stein- 
brenner now  holds  at  least  a  60%  stake  and  sits  atop  what  is 
probably  the  biggest  capital  gain  in  sports. 

He  also  owns  what  is  arguably  the  best  team  in  baseball. 
The  Yankee  squad  reached  the  vaunted  100-win  mark  on 
Sept.  4,  earlier  than  any  team  in  major-league  history.  Al- 
though the  all-time  record  of  116  wins  set  by  the  1906 
Chicago  Cubs  is  nearly  out  of  reach,  Joe  Ton-e  & 
Co.  were  104-45  as  of  Sept.  16  and  still  had  an 
excellent  shot  at  breaking  both  the  all-time 
Yankee  record  of  110  wins  (set  in  1927)  and 
the  American  League  mark  of  111  victories, 
held  by  the  1954  Cleveland  Indians. 

Who  needs  pennant  races?  Fom*  years 
after  a  players'  strike  ruined  a  superb 
season,  this  summer's  historic  individual 
performances  are  luring  disgi-untled  fans 
back  to  the  ballpark  in  droves.  With  two 
more  seasons  remaining  on  the  existing 
contract,  labor  peace  is 
assured  through 
2000.  Baseball's 
most  press- 
ing prob- 
lem is  the 
yawning 
revenue  gap 
that  separates 
rich  clubs  from 
poor.  "Hope  is  be- 
ing taken  increas- 
ingly away  from 
teams  whose  revenue 
base  is  just  not  large 
enough  to  support  a  win- 
ner," argues  Peter  A.  Magowan, 
managing  general  partner  of  the  San 
Francisco  Giants. 

The  disparity  in  revenues  is  as  much 
a  function  of  stadium  economics  as  market 


B  Boss... 


INDANGE 

)8  Bronx  Bombers  have  set  a  new  team  attendance 
1  yet  rank 
\  in  tickets 
imong  Major 
le  teams, 
while,  Atlanta 
acre,  Cleve- 
Denver,  and 
cities  with 
lowntown  stadiums  sell  out  frequently. 

STADIUM 

)renner  covets  a  new  stadium  in  midtown  Manhattan. 
•  Rudy  Giuliani  supports  the  notion,  but  many  New 
'I  rs  think  of  Yankee  Stadium  as  hallowed  ground  and 
I  the  team  to  stay  in  the  Bronx.  A  fall  referendum 


Steinbrenner  has  been  talking  up  one  succession 
plan  or  another  for  more  than  a  decade  but  still  holds  tight- 
ly to  absolute  power  at  age  68.  Hal  Steinbrenner,  29,  and 
son-in-law  Stephen  Swindal,  43,  dutifully  work  for  the  Yan- 
kees, but  without  the 
Boss's  verve.  Increasingly, 


it  appears  that  the  Stein- 
brenner Era  will  begin  and 
end  with  George  III. 

CASHING  OUT 

Steinbrenner  has  rebuffed 
many  offers  for  baseball's 
most  valuable  franchise. 
But  Cablevision  is  likely  to  tempt  him  with  the  most  lucra- 
tive bid  yet. 


HAROLD 
SIlWBftENNEB 


STEPHEN 
SWINDAL 


Sports  Business 


size.  Baltimore,  for  example,  is  not  among  the  largest  major- 
league  cities,  but  the  Orioles  can  afford  its  roster  of  talent  be- 
cause they  play  in  Camden  Yards,  one  of  the  retro-style, 
baseball-only,  downtown  stadiums  that  are  now  all  the  rage. 
The  five  fi-anchises  that  lead  in  attendance  this  yeai- — Denver, 
Baltimore,  Phoenix,  Cleveland,  and  Atlanta — all  play  in  such 
stadiums.  To  Steinbrenner's  annoyance,  the  Yankees  ranked 
^  eighth  in  attendance  per  home 

^^jIL         game  through  August. 

While  a  half-dozen 
cities  are  readying  plans 
to  build  new  baseball 
stadiums  downtown,  MLB  is 
taldng  immediate  steps  to  level 
the  financial  playing  field.  Base- 
_  ball  is  phasing  in  a  rev- 
enue-sharing plan  that  was 
adopted  in  1996  and  is  de- 
signed to  transfer  $70  mil- 
Mon  a  year  fi-om  have  to  have-not  clubs  by  the  time  it  is  ful- 
ly implemented  in  2000.  For  each  of  the  past  two  years,  the 
Yankees  made  the  largest  revenue-sharing  contribution — 
$15.2  million,  all  told. 

Yaiil<ee  fans  are  helping  foot 
the  revenue-sharing  tab.  Since 
the  1995  season,  Yankee  ticket 
prices  have  risen  by  41%, 
nearly  double  the  rate  of  in- 
crease for  MLB  as  a  whole  over 
tills  period.  At  $20.51,  the  cost 
of  the  average  Yankee  ticket 
far  exceeds  the  major-league 
average  of  $13.60,  accoi'ding  to 
the  newsletter  Team  Market- 
ing Report. 

At  the  same  time,  Stein- 
bremier  has  gone  in  pursuit  of 
new  soui'ces  of  revenue  as  ag- 
gi'essively  as  Yankee  starter 
David  Cone  goes  after  hitters. 
In  1997,  he  was  so  detennined 
to  link  logos  with  Adidas  in  a 
sponsorship  deal  that  he  filed 
suit  against  eac-h  of  the  other  29 
teams  and  Major  League  Base- 
ball Properties  (mlbp)  to  force 
theii"  acquiescence.  The  suit  was 
settled  out  of  coiut  in  Api-il,  on 

"SrA^sf^:  midtown  stadium.  But  nostalgic 

lion  over  10  years,  Adidas 
sponsorehip  of  the  Yankees  eas- 
Oy  is  the  most  remunerative  in 

baseball  and  so  wide-ranging  that  it  amomits  to  bi-and  melding. 
NEW  BALL  GAME?  The  Adidas  matter  was  resolved  just  in 
time  for  Steinbrenner  to  tum  his  attention  to  the  less  con- 
tentious but  even  more  lucrative  issue  of  TV  rights.  Yankee 
progi'amming  imquestionably  is  a  hot  commodity.  Tlirough  Au- 
gust, Yankees  game  telecasts  on  Madison  Square  Garden 
Network  (MSG),  a  subsidiary  of  Cablevision,  have  drawn  37% 
more  viewers  on  average  than  last  season,  and  ad  revenues, 
by  all  reports,  are  strong.  However,  the  competitive  dynam- 
ics of  sports  TV  in  New  York  have  changed  to  such  a  degi'ee 
since  the  Yankees  signed  with  M.so  a  decade  ago  that  it  is  not 
obvious  who  has  the  upper  hand  in  the  latest  rights  negotia- 
tions: Steinbrenner  or  Cablevision's  father-and-son  team, 
Chairman  Charles  F.  and  ceo  James  Dolan. 

In  1988,  MSG  had  not  yet  been  absorbed  into  the  Dolans' 
empire  but  was  ovmed  by  Paramount  Communications  Inc. 


AFTER  THE  '96  SERIES 


George, 

with  Rudy  and  Joe,  yearns  for  a 


\.  New  York  voters  may  thwart  him 


Cablevision  did  own  SportsChannel  New  York,  which  broadi 
cast  Mets  games  and  acquired  the  Yankee  rights  in  1982f 
Steinbi-enner  had  signed  a  long-tenn  deal  but  shrewdly  inl 
sisted  on  an  escape  hatch.  Come  Nov.  1,  1988,  the  Yankee! 
would  have  30  days  to  reshop  the  rights.  By  the  time  198a 
rolled  around,  MSG  believed  that  its  veiy  future  hinged  oil 
breaking  Cablevision's  stranglehold  on  New  York  baseball 
Steinbrenner  named  his  price,  msg  met  it  vrithin  48  houi-s,  anc 
the  deal  was  done  before  Charles  Dolan  knew  what  liit  hin  - 
Cablevision  since  has  acquired  msg  and  further  narrowe 
the  field  of  potential  rivals  foi'  Yankees  broadcasts  by  allyin 
itself  with  Fox  Sports  Net.  (SportsChannel  is  now  known 
Fox  Sports  New  York.)  Asked  if  Cablevision's  new  mark 
power  concerns  him,  Steinbrenner  equivocates:  "It's  hard  t 
tell.  I  don't  think  I  do,  not  really,  at  this  time." 

Steinbrenner  is  not  a  captive  of  cable,  in  any  event.  H 
could  bring  new  technologies — notably  digital  or  satelHt 
TV — into  play  to  create  a  new  channel  or  network  ai'ound  th 
Yankees.  This  would  put  him  into  the  media  business  and  r 
quu-e  him  to  expand  the  leanly  staffed  business  operation 
maintains.  Says  the  Boss:  "It's  a  real  possibility." 

The  Dolans  long  ago  broached  the  topic  of  buying  t 
Yankees  in  discussions  with  Steinbrenner  and  would  su 

prise  no  one  by  putting  a  fo' 
mal  offer  on  the  table.  Howe" 
er,   Steinbrenner  has  bee 
rebuffing  two  or  three  uns 
licited  buyout  offers  a  year  fi 
at  least  a  decade,  and  many 
his  closest  associates  cann 
envision  him  selling  now. 
much  of  his  identity  and  h 
energy  is  committed  to  t' 
franchise,"  says  one.  "Wh 
would  he  be  without  it?" 

The  X  factor  in  the  Ya' 
kees'  future  is  the  stadiu 
question.  The  large  crowds  t' 
Yankees  are  drawing  to  t" 
Bronx  this  season  would  see 
to  lengthen  already  long  od 
against  a  city-financed  relo 
tion.  And  with  a  referend 
on  the  issue  looming  in  N 
vember,  a  poll  conducted 
Quinnipiac  College  sho 
overwhelming  opposition 
public  financing  for  a  Manh 
tan  stadium — even  if  it  mea 
losing  the  Yanks  to  Jersey. 

To  many  fans,  Yankee  St 
dium  is  an  indivisible  part 
Yankee  tradition.  Althou 
Steinbr-enner  proclaims  himself  a  traditionalist,  he  takes  a 
eral,  almost  profane  view  of  the  issue.  "Babe  Ruth  didn't 
on  this  gi-ass.  Joe  DiMaggio  and  Mickey  Mantle  didn't  iim 
this  gi-ass  because  the  stadium  was  totally  redone  [in  the 
1970s]"  he  says.  "The  only  thing  they  may  have  used  s' 
here  are  the  uiinals  and  the  lockers  in  the  locker  room." 

Despite  all  the  tough  talk,  would  Steinbrenner  real* 
make  good  on  his  veiled  tlu'eats  to  move  across  the  river  i 
New  Jersey  if  he  doesn't  get  his  Manhattan  venue?  Is 
vrilling  to  go  down  in  history  as  the  1990s  answer  to  Walt 
O'Malley,  who  was  forever  reviled  in  Brooklyn  after 
moved  the  Dodgers  to  Los  Angeles  in  1958.  "I  think  I  taj 
it  a  little  more  to  heart  than  Walter  O'Malley  did,"  Ste| 
brenner  says  softly  and  then  pauses.  "I  don't  want  to  tg 
about  that,"  he  snaps.  "So  I  won't." 

With  Mark  Hyman  in  Baltimc 
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Mr®  is  pleased  to  introduce  tlie  industry's  first  100%  Internet  service  availability  guarantee,  part 
]reementlt  means  guaranteed  access  on  US  leased-line  and  frame  relay  connections*  along  with  guarantt 
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at  we'll  promptly  and  proactively  notify  you  of  any  problems  and  get  your  new  connection 
nailed  when  we  say  we  will.  So  call  7  888  886  3844  or  visit  info.uu.net/three.  And  discover 
;p- y>.u,u„..'eyow  can  actually  enjoy.  UUNET,  a  WorldCom""  Company  Uniting  the  world  of  business. 
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IIVILL  CITIGROUP'S 
PARADE  GET  RAINED  OUT? 

landy  Weill  says  no,  but  the  Travelers-Citibank  deal  is  making  the  market  nervous 


ro  see  Sanford  I.  Weill,  you  would- 
n't know  the  biggest  deal  of  his 
career  is  coming  under  fierce  at- 
tack by  the  market.  The  chief  ex- 
;utive  of  Travelers  Corp.  seemed  re- 
,xed  and  enthusiastic  on  Sept.  15  as 
i  described  a  "sleepover"  he  and  John 
,  Reed,  Citicorp's  ceo,  hosted  the  night 
Bfore  at  Travelers'  conference  center  in 
istoral  Ai'monk,  N.  Y.  It  was  a  get- 
jquainted  gathering  for  the  14  men 
id  2  women  who  have  been  chosen  as 
)ard  members  of  Citigi'oup,  the  com- 
iny  to  be  formed  by  the  combination 
'  Travelers  and  Citicorp. 
As  soon  as  the  board  members  left 
ter  lunch,  Weill  prepared  for  the  next 
'oup:  Foui'  Travelers  and  three  Citi- 
)rp  senior  managers  slated  to  run 
itigroup,  who  were  gathering  for  din- 
;r  along  with  their  wives  at  the  con- 
rence  center  that  evening.  "There  is 
)  chance  that  the  Citicorp  IVavel- 
•s  deal  is  going  to  fall 
trough  because  of  the 


doings  of  anybody  at  Citicorp  or  any- 
body at  Travelers,"  says  Weill.  "We're 
ready  for  full  steam  ahead  when  the 
Fed  says  we  can  go  full  steam  ahead," 
he  says,  i-eferring  to  Ti-avelers'  pend- 
ing application  with  the  Federal  Re- 
sei-ve  Board  to  acquire  Citicorp. 

Weill,  a  veteran  dealmaker,  doesn't 
sound  like  a  man  who  might  walk  away 
from  a  deal,  which  was  one  of  the  ru- 
mors buzzing  through  the  market.  Yet 
much  of  the  euphoria  that  accompanied 
Citigi'oup's  announcement  on  Apr.  6  has 
turned  to  near  panic.  Along  with  the 
rest  of  the  financial-sei-vices  sector,  Ti-av- 
elers  and  Citi  stock  have  taken  a  bath, 
driving  Travelers  down  from  73  to  43, 
and  Citicorp  from  180.87  to  103. 


On  Sept.  10,  a  shai-e  of  Citicoi-p  was 
trading  for  $10  less  than  2'A  shares  of 
Ti-avelers,  which  is  what  Citi  share- 
holders will  get  when  the  deal  closes. 
(Ti-avelers  stockholders  just  keep  theii" 
shares.)  This  gap,  which  has  since  di- 
minished, reflected  the  belief  that  the 
deal  might  not  get  done  (chart,  page 
112).  "There  has  been  huge  trading 
based  on  inmors  the  deal  was  on  the 
rocks,"  says  Diane  B.  Glossman,  banking 
analyst  at  Lehman  Brothers.  "I've  got- 
ten more  calls  from  arbitrageurs  in  the 
last  few  days  than  I  have  had  in  many 
years." 

SUBMERGING  MARKETS.  Another  factor 
spooking  the  market  is  that  Fed  approval 
for  the  deal,  which  Weill  originally  said 
was  to  have  come  by  Labor  Day,  has 
been  delayed.  Now,  Weill  says  he  hopes 
the  O.K.  vdll  come  by  early  October 
The  fundamental  question  underly- 
ing the  mai'ket  jitters  is  whether 
the  megadeal  still  makes 
sense.  After  all,  Weill 
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As  for  backing  out,  Weill  says:  'Tve  never,  ever  thought 
of  going  back  on  a  handshake  or  my  word" 


is  taking  on  Citi's  huge  emerging-mai'ket 
exposure  at  a  time  when  a  scaiy  num- 
ber of  these  markets  ai'e  in  meltdown 
mode.  "The  worse  things  get  in  emerg- 
ing markets,  the  more  it  seems  like 
Travelers  isn't  getting  a  good  deal  by 
merging  with  Citi,"  says  James  K. 
Schmidt,  a  portfolio  manager  at  John 
Hancock  Financial  Industries  Fund, 
which  holds  stock  in  both  companies. 
However,  Schmidt  says  it  would  take 
an  absolute  collapse  in  Latin  Ameiica  to 
give  Weill  cause  to  pull  out.  "If  Brazil 
becomes  Russia,  that's  a  reason.  To  me 
that  would  be  a  material  imforeseen  cir- 
cumstance," says  Schmidt. 

CITI  AND  TRAVELERS 
ARE  TAKING  A  HIT... 

180  — 


ting  on  the  Hill  is  that  the  Fed  will 
"lean  over  backwards  to  approve  this 
deal,"  says  one  lobbyist.  Alan  Greenspan 
is  a  longstanding  supporter  of  financial- 
services  deregulation.  The  Fed  may  be 
waiting  to  see  if  Congi'ess  acts  on  the 
financial-sei'vices  refoiTn  bill  before  Con- 
gi'ess' scheduled  adjoumment  on  Oct. 
9.  And  the  Fed  may  want  to  appear  to 
deliberate  about  such  a  major  merger 
"even  if  they  were  ready  to  approve 
this  deal  five  minutes  after  it  was  pro- 
posed," says  the  same  lobbyist. 

Any  Washington  subtlety  may  have 
been  lost  on  New  York  traders.  The 
gap  widened  between  the  value  of  Citi 
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SPREAD  BETWEEN  THE  PRICE  OF  2.5 
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NOTE:  A  LOWER  PRICE  FOR  CITI  vs.  TRAVELERS  SUGGESTS 
SKEPTICISM  ABOUT  WHETHER  DEAL  WILL  GO  THROUGH 


Weill  brushes  off  liis  critics.  "I  think 
that  what's  going  on  now  more  than  val- 
idates what  we  did  then,"  he  says.  He 
points  out  that  Standard  &  Poor's  Coip. 
and  Moody's  Investors  Sei-vice  have  just 
affimied  or  upgi'aded  Ti'avelers  and  Citi- 
coip  units.  The  deal's  logic  still  stands,  he 
says.  Once  the  largely  domestic  Travelere 
bought  the  more  international  Salomon 
Inc.  in  1997,  he  realized  the  combined 
firm  was  still  too  small.  "I  said,  we're 
global,  but  we  should  be  much  more  di- 
versified, and  we  should  be  much 
stronger.  And  who  the  heck  is  the  best 
company  to  go  and  talk  to  that  can  with- 
stand the  vicious  cycles"  in  international 
markets,  says  Weill. 

INSTANT  APPROVAL.  As  for  Ti-avelers 
backing  out  of  the  deal,  forget  about  it. 
"I've  never,  ever  thought  of  going  back 
on  a  handshake  or  my  word,"  says 
Weill.  "When  you  do,  you're  never  going 
to  be  able  to  do  the  next  deal."  That 
means  Citi  and  the  Fed  are  the  only 
two  potential  dealbreakers.  Reed  said 
on  Sept.  1  the  merger  is  "absolutely  on 
track,"  and  Citi  has  already  cut  50  em- 
ployees made  redundant  by  the  deal. 
While  the  Fed  won't  comment,  the  bet- 


shares  vs.  Tr-avelers  shares.  According 
to  one  institutional  investor,  when  the 
Tellabs-Ciena  started  collapsing  the 
week  of  Sept.  7,  many  arbs  faced  mar- 
gin calls.  Since  arbs  were  short  Ti-avel- 
ers and  long  Citicorp,  they  sold  their 
Citi,  because  in  a  down  market  they 
usually  keep  their  short  positions  and 
sell  their  long  positions.  The  gap  has 
since  narrowed.  Says  one  institutional 
investor:  "You  have  a  lot  of  margin 
pressure  on  the  arbs  who  have  to  liqui- 
date positions.  And  the  iiimors  picked 
up  because  it  was  taking  a  lot  longer  to 
get  regulatory  approval  than  people 
thought,  including  the  management  of 
the  company." 

Longer  range,  the  market  reflects  the 
tuiTnoil  in  emerging  markets.  Of  Citi's 
core  business  income  last  yeai;  56%  was 
in  emerging  markets  and  44%  in  the 
U.  S.  and  other  developed  countries. 
"The  golden  attraction  of  Citicoip  long- 
term  was  you  have  these  huge  masses  of 
customers  in  the  emerging  mai'kets,  and 
the  Citi  brand  is  one  of  the  few  brands 
recognized  around  the  world,"  says 
Howard  F.  Ward,  portfolio  manager  of 
the  Gabelli  Growth  Fund.  But  he  has 


near-term  qualms.  "As  bad  as  thir 
currently  are  in  some  emerging  m^ 
kets,  things  may  deteriorate  furthe^ 
Ward  says.  He  bought  100,000  shaij; 
of  Citi  at  an  average  price  of  $48  ah 
sold  when  it  fell  to  $140  in  eai'ly  Augii 
What  could  toi-pedo  the  deal?  A  si- 
stantial  undisclosed  credit  problem  i 
Travelers  or  Citi,  speculates  one  banki'. 
One  fear  is  that  Citicorp's  emergii^- 
market  losses  could  amount  to  moj 
than  the  $200  million  in  third-quart' 
Russian  losses  already  announced.  IV 
like  losses  in  Russian  securities,  whii> 
are  quickly  marked  to  market,  hits  : 
Asia  and  Latin  America  would  proh- 
bly  involve  loans  th 
could  take  a  long  tir, 
to  turn  sour.  "Cre(| 
problems,  losses,  con 
with  a  big  lag,"  sa: 
Tanya  Azarchs,  baii 
analyst  at  Standard 
Poor's  Rating  Servic. 
"We  have  not  seen  t  i 
end  of  the  Asian  prd 
lem.  We  have  on: 
seen  the  beginning.  ] 
will  take  us  nii 
months  to  see  the  1) 
ginning  of  Latin  Ame 
ican  problems  even  j 
Brazil  tanks  tomoiTow." 

Ironically,  Weill's  pain  may  be  Reec 
gain.  For  Citicorp,  the  deal  could  r 
duce  its  dependence  on  profits  fi'om  tl 
developing  world.  "To  some  degre 
John  Reed  hedged  his  emerging-ma 
kets  exposui'e  by  joining  with  Travf 
ers,"  says  Charles  Peabody,  an  analv; 
with  Mitchell  Secmities.  "If  the  financi 
markets  continue  to  penalize  Sand 
Weill  for  this  exposure  via  Citicorp, 
have  to  believe  there  will  be  a  shan 
holder  revolt  questioning  if  this  is  th 
right  thing  to  do."  Adds  Schmidt: 
we  knew  then  what  we  know  now,  th 
share  exchange  ratio  might  have  been 
little  more  favorable  to  Travelers." 

Yet  most  analysts,  investors,  an 
bankers  are  convinced  the  deal  is  soli 
and  that  Citigroup  still  makes  sens( 
Says  Raphael  Soifer,  bank  analyst  s 
Brown  Brothers  Harriman:  "I  don 
know  why  anyone  in  his  right  min 
would  assume  this  deal  is  not  going  t 
happen."  Weill  has  given  his  word.  An 
don't  forget  the  chummy  slumber  part 
By  Leah  Nathans  Spiro  and  Gar 
Silverman  iyi  New  York,  with  Dea 
Foust  in  Washington 
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REITs 

IN  THE  ROUGH 

They're  short  of  cash  for  deals  as  investors  eschew  their  stocks 


Fi 


lor  years,  the  smart 
I  money  was  with 
Richard  E.  Rainwa- 
ter. Mesmerizing  Wall 
Street  with  liis  plan  to 
turn  his  huge  portfolio 
of  Texas  office  buildings 
into  a  gi'owth  company, 
the  Fort  Worth  deal- 
maker  raised  more  than 
$2  billion  between  1994 
and  1997  to  acquire 
properties.  But  since 
July,  the  real  estate  in- 
vestment trast  Rainwa- 
ter controls,  Crescent 
Real  Estate  Equities 
Inc.,  has  canceled  three 
deals,  including  a  $465 
million  port  folio  of  office 
towers  from  Pi-udential 
Insui'ance  and  the  $1.5 
billion  piu'chase  of  Sta- 
tion Casinos  Inc. 

These  are  not  gi-and 
times  for  real  estate  in- 
vestment trusts.  Less 
than  a  year  after  Wall 
Street  was  throwing  money  at  REITs,  ea- 
ger to  take  advantage  of  their  exemption 
from  corporate  taxes,  money  is  fast  dry- 
ing up  for  REIT  operators  such  as  Sam 
Zell,  Barry  Sternlicht,  and  Mortimer 
Zuckerman.  Morgan  Stanley's  reit  in- 
dex has  fallen  24%  since  Januaiy — com- 
pared with  a  flat  perforaiance  for  the 
Standai'd  &  Poor's  500-stock  index — help- 
ing to  torpedo  deals.  "Explain  this  to 
me,"  complains  Zuckennan,  chairman  of 
Boston  Properties  Inc., 
among  the  nation's 
lai'gest  office  reits.  'We 
have  the  best  results  in 
our  history  over  the  last 
six  months,  and  my 
stock  is  at  26,"  he  says, 
27%  off  its  high. 

What's  wi'ong?  After 
three  years  of  buying 
undervalued  assets,  re- 
its  have  driven  up  ac- 
quisition prices  to  levels 
that  started  to  worry 
then-  investors.  In  many 
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subiu'ban  mai'kets,  the  prices  reits  were 
paying  for  office  propeities  were  as  much 
as  the  cost  of  putting  up  new  buildings. 
Initial  rates  of  return  reits  were  getting 
on  new  acquisitions  fell  to  7%  to  8%  last 
spring  from  10%  to  11%  two  years  eai'li- 
er.  And  as  REITs — and  private  entrepre- 
neiu's — began  plowing  money  into  con- 
stracting  buildings,  investoi-s  fled,  feaiing 
a  real  estate  glut  was  fast  approaching. 
"It's  the  closest  thiiig  to  yelling  Ib-e'  in 
a  theater  that  I  have 
ever  seen,"  says  Roy  H. 
March,  president  of 
Eastdil  Realty,  a  big 
property  broker.  The 
prices  of  REIT  stocks  ai-e 
now  ti'ading  an  average 
of  10%  below  their 
breakup  value,  forcing 
many  to  contemplate 
huge  stock  buybacks  in- 
stead of  acquisitions.  "No 
one  can  issue  stock  for 
deals,"  says  Sam  Zell, 
who  did  more  than  $10 


billion  in  deals  last  year  and  built  t' 
country's  largest  office  re  it.  A  $990 
lion  merger  between  two  hotel  REr 
Equity  Inns  and  RFS,  fell  apait  in  Se] 
tember.  Many  industry  watchers  pre 
several  of  the  reits  could  be  bought  o| 
by  private  investors. 

Instead  of  deals,  the  pressure  is 
REITS  to  squeeze  profits  out  of  the  assi 
they  cuirently  own.  After  buying  bo| 
Westin  and  ITT  Sheraton  in  1997,  B: 
SteiTihcht  must  now  prove  he  can 
the  world's  biggest 
tel  company.  With 
tax  advantaged  pain 
REIT  stmcture  legislal 
away,  Sternlicht  has 
formulated  his  comp; 
as  a  taxable  entity  ai 
announced  a  $1  billi 
buyback  to  boost  i] 
stock,  now  50%  bel 
1997  higlis.  "Now  we 
going  to  see  who  are  t 
asset  collectors  and  w^ 
ai'e  the  real  companie: 
says  Cydney  Donne 
portfolio  manager  at  E 
ropean  Investors  Inc. 
WAILING  SIRENS.  Iro 
caOy,  most  REITs  are 
strong  financial  shaj 
Rent  increases  are  e 
pected  to  boost  averai 
REIT  cash  flows  by  16| 
in  1998  and  11%  in  1 
says  real  estate  resear( 
fiiin  Green  Street  Ad 
sore.  And  as  deals  go  u 
done,  asset  prices  ha\ 
at  least  5%,  says  Gree 


already  fallen 
Street's  Mike  Kii'by.  With  big  issuers  i 
commercial  mortgages  now  sharply  cu 
ting  back  new  lending,  private  developei 
will  have  a  hai'der  time  getting  financir 
as  well.  That  should  ease  investor  feai 
about  a  flood  of  new  constmction.  "1 
past  cycles,  when  there  were  few  publ 
companies,  there  was  no  siren  wailiii 
until  we  were  swamped  by  oversupph' 
says  Security  Capital  strategist  Kt 
Statz.  "The  punch  bowl  has  been  takt 
away  fi'om  this  paily  way  early." 

How  long  the  big  reits  will  be  clost 
out  of  the  buying  game  is  unclear.  Eve 
now,  many  are  negotiating  with  pensio 
funds  and  private  buyout  funds  abo 
jointly  financing  deals.  As  the  real  e 
tate  market  begins  to  cool,  prices  wi 
again  look  attractive.  But  for  Richai 
Rainwater,  Sam  Zell,  and  the  reit  clul 
the  days  of  easy  money  seem  over- 
least  for  now. 

By  Kathleen  Morris  in  Los  AngeU 
and  Stephanie  Anderson  Forest  in  Da 
las,  with  bureau  reports 
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BY  GARY  WEISS  

WHY  HEMISPHERX 
GOULD  TAKE  SICK 

At  a  time  when  many  other  biotech 
companies  have  seen  their  shares 
pummeled,  Hemispherx  BioPharma 
(heb)  has  been  a  standout.  The  com- 
pany's shares,  traded  on  the  American 
Stock  Exchange,  have  risen  140%  so 
far  this  year,  as  investors  have  laid 
bets  that  the  company  has  an  effec- 
tive treatment  for  Chronic  Fatigue 
Syndrome. 

But  in  recent  days,  the  shares  have 
pulled  back  a  bit. 


IS  ITS  MEDICINE 
ABOUT  TO  FAIL? 
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A  number  of 
short-sellers  are 
betting  that  the 
company's  poten- 
tial has  been 
vastly  overstated 
by  the  market. 
At  issue  is  a 
drug  called  Am- 
phgen,  which  the 
company  believes 
is  effective 
against  chronic 
fatigue.  Among 
the  short-sellers 
is  Manuel  Asen- 
sio,  head  of  in- 
vestment boutique  Asensio  &  Co. 
Asensio  is  shorting  the  stock  with  a 
target  price  of  zero,  having  taken  the 
view  that  Ampligen  is  neither  safe  nor 
effective.  Asensio  calls  Ampligen  "a 
highly  toxic,  obsolete  drug  that  is  inef- 
fective in  the  treatment  of  any  dis- 
ease." Hemispherx'  CEO,  Dr.  William 
A.  Carter,  calls  such  assertions  "frivo- 
lous and  wrong"  and  says  the  ding's 
safety  and  effectiveness  have  been  well 
established. 

Other  shorts  note  that  the  company 
was  brought  public  by  Stratton  Oak- 
mont,  a  notorious  penny-stock  house 
whose  two  former  principals,  Jordan 
Belfort  and  Daniel  Porush,  recently 
pleaded  not  guilty  to  federal  money- 
laundering  charges.  Carter  maintains, 
however,  that  Hemispherx  was  never 
tarnished  by  Stratton's  numerous  run- 
ins  with  regulators. 

The  shorts  maintain  that  the  com- 
pany's shares  ai-e  subject  to  substantial 
dilution  from  as-yet-unexercised  war- 
rants, options,  and  convertible  pre- 
ferred stock — most  of  them  eventually 
exercisable  at  well  below  the  current 


stock  price.  Asensio  calculates  that, 
when  exercised,  they  wiW  boost  the 
number  of  shares  outstanding  by  more 
than  80%.  A  Hemispherx  spokesperson 
confirmed  Asensio's  contention  and 
conceded  that  the  23.6  million  shares 
outstanding  will  swell  to  41  million  on 
a  fully  diluted  basis.  Carter,  however, 
asserts  that  Hemispherx  "doesn't  be- 
lieve there  will  be  a  substantial  dilu- 
tive effect."  But  if  the  short-sellers 
are  right,  Hemispherx  is  setting  itself 
up  for  a  severe  case  of  Shareholder 
Fatigue  Syndrome. 

ALPINE  MAY  BE 
SET  FOR  A  CLIMB 

Another  target  that  is  attracting 
short-sellers  is  Alpine  Group  (agi),  a 
holding  company  in  New  York.  And 
the  shorts  seem  to  be  on  the  mark:  So 
far  this  year,  the  stock  has  dropped 
16%,  to  15  or  so  recently,  as  Alpine's 
Big  Board-traded  shares  joined  the 
market  rout.  But  one  value-hunting 
hedge-fund  investor  believes  that  the 
shorts  are  dead  wrong.  Rick  Mastain,  a 
general  partner  at  Twenty-First  Cen- 
tury Advisors  in  Park  City,  Utah, 
thinks  the  stock  is  way  undei-valued. 
He  has  been  buying  up  shares,  bet- 
ting the  price  will  double  in  a  year 
or  two. 

As  Mastain  sees  it,  Alpine's  breakup 
value  is  a  good  deal  more  than  its  cm- 
rent  price.  Its  primary  subsidiary  is 
Superior  TeleCom  (sut),  another  Big 
Board  stock,  in  which  Alpine  has  a 
50,1%  stake.  Su- 


WAY  DOWN 
IN  THE  VALLEY 


perior  is  a  sup- 
plier of  cables 
and  copper  wire 
to  telephone 
companies.  Mas- 
tain reckons  that 
its  stake  in  Su- 
perior alone  is 
worth  $18  a 
share.  The  com- 
pany also  owns 
Premier  Refrac- 
tories Interna- 
tional, which 
Mastain  values 
at  $5  a  share. 
Those  two,  plus 
$2  a  share  in  cash,  add  up  to  $25  a 
share.  The  company  has  seen  its  profits 
rise  handsomely  in  recent  months,  with 
its  net  income  climbing  to  $6.2  million, 
or  36(2  a  share,  on  $289  million  in  sales 
in  the  quarter  ended  July  31,  versus 
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$4.4  million  in  profits,  or  26(2  a  share, 
year  ago.  It  has  a  price-earnings  rati('' 
of  11,  based  on  estimated  1999  earn; 
ings.  Not  a  glamorous  business.  Bu 
those  numbers  have  a  ceitain  panache. 


PENN  NATIONAL 
MAY  ROMP  HOME 

If  the  NASDAQ-traded  stock  of  Pen 
National  Gaming  (penn)  were  a  race 
horse,  it  wouldn't  be  in  the  vrinner's 
cu'cle — or  even  at  the  starting  gate.  I- 
would  be  wj-ithing  on  the  ground  witli 
a  severe  case  of  colic.  Penn  owni 
and  operates  racetracks  and  offtraclj 
betting  facilities 


Charles  Town 
Races  in  West 
Virginia,  as  well 
as  Pocono  Dovms 
Harness  Race- 
track and  Penn 
National  Race 
Course  in  Penn- 
sylvania. 

Gambling 
stocks,  especially 
those  of  race- 
tracks, have  been 
trampled  by  the 
market.  Penn  has 
been  a  dreary 
also-ran,  vrith  its 


UTELY,  IT  HAS 
PULLED  UP  LAME 


DATA;  BLOOMBERG  FINANCIAL  MARKETS  i^' 


shares  falling  32%  this  year,  to  6%  re  i  o 
cently,  down  from  20  a  year  ago.  An 
its  market  capitalization  has  fallen  t 
$100  million — for  a  company  whos 
quarterly  earnings  and  revenues  hav 
been  rising  handsomely. 

One  small-cap  investor,  at  leas 
thinks  Penn  National  is  a  winne 
Chuck  Akre,  who  nins  fbr  Small-Cai 
Value  Fund  in  Arlington,  Va.,  feell 
that  the  market  has  been  excessive!' 
cruel  to  Penn  National.  He  notes  tha, 
mutual-fund  selling  has  depressed  th 
shai'e  prices  to  the  point  that  the  stoe 
is  now  a  bargain. 

Aki-e  notes  that  eaiTiings  ai'e  health; 
and  that  the  company  is  flush  wit 
cash.  Eamings  before  interest,  taxei 
depreciation,  and  amortization  ros 
42%,  to  $7.2  million,  in  the  quarte 
ended  June  30,  up  from  $5  million  i 
the  like  period  a  year  ago.  Aki-e  hi 
lieves  that  the  stock  will  double  in  th 
year  ahead. 


For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.coir 


'i!y  tan 
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VIDEOCONFERENCING 
WITH  VIEWSTATION. 


de  Into  a  new  era  of  videoconferencing  success  with  Polycom's  ViewStation"'-  the  worldwide  #1  selling  group  videoconferencing  system.' 
V  you  can  put  the  brakes  on  the  problems  and  disappointments  you've  had  with  complicated,  over-priced  videoconferencing 
iipment.  ViewStation  fits  seamlessly  into  your  current  infrastructure.  It's  designed  to  make  your  job  easier  with  a  user-friendly 
phic  interface  and  quick  set-up  features.  An  embedded  Web  server  makes  remote  diagnostics  and  upgrades  a  snap.  We're  so  sure 
re  going  to  like  this,  we  provide  a  money  back  guarantee.  And,  at  $5999,  ViewStation  is  the  perfect  choice  for  fast  movers  everywhere. 


Test-drive  ViewStation  at  absolutely  no  risk  to  you.  Call  today  for  details 
on  our  exclusive  30  day  money  back  guarantee — 1-800-262-1212. 


ViewStation.  What  you  use  it  for  is  your  business. 
www.polycom.com 

Polycom-  and  the  Polycom  logo  are  registered  trademarks  and  ViewStation'  is  a  trademark 
of  Polycom.  Inc.  in  the  U.S.  and  various  countries.  ©1998  Polycom.  Inc.  All  rights  reserved. 
Based  on  units  shipped  for  3  month  period  ending  6/30/98.  Source:  7/23/98  TeteSpan. 
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TIME  TO  SIZE  UP 
SMALL  CAPS? 


If  you  think  the  Dow 
Jones  industrial  average 
has  taken  a  bad  hit  re- 
cently, just  take  a  look  at  the 
Russell  2000,  the  widely  fol- 
lowed index  of  small-cap 
stocks.  It  has  lost  28%  since 
its  high  on  Apr.  22  and  is 
down  19%  since  Jan.  1.  Com- 
pare that  with  losses  for  the 
blue-chip  Dow — down  15% 
since  its  high  on  July  20  and 
up  0.46%  since  the  beginning 
of  the  year. 

As  the  stocks  of  many 
small-cap  companies  have 
crashed  and  bumed,  the  sec- 
tor has  plunged  into  a  bear 
market.  But  you  won't  hear 
those  words  on  the  lips  of 
many  small-cap  mutual-fund 
managers.  Instead,  they  see 
the  recent  sell-off — which  has 
brought  some  favorite  stocks 
down  50%.  fi'om  theu-  highs — 
as  a  reason  to  celebrate.  "I'm 
buying  every  day,"  says 
Ronald  Baron,  who  nms  the 
.$4.4  billion  Bai-on  Asset  fund. 
"There  has  been  no  change 
in  business  fundamentals, 
only  the  stock  price." 
"WITH  A  VENGEANCE."  Man- 
agers such  as  Baron  believe 
that  when  thiixl-quaiter  earn- 
ings come  out  at  the  end  of 
September  and  investors  see 
that  the  stocks  of  many  com- 
panies with  small  capitaliza- 
tions were  beaten  down  un- 
justly, the  sector  could  rally. 
Jim  Awad,  co-manager  of  the 
Heritage  Small  Cap  Stock 
fund,  is  even  more  bullish: 
"We're  going  to  shift  into  a 
small-cap  rally  with  a 
vengeance."  Why?  A  lot  of 
people  continue  to  buy  big- 
cap  blue  chips  every  time 
they  weaken,  says  Awad.  But 
that  buying  sentiment  is 
gi'owing  weaker,  as  shown  by 
the  dwindling  height  of  each 
successive  recovery.  As  a  re- 
sult, he  maintains,  "people 


will  look  for  a  new  way  to 
make  money." 

Maybe  Awad  is  overstat- 
ing the  recovery  case  a  bit. 
Other  small-cap  pros  are 
more  cautious,  as  well  they 
should  be.  Even  the  small- 
cap  funds  awarded  three 
stars  or  better  by  Morn- 
ingstar  for  their  five-year  re- 
turns have  seen  disastrous 
declines  this  year  (table).  But 
Robert  Perkins,  manager  of 
Berger  Small  Cap  Value  fund, 
maintains  that  "when  small 
caps  come  out  of  a  coirection, 
the  reward  is  much  greater" 
than  for  lai'ge  caps.  In  antici- 
pation of  such  a  reward, 
Perkins  has  cut  the  amount 
of  cash  in  the  fund  from  20% 
three  months  ago  to  6%  as 
he  trolls  for  bai'gains.  Among 
his  recent  buys:  Brooks  Au- 
tomation, a  manufacturer  of 
semiconductor  gear  that  is 
selling  at  9,  down  from  41 
last  fall.  Brooks  is  debt-free, 
and  revenues  are  rising  at 
15%  annually. 

For  many  managers,  the 
underperformance    of  the 


small-cap  sector  is  easily  ex- 
plained. Wall  Street's  bull 
market  has  been  fueled  lai'ge- 
ly  by  America's  love  affair 
with  index  funds,  which  are 
composed  mostly  of  blue 
chips.  Investors  also  typically 
shift  into  stocks  with  market 
capitalizations  exceeding  $5 
billion  toward  the  end  of  an 
economic  cycle.  That's  be- 
cause   large    issues  have 


How  the  Top  Small-Cap 
Funds  Have  Retreated 


RETURNS* 

FUND 

5-YR 

YEAR  TO  DATE 

SINCE  APR.  22 

SAFECO  GROWTH  NO  LOAD 

18.35% 

-9.76 

-27.04 

SCHRODER  U.S.  SMALLER  COS. 

17.51 

-16.23 

-25.96 

FASCIANO 

16.37 

-1.48 

-14.76 

BERGER  SMALL  CAP  VALUE  INSTL. 

16.36 

-12.79 

-21.56 

WACHOVIA  SPECIAL  VALUES  A 

15.74 

-10.42 

-20.91 

HODGES 

15.10 

-8.06 

-19.58 

GALAXY  SMALL  CAP  VALUE  RET.  A 

14.94 

-14.10 

-22.56 

BARON  ASSET 

14.60 

-18.35 

-25.89 

HERITAGE  SMALL  CAP  STK.  A 

14.23 

-22.64 

-30.38 

ECLIPSE  EQUITY 

14.12 

-8.53 

-21.29 

*Through  Sept.  4 
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Uivater  li(|uidity  than  sn 
caps,  a  featui'e  that  offer:  lie 
margin  of  safety  if  the  eco  €  w 
my  falls  into  recession  a  aager 
the  equity  market  retreat 

But  small  companies  uJonCa 
ally  do  much  better  once 
economy  emerges  from 
recession,    notes  Thonjiiitce 
Maguire,  the  manager 
Safeco  Grovi^h  No  Load  fu 
Take  1990:  Small  caps 
formed  dismally,  as  the  RjsStn 
sell  2000  fell  22%,  compa: 
vrith  a  decline  of  6.5%  for 
Standard  &  Poor's  500-st( 
index.  Investors  got  a 
bounce  in  1991,  when  sn 
caps  returned  44%,  compaj 
with  26%  for  the  s&P 

Of  course,  with  the  eco 
my  still  strong  even  in  i  syvj 
face  of  global  financial  t 
moil,  it's  debatable  whetl 
the  U.S.  economy  is  flirt 
with  recession.  But  mi 
small-cap  prices  already 
fleet  that  possibility.  WI 
few  managers  are  willing 
say  small  caps  have  hit  1: 
tom,  most  agi'ee  that  curr 
valuations  are  too  attract 
to  pass  up  and  vrill  certai 
pay  off  over  time.  "Wt 
paying  what  we  think 
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ap,  with  full  recognition 
;  the  stock  may  get 
iper,"  says  Peter  Larson, 
manager  of  Galaxy  Small 
1  Value  fund.  Larson  is 
I  ish  on  Gallon  Petroleum,  a 
[i  .11  oil-exploration  compa- 
that  has  had  a  string  of 
!nt  successes.  The  stock 
elling  at  2.5  times  cash 
',  and  Larson  thinks  it 
d  sell  at  a  multiple  of  5 
lin  6  to  12  months.  Cal- 
1  stock  fell  from  16  in  De- 
ber  to  a  recent  8,  when 
son  bought  in. 
ANDING  UNIVERSE.  Her- 
e's Awad  looks  for  com- 
ies  that  he  expects  to 
i  consistent,  above-aver- 
earnings  gi'owth  and  that 
tan  buy  at  a  price-earn- 
ratio  one-third  lower 
that  of  the  s&p  500,  ciu'- 
ly  at  24.  He  has  added 
is  holdings  of  Sun  Health- 
,tj  Group,  an  acute-care 
il|  ing-home  operator  that's 
ing  at  a  p-e  of  five  times 
year's  expected  earnings 
1.90  per  shai'e.  It's  selling 
%,  off  its  high  of  22'X.. 
d  also  likes  Doral  Finan- 
a  bank  holding  company 
has  a  dominant  share  of 


the  moilgagf  nuirk<'l  in 
Puerto  Rico.  It's  selling  at  a 
p-e  of  13,  based  on  1999  esti- 
mated earnings  of  $1.30  a 
share.  He  bought  at  12,  off 
its  high  of  20%. 

Roger  Glenski,  co-manag- 
er of  Wachovia  Special  Val- 
ues, looks  for  stocks  selling 
at  deep  discounts,  especially 
those  of  companies  with  op- 
erational problems  that  he 


INVESTING 


which  inai\fs  and 


lectibles  affiliated  with  the 
booming  NASCAR  racing  mar- 
ket. He  expects  the  compa- 
ny to  earn  90c  a  share  this 
year.  He  bought  it  for  9,  off 
from  IS'A  at  the  end  of  July. 
He  also  likes  A.  0.  Smith,  a 
manufacturer  of  motors  for 
such  household  appliances  as 
air  conditioners,  washers,  and 
dryers.  It's  a  high-mai'gin 


Many  pros 
see  the  recent  sell-off  as  a 
gift.  Tm  buying  every  day/ 
says  one  manager 


expects  to  be  fixed  soon.  In 
this  market,  "good  businesses 
without  problems  have  got- 
ten punished,  so  my  universe 
has  expanded,"  says  Glenski. 
He  has  wliittled  his  15%  cash 
position  piior  to  the  sell-off 
down  to  10%  by  pm'chasing 
stocks  he  previously  thought 
were  too  expensive.  Among 
them  are  Racing  Champions, 


business  that  is  doing  well  in 
a  strong  housing  market.  He 
snatched  up  shares  at  20, 
down  from  the  high  of  35%  in 
mid-July. 

The  most  cautious  one  of 
the  bunch  is  Michael  Fas- 
ciano,  and  it  shows  in  his  re- 
turns. His  Fasciano  Fund 
has  had  the  smallest  year-to- 
date  decline — ^just  1.48%.  His 


cash  position  rose  tiom  ■','/<■ 
at  yearend  1997  to  20%-  by 
June  30,  in  part  because  he 
sold  some  shares  and  didn't 
aggi'essively  buy  new  stocks. 
"I'm  not  trying  to  do  any- 
thing too  bold,"  says  Fas- 
ciano, who  looks  for  compa- 
nies that  can  double  their 
sales  and  earnings  within 
three  to  five  years.  He  re- 
cently added  to  his  position  in 
Chicago  Title,  the  No.  1  title- 
insurance  company  in  the 
U.  S.  It  has  strong  earnings, 
a  low  p-e,  and  is  flourishing 
as  low  mortgage  interest 
rates  spur  a  boom  in  home 
sales. 

Even  if  the  small-cap  sec- 
tor continues  to  slide,  it's  im- 
portant to  realize  that  be- 
cause these  stocks  are  so 
illiquid,  prices  can  fall  too  far 
and  then  shoot  up  once  the 
market  turns.  That  turn  may 
not  be  in  sight  yet,  but 
small-cap  bulls  are  starting 
to  load  up  before  any  rally 
begins.  They  think  prices 
have  come  down  so  much  al- 
ready that  adding  some 
small-cap  stocks  or  funds  to 
your  portfolio  now  can't  be  a 
bad  idea.         Toddi  Gutner 
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Personal  Business 


ORDERLY  GROWTH, 
AND  NO  ULCERS 


For  even  gi-eater  income 
and  a  chance  at  appreciation 
if  yields  continue  to  fall,  in- 
vest the  next  20%  of  the 
portfolio  in  a  high-income 
bond  fimd.  I  like  Vanguard 
Fixed  Income  High  Yield 
Coi-porate.  It  currently  has 
a  12-month  yield  of 
8.74%,  and  manager 
Earl  McEvoy  is 
steering  clear 
of  lower-quali- 
ty junk  debt. 


No  one  would  be  sur- 
prised if  your  blood 
pressure  weren't 
swinging  wildly  as 

your  mutual  funds  bounce 
around  in  the  cun-ent  turbu- 
lent stock  market.  Fortu- 
nately you  can 
do  something 
about  that.  Maybe  it's  time 
to  look  at  an  investment 
strategy  that  aims  at  stability 
over  big  capital  gains. 

One  way  to  achieve  this 
goal  is  to  assemble  a  portfolio 
of  money  mai'ket,  high-income 
bond,  and  balanced  mutual 
fimds.  While  its  perforTnance 
won't  knock  your  socks  off, 
the  portfolio — we'll  call  it 
Slow  and  Steady — still  of- 
fers reasonable  current 
income  and  retains  some 
exposure  to  the  equity 
market  for  the  day  when 
stocks  return  to  favor. 
The  foui'  ftmds  that  make 
up  the  portfolio  have  also 
turned  in  steady  returns, 
with  low  volatility,  over 
the  past  three  years 
(table). 


SMART  MONEY 


Let's  start  by  putting  20%- 
of  your  Slow  and  Steady 
poilfolio  into  the  money  mai'- 
ket  fund.  It  will  act  as  the 
anchoi'  for  the  income  portion 
of  yoiu'  asset  allocation.  Since 
money  fimds'  net  asset  val- 
ues don't  fluctuate,  the  prin- 
cipal value  of  this  part  of  the 
portfolio  vdll 
remain  intact. 
Even  if  the  market  falls,  this 
fund  will  hold  its  value  and 
provide  solid  income.  My  fa- 
vorite is  Vanguard  Money 
Mm'ket  Resei"ves  Piime  Fund 
because  it  is  waiving  expens- 
es and  is  extremely  well-man- 
aged. The  fund  has  a  cuirent 
yield  of  5.28%,  one  of  the 
highest  available. 


arguing  that  their  higher 
yields  don't  justiiy  theu-  cred- 
it risk.  In  the  last  three 
years,  the  fund  has  averaged 
a  9.25%'  total  return.  Its  stan- 
dard deviation,  a  measure  of 
the  volatility  of  the  fimd's  re- 
turns, is  a  comfortably  low 
4.4%  and  is  a  quarter  of  that 
of  the  Standai-d  &  Poor's  .500- 
stock  index. 

SPLIT  DECISION.  One  of  my 

favorite  all-weather  fund 
gi-oups  is  balanced  funds,  and 
that's  where  the  remaining 
60%>  of  yoiu-  assets  should  go. 
Balanced  funds  split  their 
holdings  between  stocks — 
tyjjicaUy  60%  of  total  assets — 
and  bonds — the  remaining 
40%.  The  bonds  add  stabilitv, 


A  Slow  and  Steady  Portfolio 


FUND 


ASSET 
ALLOCATION 


YIELD 


TOTAL  RETURN* 
1998  3-YEAR 


STANDARD 
DEVIATION 


VANGUARD  MONEY  MKT.  PRIME  20% 

VANGUARD  CORP.  HIGH  YIELD  20 

VANGUARD/WELLESLEY  INCOME  30 

INVESCO  BALANCED  30 

TOTAL  100% 


5.28% 

'8.74 

'5.17 

'2.21 

5.02% 


5.42% 


3.52% 
1.35  9.35 
"2!75 1372 
-078 l'5!27  " 
1.57%  11.65% 


0.06% 
4_40 

""7'.'58" 
10.'87"" 
6.43% 


while  the  equities  provide  i 
tal  return.  In  down  markt: 
these  funds  hold  up  vt 
well,  while  in  rising  markti 
you  still  get  equity  exposii 
Having  60%  of  your  portf  ( 
in  these  funds  will  orient  \i 
toward  conservative  grow^ 
My  choices  for  balanc; 
funds  are  VanguardAVell; 
ley  Income  and  Invesco  I : 
anced.  Vanguai'dAVellesiey 
cuses  on  high-quahty  boi 
and  big-cap  equities  pay 
high  dividends  and  ha^: 
yield  of  more  than  5%.  V, 
guardAVellesley    has  a 
scored  a  tidy  average  t 
annual  return  of  13.72%| 
the  last  three  yeai's.  Its  s 
dard  deviation  is  7.6%. 

Invesco  Balanced,  me 
while,  has  had  a  total  ave: 
annual  return  in  the  1 
three  years  of  15.3%,  wit 
standard  deviation  of  10.1 
Managers  Charles  Mayer  i 
Jerry  Paul  currently  fa 
defensive  consumer  stoc 
including  retailers.  They  j 
are  partial  to  electric  uti 
debt.  But  they  say  thej 
not  anxious  to  dive  into 
year  U.  S.  Treasuries  unl 
their  yield  climbs  backj 
6.25%,  roughly  a  percent 
point  above  where  thej 
trading  at  now. 

The  combination  of  a  nn 
ey  fund,  high  income  b 
fund,  and  two  balanced  fd 
produces  a  current  aver 
portfolio  yield  of  just  ol 
5%.  This  is  about  equal 
the  yield  on  the  average  i 
able  money  market  fimd  I 
about  3.5  times  the  yield 
the  s&p  500.  The  combi 
tion  would  have  achieved 
annualized  total  return 
11.6%  over  the  last  th 
years,  with  a  standard  d 
ation  of  about  6.4%.  ' 
way  the  stock  marke 
right  now,  you  shoul 
count  on  returns  of  1 
order  continuing.  9 
this  portfolio  gives  )i 
plenty  of  cushion  aga 
further  Wall  Str 
volatility.    Chip  Noi 


^Through  Aug.  31    **Measures  variability  of  returns 
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Norton  is  Mancu, 
Editor  of  S&P  / 
sonal  Wealth  (w 
personalwealth.com) 
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Wh  EN  THE  Boeing 

Delta  IV  team 
wanted  a  strategic 
Internet  partner, 
U  SWeb  had 

THE   RIGHT  STUFF. 


Microsofi 


^SWeb  Internet  strategies  and 
rosoft  technology  are  helpiiig 
the  Boeing  Delta  IV  team 
cut  the  cost  of  launching  a 
payloacl  into  space. 


I  he  Boeing  Delta  IV  program  is  revolution- 
izing how  satellites  are  put  into  orbit.  So  when 
they  wanted  strategic  Internet  expertise,  they 
selected  a  partner  with  the  same  pioneering  spirit. 

The  USWeb  team  worked  with  them  in 
many  areas,  from  analyzing  infrastructure  re- 
quirements and  data  flow,  to  expanding  their 
data  center  and  document  management  system. 
By  finding  new  ways  to  harness  technology. 


we're  supporting  the  Boeing  Delta  IV  team's 
goal  of  prov  iding  more  launches  with  more 
options  to  more  companies  than  ever  before. 

Our  str  ategic  partnership  with  Microsoft  gave 
us  the  best  technology  for  integrating  data  sys- 
tems, technologies  and  team  members  in  different 
cities  and  on  diflerent 
platfonns.  The  bottom 
line  benefits?  Increased  collaboration  and  data 
utilization,  plus  streamlined  IT  resources. 

Toshiba,  NBC  and  REI — just  a  few  of  the 
many  different  types  of  clients  who've  turned  to 
USWeb  to  gain  a  competitive  edge.  Not  to  men- 
tion 27  of  the  Fortune  100.  We're  a  full-service 
Internet  consulting  firm  with  a  broad  range  of 
expertise  in  everything  from  strategic  planning  to 
network  operations  and  security,  to  brand  devel- 
opment ;md  award-winning  design.  A  single  source 
for  all  your  Intianet,  Internet  or  Extranet  solutions. 

So  launch  your  own  strategy  with  USWeb. 
Call  or  visit  our  Web  site  and  learn  how  we  can 
be  your  strategic  partner  for  the  information  age. 

Read  our  white  paper  Success  in  the  Internet  Economy: 
www.usweb.com   1.888-USWEB-411.EXT.  85 
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Personal  Business^ 


FUND  LOSSES:  YOU  MAY 
STILL  OWE  UNCLE  SAM 


Mutual  fund  investors 
have  had  a  rough  few 
months.  But  if  the 
market  doesn't  do  a 

quick  turnaround,  they  are 
really  going  to  be  miserable 
come  December.  Not  only  will 
then-  funds  have  gone  south, 
they'll  also  get  hit  with  heav}' 
taxes  on  the  capital  gains  the 
funds  have  paid  shai'eholders. 
Notes  Milwaukee-based  fi- 
nancial planner  Paula 


gains  taxes  at  the  same  time? 
When  funds  sell  assets, 
they're  required  to  pass  any 
gains  or  losses  to  sharehold- 
ers. And  many  funds,  espe- 
cially those  whose  investors 
are  running  for  the  exits, 
have  had  to  cash  in  holdings 
over  the  past  month  to  raise 
money  for  redemptions. 

Say  your  fund  bought 
10,000  shai-es  of  XYZ  Coi-p.  in 
'96  for  $30  apiece.  By  the 


Hogan:  "This  is  the  fii-st 
time  many  people  ai'e  going 
to  face  losses  and  get  distrib- 
uted gains." 

We're  not  talking  about 
profits  generated  when  you 
sell  shai'es  in  a  fund.  Rather, 
these  ai'e  gains  earned  by  the 
fund  when  it  trades  stocks  in 
its  portfoho.  How  can  you 
suffer  a  loss  and  ow'e  capital- 


start  of  this  year,  XYZ  had 
climbed  to  $75.  Then  the 
market  slumped,  and  your 
manager  bailed  out  last  week 
at  $50.  That  locked  in  a 
$250,000  drop  in  the  fimd's  '98 
retiuTis.  But  it  also  generated 
a  $200,000  capital  gain.  By 
yeai'end,  that  money  must  be 


distributed  to  fimd  shai'ehold- 
ei-s,  who  then  owe  a  20*5^  tax. 
Those  who  reinvest  distribu- 
tions rather  than  taking  them 
in  cash  will  owe  tax  on  mon- 
ey they  don't  actually  have. 

This  is  the  same  tax  trap 
investoi*s  fell  into  back  in  'St, 
the  last  time  the  mai-ket  took 
a  big  liit.  According  to  Mom- 
ingstar,  at  least  50  fimds  lost 
money  that  yeai"  but  paid  out 
capital  gains  exceeding  14% 
of  assets.  Fidelity  Select  Bro- 
kerage &  Invest- 
ment Fund  lost 
almost  37%  but  had  to  pay 
out  a  15%  capital-gains  dis- 
tribution. To  John  Reken- 
thaler,  director  of  research 
for  Morningstar,  1998  is  an 
eerie  replay  of  '87.  "When 
you  have  gains  in  the  first 
half  of  the  yeai-  and  the  mar- 
ket falls  in  the  second — that's 
when  you  get  killed,"  he  says. 

Wliile  it's  too  soon  to  teU 
how  widespread  the  tax  prob- 
lem will  be,  it's  not  hai'd  to 


Avoiding  Unpleasant 
Surprises 

►  LOOK  for  funds  that  aim  to  ease 
your  tax  burden.  These  include  index 
funds,  which  distribute  few  capital 
gains,  and  managed  funds  with  low 
turnover. 

►  WATCH  OUT  for  funds  that  are  sit- 
ting on  heft>'  unrealized  gains.  Invest 
now  and  you'll  have  to  pay  taxes  on  any 
distributions  generated  when  the 
fund  sells  its  holdings. 

►  STEER  CLEAR  of  funds  entirely. 
Buy  stocks,  since  you  realize  gains  only 
when  you  choose  to  sell.  Or  try  Stan- 
dard &  Poor's  Depositary-  Receipts 
(SPDRs).  They  look  like  index  funds 
but  trade  like  stocks  on  the  Amex. 


find  the  traps.  Small-cap 
funds,  especially  those  invest- 
ing in  tech  stocks,  were  red- 
hot  through  the  first  quaiter. 
But  the  past  sLx  months  have 
been  a  nightmai'e,  and  the  av- 
erage small-cap  ftmd  is  down 
20%  for  the  year  (page  118). 
The  same  goes  for  funds  in- 
vesting in  banks.  And  Latin 
America  funds?  As  their 
prices  have  plunged  and  re- 
demptions  have  mounted, 


TAXES 


they've  had  to  sell  stocks  th 
bought  cheaply  years  ago 

What  can  you  do?  Befo 
you  invest,  shun  funds  wi 
high  turnover  rates — sor 
aggressive  managers  m 
roll  over  their  entire  pa 
folio  in  a  year  like  this.  Y 
can  find  a  fund's  turnovB?e&: 
rate  in  its  annual  report 
on    Web    sites  such 
www.businessweek.com 
www.morningstar.com. 
Be  leeiy  of  managers  w 
suddenly  shift 
vestment  philoi 
phies.  In  today's  dowii  mfti.aa 
ket,  that's  a  classic  recipe 
negative  returas  and  big 
tributed  gains.  Also  look 
see  whether  a  fund  is  holdftpfe 
a  bundle  of  um-ealized  gai  m.i 
That's  tougher  to  find 
the  fund's  annual  report  \ 
give  you  clues.  Or  call  a  fu  'jcf; 
and  ask  before  you  invest, 
can  be  a  tip-off  that  you  n 
be  hit  with  a  distribution 
December. 

CASH  OUT?  Index  funds 
less  hkely  to  produce  big 
hits,  as  are  funds  that 
managed  with  an  eye  towi 
keeping  distributions — a 
capital-gains  tax  liabilitie: 
low.  You  can  control  the  tftin 
ing  of  gains  by  investing 
Standard  &  Poor's  Depc  iOnSji 
tary  Receipts  (spdrs) 
World  Equity  Benchm; 
Shares  (webs).  Sold  on 
American  Stock  Exchan 
they  mimic  U.  S.  and  glo 
index  funds  but  trade  1 
stocks. 

If  you  still  expect  to 
hammered,  you  can  alwi 
cash  out  before  youi"  fm 
make  their  distributions 
December.  But  many  ad 
ers  are  wary  of  swapp 
merely  to  save  a  few  bu 
in  taxes.  "Just  because  a  fi 
manager  has  gains,  that's 
reason  to  fii'e  him,"  says  p 
ner  Joel  Ticknor  in  Resl 
Va.  Besides,  there  is  a  sil 
lining  to  getting  hit  w 
gains  now\  If  you  take  th 
in  cash,  you'll  have  so 
dough  to  slip  into  a  mo: 
fund  until  the  storm  pasi 
And  any  distributions 
get  now  will  low^er  your 
bite  once  you  do  sell  y 
shares.     Howard  Gleckn 
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(ira  Kuro- 
wa's  classic 
'52  movie 
lOut  a  dying 

eaucrat,  Ikiru,  made  a 
•e  impression  on  me 
!n  I  was  in  college.  So 
legendaiy  Japanese 
dor's  death  this  month 
;  me  right  to  the  World 
,e  Web  to  get  reacquaint- 
ivith  Kurosawa's  body  of 
k.  I  found  plot  sum- 
ies  of  his  movies, 
aorable  dialogue  (in 
;lish),  and  reviews, 
yberspace  is  a  cin- 
maven's  paradise 
re  you  can  pore  over 
enplays,  peek  at  coming 
actions,  pick  up  gossip,  and 
irm  whether  the  thumbs 
iskel  and  Ebeit  ai'e  point- 
,orth  or  south.  Along  with 
Siskel  and  Ebeit  Web  site, 
i  are  plenty  of  spots  to 
you  decide  where  your 
ars  will  be  best  spent, 
can  read  the  critics  from 
Los  Angeles  Times,  The 

York  Times,  New  York 
azine,  and  The  Wash- 
m  Post  at  their  sites.  En- 
miment  Weekly  Online, 
.com,  moviefindercom.  Mi', 
vbiz,  and  Microsoft's  Cin- 
lia  Online  ai'e  among  the 
y  other  sites  that  provide 
3ws  of  current  pictures 
let  you  post  youi*  own  rat- 
or  comments, 
r.  Showbiz  rates  movies 
scale  of  1  to  100 — Saving 
ate  Ryan  earned  a  98.  To 

off  the  North-  ^ 

Airlines  strike, 
Showbiz  served 

list  of  first-rate 
•  films,  including 
the  Waterfront 

Matewan.  At 
.com,  you  can 

movie  scenes, 
3rs,  and  other 

such  as  a  recent 
view  with  Neal 
ate,  director  of 

dark  comedy 
Friends  & 
'hbors. 

memania's  site 
ires  clips  and 
ivs,  as  well  as 
nentary  from 


JSA  . 


GOOD  SURFING 
FOR  MOVIE  MAVEIVS 


critic  Leonard  Maltin.  It's  an 
offshoot  of  Microsoft's  discon- 
tinued CD-ROM  film  guide. 
Pimch  in  youi"  Zip  Code,  and 
you  get  movie  times  in  yoiu' 
area.  But  Cine- 
mania  missed 
some  theatei-s  neai-  my  apail- 
ment.  Better  for  movie  times 
is  MovieLink,  the  online 
equivalent  of  777-film.  In  16 
cities,  filmgoers  can  even  use 
their  keyboards  to  order  tick- 
ets du'ectly. 

For  sheer  depth  of  content, 
be  sm-e  to  visit  the  Internet 
Movie  Database,  owned  by 
bookseller  Amazon.com.  Up- 


THE  NET 


dated  weekly,  the  collection 
contains  details  on  more  than 
150,000  films  dating  back  to 
the  19th  century,  and  includes 
2  million  entries  on  luminaiies 
on  either  side  of 
the  camera.  You 
can  find  listings  of  box  office 
gi'osses  and  Oscar  winners. 
You  can  do  a  seaix-h  to  see  if 
actoi"s  ever  worked  together.  I 
learned  that  Lucille  Ball  and 
Desi  AiTiaz  appeai-ed  together 
on  the  big  screen  tlu-ee  times. 

Despite  all  the  content, 
many  movie  sites  suffer  criti- 
cal flaws.  Consider  moviefind- 
ercom. It  lets  vou  search  a 


Lights,  Camera,  The  Web 


WEB  SITE 


AIN'T  IT  COOL  NEWS 

www.aint-it-cool-news.com 

CINEMANIA  ONLINE 

cinemania.msn.com 

FILM.COM 

www.film.com 

INTERNET  MOVIE  DATABASE 

us.imdb.com 

MR.  SHOWBIZ 

www.mrshowbiz.com 

SISKEL  &  EBERT 

www.siskel-ebert.com 


COMMENTS 

Insideiy  industry  gossip  and 
movie  reviews 

Microsoft  movie  entry;  reviews 
by  critic  Leonard  Maltin 

Fine  criticism,  movie  trailers, 
and  film  clips 

Biographies  of  actors,  directors, 
lowdown  on  more  than  150,000  flicks 

Movies  rated  on  scale  of 
1  to  100 

Selected  audio  reviews  from 
the  well-knovm  film  critics 


list  of  movies  by  genre,  rat- 
ing, and  other  criteria.  But 
the  site  may  proinise  more 
than  it  delivers.  For  exam- 
ple, I  went  to  the  "fUms  you'll 
like"  area,  where  you  type  in 
the  name  of  a  movie,  and  up 
will  pop  other  titles  with 
something  in  common. 
When  I  entered  The 
Godfather,  however,  the  only 
two  names  that  popped  up 
were  The  Godfather  and 
The  Godfather,  Part  '2. 
Notliing  tiu-ned  up  when 
I  typed  in  a  more  obsciu'e 
movie,  the  1992  John  Dalil 
tlii-iller  Red  Rock  West. 
The  site  also  promises 
lists  of  suggestions 
*  based  on  the  tastes 
you  display  while  grading 
flicks.  You  must  be  a  regis- 
tered user  to  take  advantage 
of  tills  featui'e.  But  to  register, 
you  have  to  reveal  your  in- 
come. I  give  that  reqiui-ement 
a  thumbs  dowii. 
DEALING.  Along  with  the  re- 
views and  trivia,  you  can 
play  games  that  let  you  see 
if  you  can  figure  out  what 
makes  Tinseltown  tick.  The 
Hollywood  Stock  Exchange 
(www.hsx.com)  is  a  stock  mai- 
ket  simulation  that  staits  pai- 
ticipants  off  with  $2  million  in 
play  money  to  trade  "se- 
curities" representing  films. 
Shai'es  are  fii'st  offered  dui"- 
ing  the  concept  stage  and  liq- 
uidated four-  weeks  after  na- 
tionwide release.  You  can  opt 
in  or  out  at  any  time.  Thi-ee 
months  before  the  Beams  and 
Butthead  movie  was  released, 
it  was  priced  at  $17.  It  traded 
at  $22  on  opening  day,  mean- 
ing investors  expected  it  to 
gamer  .$22  million  after  four 
weeks.  The  film  actually 
earned  $45  million  and  was 
delisted  at  $45.  You  can  also 
buy  "StarBonds,"  based  on 
how  well  actors  do  at  the  box 
office.  The  rules  even  allow 
insider  trading  based  on 
firsthand  knowledge  of  the 
movie  industry.  Hooray  for 
Hollywood.    Edward  C.  Baig 


For  more  movie  Web  sites, 
go  to  www.businessweek.com 
or  AOL:  Keyword:  BW 
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THE  THIRD  ANNUAL 
BUSINESSWEEK  CONFERENCE  ON 

the  dintal 


ECONOMY 


The  Innovation  Corporation. 
The  Power  of  New  Ideas 


December  2-3,  1998 
The  Fairmont  Hotel,  San  Francisco,  CA 


Today's  engine  of  innovation  and  progress  is 
information  technology.  But  it  is  up  to  you,  the 
executive,  to  generate  the  ideas  that  drive  revenue. 
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Bob  Metcalfe 

Founder,  3Com; 
Inventor,  Ethernet 


jC.  N; 

:fi!)i)i'c{( 


nTaps 


Innovative  executives  know  how  to  exploit  data  to  help  create  cutting-edge  product 
implement  new  services,  and  mine  customer  information  to  target  and  grow  the  co 
sumer  base.  They  know  that  succeeding  in  the  digital  economy  means  understandii|., 
and  harnessing  the  power  of  new  technologies  to  create  value  for  their  customers. 


Join  us  this  December,  as  the  digital  economy's  thought  leaders,  most  accomplisht 
executives,  and  industry  players  share  the  knowledge,  vision,  and  skills  needed  to  explc 
technology  for  competitive  advantage.  Hear  top-line  growth  ideas  and  bottom-lii 
solutions  to  enhance  the  future  of  your  business.  Only  at  The  TJiird  Annual  Business  Wei 
Conference  on  the  Digital  Economy. 
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HAT  YOU   NEED  TO  KNOW. 


HAEL  Roth 

van  &  CEO,  The  Mutual  Life 
ince  Co.  ofNewYork  (MONY) 


Jeff  Hawkins 

Creator,  PalmPilot; 

Founder,  Palm  Computing,  Inc. 


Marc  Andreessen 

Co-founder  &  Executive  Vice  President, 
Netscape  Communications  Corporation 


D  C.  Nagel 

Technology  Officer,  AT&T; 
ent,  AT&T  Labs 


John  L.  Steffens 

Vice  Chairman,  Merrill  Lynch  &  Co., 
Head,  U.S.  Private  Client  Group 


Inc. 


Alan  Citron 

President,  USA  Networks  Interactive; 
President  &  COO, 
Ticketmaster  Multimedia 


DISCUSSION  LEADERS: 
>N  Tapscott,  Author,  Blueprint  to  the  Digital  Economy;  Creating  Wealth  in  the  Era  of  E-Business  (McCrav^-Hill  1998) 
James  F.  Moore,  Founder  &  Chairman,  GeoPartners  Research,  Inc. 


Presented  in  partnership  with 


HEWLETT^ 
PACKARD 


and  sponsored  by 

'MG  Peat  Marwick  LLP  •  Lawson  Software  •  Lucent Technoiogies,  Inc.  •  MCI  Systemhouse 
Netscape  Communications  Corporation  •  Novell  •  StorageTek  •  USWeb  Corporation 

with  support  from 
Fairfax  County  Virginia  Economic  Development  Authority 
Wharton  Executive  Education 


TO  REGISTER  OR  FOR  MORE  INFORMATION  ON: 

The  Third  Annual  Business  Week  Conference  on  the  Digital  Economy,  please  contact 
Julie  Terranova,  Registration  Manager  •  PHONE:  888-239-6878  •  FAX:  212-512-6281 
MAIL:  julie_terranova@businessweek.com  •  FAX  ON  DEMAND:  888-239-5878,  Document  #60 
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United  Technologies 

www.utc.com 
Unisys 

www.unisys.com 
UPS 

www.ups.com 
USPS 

www.usps.com 

UUNET  Technologies 

www.uu.net 

Visio 

www.visio.com/addvisuals 
Vivendi 

www.vivendi.com 
Vizio 

www.vizio.com 
Xerox 

www.xerox.com 

Williams  Communicatioi 
Group 


www.wi 


lltales. 


com 
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The  new  interactive  computer  shopping 
Found  only  on  Business  Week  O"'*-" 


_    »  «  « 


usiness  Week  Index 


ODUCTION  INDEX 


Change  from  last  week;  0.5% 
Change  from  last  year:  5  3% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

■  Sept,  6=136.0 
1992=100 


Sept  Jan  May  Sept 

1997  1998  1998  1998 

The  index  is  a  4.week  moving  average 

!  production  index  was  up  for  the  seventh  week  in  a  row.  The  unaveraged  index 
)  increased,  to  137.6,  from  136.2  in  the  previous  week.  After  seasonal 
ustment,  rail-freight  traffic  was  up  3.2%,  and  the  Association  of  American 
Iroads  reported  that  cumulative  figures  for  the  first  35  weeks  of  1998  show  ton- 
es up  18%  from  a  year  ago.  Output  of  steel,  autos,  trucks,  coal,  and  lumber 
e  also  up.  Crude-oil  refining  dipped  0.8%,  and  electricity  was  unchanged 

ifOduction  indey  c.jpv'il?,hf  1998  by  Thi?  MrGiaw  Hill  Companies 


FADING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

3CK  PRICES  (9/11)  S&P  500 

1009,06 

973.89 

9.2 

RPORATE  BOND  YIELD.  Aaa  (9/1 1) 

6.42% 

6.44% 

-11.2 

NEY  SUPPLY,  M2  (8/31)  billions 

$4,252.0  $4,237.2r 

7.0 

TIAL  CLAIMS.  UNEMPLOYMENT  (9/4)  thous 

312 

304r 

-0.3 

RTGAGE  APPLICATIONS.  PURCHASE  (9/1 1) 

302.5 

305.1 

41.2 

RTGAGE  APPLICATIONS.  REFINANCE  (9/1 1) 

2,141.9 

1,924.0 

329.7 

irces:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgag 
K,.    Assn   dndex'  March  16.  1990=100) 

e 

rrEREST  RATES 

lERAL  FUNDS  (9/15) 

LATEST 
WEEK 

5.71% 

WEEK 
AGO 

5.66% 

YEAR 
AGO 

5.52%, 

AMERCIAL  PAPER  (9/15)  3  month 

5.33 

5.43 

5.51 

ITIFICATES  OF  DEPOSIT  (9/16)  3  month 

5.43 

5,48 

5.58 

ED  MORTGAGE  (9/1 1)  30-year 

6.85 

6.90 

7.71 

lUSTABLE  MORTGAGE  (9/1 1)  one  year 

5.65 

5.69 

5.79 

ME  (9/16) 

8.50 

8.50 

8.50 

rces:   Federal  Reserve.  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (9/12)  thous.  of  net  tons 

1 ATCCT 

LAI to  1 

WEEK 

2,074 

UfCCV 

AGO 

2,112# 

VEftOI  V 

TcAKLT 

%  CHG 

-4.6 

AUTOS  (9/12)  units 

88,534 

127,043r# 

-21.2 

TRUCKS  (9/12)  units 

89,477 

130,930r# 

-29.3 

ELECTRIC  POWER  (9/12)  millions  of  kilowatt-hrs 

69,817 

75,728# 

2.3 

CRUDE-OIL  REFINING  (9/12)  thous.  of  bbl./day 

15,420 

15,352# 

1.1 

COAL  (9/5)  thous.  of  net  tons 

22,698# 

22,258 

14.9 

LUMBER  (9/5)  millions  of  ft. 

483. 3# 

494.4 

22.8 

RAIL  FREIGHT  (9/5)  bilhons  of  ton-miles 

27. 8# 

27.2 

15.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute.  American  Petroleum  Institute,   Ener,?v  Dept  ,  WWPAi,  SFPA;,  Association  of 
American  Railroads 

PRICES 

GOLD  (9/16)  $/troy  02. 

LATEST 
WEEK 

288.250 

WEEK 
AGO 

283.450 

YEARLY 
%  CHG 

-10.0 

STEEL  SCRAP  (9/15)  #1  heavy,  $/ton 

85.50 

91.00 

-37.8 

COPPER  (9/11)  «/lb. 

81.1 

78.4 

-17.8 

ALUMINUM  (9/11)  e/ib. 

66,8 

66.5 

-13.0 

COTTON  (9/12)  strict  low  middling  1-1/16  in,,  «/lb,  71,62 

72.43 

1.2 

OIL  (9/15)  $/bbl 

14,45 

14.18 

-25.6 

CRB  FOODSTUFFS  (9/15)  1967=100 

221,49 

219.51 

-7.9 

CRB  RAW  INDUSTRIALS  (9/15)  1967=100 

280.11 

285.19 

-16.7 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Weeli.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/16) 

LATEST 
WEEK 

135.05 

WEEK  YEAR 
AGO  AGO 

137.30  120.85 

GERMAN  MARK  (9/16) 

1,69 

1.73 

1.77 

BRITISH  POUND  (9/16) 

1,68 

1.66 

1.60 

FRENCH  FRANC  (9/16) 

5.68 

5.79 

5.95 

ITALIAN  LIRA  (9/16) 

1673.2 

1704.5  1729.8 

CANADIAN  DOLLAR  (9/16) 

1.50 

1.52 

1.39 

MEXICAN  PESO  (9/16) 

10.035 

10.320 

7.752 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/16) 

110.7 

112.1 

106.2 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British)  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan 


V  data  in  the  production  indicators  are  seasonally  ad)usted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed}  include  machinery  and  defense 
Dment    l^Western  Wood  Products  Assn.       2-Southern  Forest  Products  Assn,         3=Free  market  value       INA=Not  available       r=revised       NM^Not  meanmglui 


THE  WEEK  AHEAD 


•RAL  BUDGET 

day,  Sept.  22,  2  p.m.EDT^  The  Treasury 
lected  to  report  that  August  outlays 
!ded  receipts  by  $23  billion,  based  on  the 
an  forecast  of  economists  surveyed  by 
lard  and  Poor's  mms,  a  unit  of  The 
aw-Hill  Companies.  That  deficit  would  be 
nan  the  $35.2  billion  gap  reported  in 
5t,  1997.  The  budget  for  all  of  the  1998 
year  is  on  track  to  post  a  surplus  in  the 
borhood  of  $70  billion,  the  largest  in  the 
'ar  era. 

\BLE  GOODS  ORDERS 

;day,  Sept.  24,  10  a.m.EDT>-  Orders  tak- 
manufacturers  of  durable  goods  in  August 
'ojected  to  have  held  unchanged  f^m  their 


July  level,  based  on  the  s&p  mms  survey.  Orders 
in  July  had  jumped  1.9%  from  June,  when  they 
rose  a  scant  0.1%,  after  plunging  3.3%  in  May. 
Looking  through  the  recent  volatility,  new  orders 
have  weakened  somewhat  this  year,  led  by  met- 
als and  transportation  equipment.  Capital-goods 
orders,  excluding  aircraft,  are  holding  up  fairly 
well. 

PERSONAL  INCOME 

Friday,  Sept.  25,  8:30  a.m. edt  ^  Personal 
income  m  August  is  expected  to  have  risen  by 
0.5%,  according  to  the  s&p  mms  survey,  the 
same  solid  gain  as  in  July.  The  rise  reflects 
August  gams  in  jobs,  hours  worked,  and  hourly 
earnings.  Consumer  spending  on  goods  and  ser- 
vices in  August  IS  projected  to  have  increased 


by  0.4%,  a  rebound  from  the  0.2%  drop  in 
July.  That  decline  reflected  the  strike  at  General 
Motors  Corp.  and  the  end  of  attractive  sales 
incentives,  which  had  boosted  June  car 
purchases. 

EXISTING  HOME  SALES 

Friday,  Sept.  25,  10  a.m.EDT^  Sales  of  exist- 
ing single-family  homes  in  August  are  projected 
to  have  dipped  to  an  annual  rate  of  4.85  mil- 
lion, based  on  the  s&p  mms  survey.  July  sales 
had  jumped  to  a  record  4.93  million,  from  4.74 
million  in  June.  Sales  for  the  rest  of  the  year 
will  be  buffeted  by  crosscurrents  coming  from 
weaker  stock  prices  and  lower  mortgage  rates. 
Already,  lower  rates  have  resulted  in  a  surge  m 
mortgage  applications  in  early  September. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
l\^ost  subsidiaries  are  indexed  under  their  own  names. 
Conipanies  listed  only  in  tables  are  not  included. 


Abbott  Laboratories  (ABD  52 
ABN  Amro  (AAM)  36 
Accel  Partners  42 
Adidas  104 

Affiliated  Managers  Group  47 
AIM  Global  Financial  Sen/ices 
Fund  47 

AirTouch  Communications 
(ATI)  84 

Alliance  Capital  Management 
(AC)  47 

Alpine  Group  (AGI)  116 
Amazon.com  (AMZM)  50, 123 
Amencan  Express  (AXP)  47 
American  Home  Products 
(AHP)  72 

Amencan  International  Group 
(AIG)  47 

America  Online  (AOL)  52 
Apple  Computer  (AAPL)  6 
Asensio  116 
AT&TfT]  6,19.52,84 

B 


Baltimore  Orioles  104 
Bandai  8 

Baron  Asset  (BARAX)  118 
BayNetworks  52 
BCA  56 

Bear  Steams  (BSC)  84 
Bell  Atlantic  (BEL)  19,84 
Berger  Small  Cap  Value  Fund 

(OMINIX)  118 
Bestfoods  (BFO)  8 
Blimpie  Intemational  (BIM)  12 
Boston  Properties  (BXP)  114 
Broadcom  (BRCM)  50 
Brooks  Automation  (BRKS)  118 
Brown  Brothers  Hamman  47, 

111 


Cablevision  Systems  (CVC)  104 
Gallon  Petroleum  (CPE)  118 
CBS(GBS)  104 
Chicago  Cubs  104 
Chicago  Title  (CTZ)  118 
Chiysler(C)  96 
Ciena  (CIEN)  52 
Cincinnati  Bengals  96 
Cisco  Systems  (CSCO)  52 
CISI  56 

Citicorp  (CCI)  47,111 
Cleveland  Indians  104 
Coffee  Station  66 
Gommerzbank  54 
CommScan  50 
Compaq  Computer  (CPQ)  6 
Crescent  Real  Estate  Equities 
(CEI)  114 


Daimler  Benz  (DAI)  96 
Detroit  Lions  96 
Deutsche  Bank  54 


Digital  Equipment  (DEC)  6 
Direct  Hit  Technologies  81 
Dora!  Financial  (DORL)  118 
Dreyers  Grand  Ice  Cream 
(DRYR)  66 
Dunkin'  Donuts  66 


eBay  50 

Equity  Inns  (ENN)  114 
European  Investors  114 
ExecuTrain  84 


Fasciano  Fund  (FASCX)  118 
FBR  Small-Cap  Value  Fund  116 
Fidelity  Select  Brokerage  S 
Investment  Fund  (FSLBX)  122 
Financial  Services  Analytics  47 
First  Call  47 
First  Pacific  56 
First  Union  (FTU)  47 
Fleet  Financial  (FLT)  47 
Ford(F)  62,81,96 
Fox  Sports  (NWS)  19,104 
Franklin  Resources  (BEN)  47 


Gabelli  Growth  Fund  111 
Galaxy  Small  Cap  Value  Fund 
(SSCEX)  118 

GEM  Capital  Management  84 
General  Electric  (GE)  81 
General  Motors  (GM)  31,44.62, 
96 

GeoCities  (GCTY)  50 
Globalstar  (GSTRT)  84 
Goldman  Sachs  34.44 
Greenstreet  Advisors  114 
GT  Global  Telecommunications 
Fund  (GHCX)  84 

H 


Hams  (Louis)  40 
Healtheon  50 
Hemispherx  BioPharma 
(HEB)  116 

Heritage  Small  Cap  Stock  118 
Hewlett-Packard  (HWP)  6 
Hibernia  (NIB)  47 
Honda  Electronics  8 
HSBC  James  Capel  42 
Huaneng  Power  Intemational  8 
Hyundai  12 


Imperial  Bancorp  (IMP)  47 
Indocement  56 
Indofood  56 

Integral  Capital  Partners  50 
Intemeuron  Pharmaceutical 
(IPIC)  72 

Invesco  Balanced  Fund  120 
Isuzu  62 

ITT  Sheraton  (HOT)  114 


John  Hancock  47, 111 
K 


Keefe  Bruyette  &  Woods  47 
Kia  Motors  96 


Lehman  Brothers  (LEH)  47, 66, 
111 

Liberty  Media  aCOMA)  19 
Los  Angeles  Dodgers  104 
Lucent  Technologies  (LLJ)  52 

M 


Major  League  Baseball  104 
McDonald's  (MCD)  8 
McGraw-Hill  (MHP)  127 
MCI  Communications  (WCOM)  6, 
84 

Medeva  (MDUL)  72 
MediSense  52 

Merrill  Lynch  (MER)  6, 47, 84 
Microsoft  (MSFT)  52,84,123 
Mitchell  Securities  47.  Ill 
Moody's  Investors  Service 
(DNB)  111 

Morgan  (J,P)  (JPM)  28, 47 
Morgan  Stanley  Dean  Witter 
(MWD)  50,96,114 
Momingstar  118, 122 
Motorola  (MOT)  12,52,84 
MSG  Network  104 
MV  Networks  104 

N 


Netscape  Communications 

(NSCP)  50,84 
News  Corp,  (NWS)  104 
New  York  Knicks  104 
New  York  Mets  104 
New  York  Rangers  104 
New  York  Yankees  104 
Nextband  Communications  84 
Nextel  Communications 

(CALL)  84 

Nextlink  Communications 
(NXLK)  84 

Nickelodeon  (VIA.B)  52 
Nielsen  Norman  Group  6 
Nintendo  8 

Northem  Telecom  (NT)  52 
Norwest  Investment 
Management  28 

O 


Oxus  Fund  Management  36 
Oxygen  52 

P 


Paramount  (VIA.B)  19,104 
Penn  National  Gaming 

(PENN)  116 
PepsiCo  (PEP)  66 
PNC  Bancorp  (PNC)  47 
Premier  Refractories  (AGI)  116 
Putnam  Lovell  de  Guardiola  & 

Thornton  47 


Qualcomm  (QCOM)  12 
Ouantum  Fund  6 
Qwest  Communications 
(QWEST)  84 


Racing  Champions  (RACN) 
Renong  62 

Republic  New  York  (RNB)  47 
RFS(RFS)  114 
Robertson  Stephens 
Value+Growth  Fund  47 

S 


Safeco  Growth  No  Load  Fund 
Salim  Group  56 
Salomon  Smith  Barney  (TRV) 
44 

San  Francisco  Giants  104 
San  Miguel  56 
Schwab  (Charles)  (SCH)  47 
Seattle  Coffee  66 
Secunty  Capital  (SCZ.B)  11 
SIFE  Trust  47 
Sirach  Capital  Management 
Smith  (A  O.)  (AOS)  118 
SmithKline  Beecham  (SBH) 
Sprint  (FON)  84 
Standard  &  Poors  (MHP)  4: 
111,122,127 
Starbucks  (SBUX)  66 
Station  Casinos  (STN)  114 
Stratton  Oakmcnt  116 
Sun  Healthcare  Group  (SHG) 
Sun  Microsystems  (SUNW) 
Superior  TeleCom  {Sim  11 
Suzuki  82 


lUEIIII 


IKilS 


Tele-Communications 

aCOMA)  19 
Teledesic  84 
Tellabs  (TLAB)  52 
Tiger  Management  6 
Time  Warner  OWX)  6,19 
Toyota  aOYOY)  38 
Travelers  (TRV)  111 
Tully's  Coffee  66 
Turner  Sports  OWX)  104 
Twenty-First  Century 

Advisors  116 


EASUt 


Vanguard  Group  120 
W 


Wachovia  Special  Values  11 
Walt  Disney  (DIS)  52 
Wells  Fargo  (WFC)  96 
Westm(HOT)  114 
Wired  Digital  81 
WorldCom  (WCOM)  84 

Y 


Yahoo!  (YHOO)  6, 50 
Z 


Zacks  Investment  Research 
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The  OECD  forecasts  annual  economic 
growth  of  6  to  10%  for  the  new  tiger 
markets  of  central  and  eastern  Europe. 
These  markets,  connecting  to  western 
Europe  at  a  breathtaking  pace,  surround 
Germany's  capital,  Berlin.  Berlin  offers  all 
the  necessary  contacts,  know-how  and 
modern  infrastructure  for  your  business 
to  be  in  the  best  possible  location  to 
.  benefit  froni  those  rapidly  expanding 
economies.  We  would  be  delighted  to  be 
of  service  to  you:  Berlin  Econonriic 
Dev.  Corp.,  Fax:  +  49  (30)  399  80-239, 
e-matt:  info@wf-berlin.de, 

Internet  http://www.berlin.de 
Your  Gateway  to  -p       •  ~ 

Tcw  Opportunities.  J  j^i^i^i^^ia^  ' ' 


investment  Figures  of  the  Week 


%  change 


S&P  500 

Sept.  Mar.  Sept.  Sept.  10-16 


S2-week  change  I  -week  change 
+10.9%  +3.9% 


OMMENTARY 

S,  stocks  bounced  back 
nartly  from  the  lows  of  last 
eek  in  the  wake  of  news 
at  the  G-7  would  move  to 
)ur  world  growth.  Financial 
ocks  led  the  charge.  The 
ittered  Latin  equity  markets 
lared  after  Preside.it  Clin- 
n  called  for  the  developed 
luntries  to  help  emerging 
itions.  On  Tuesday  alone  the 
•azilian  Bovespa  jumped 
17%,  while  the  Mexican 
)lsa  sprinted  12.9%.  Interest 
tes  declined,  and  the  yield 
I  jumbo  six-month  CDs 
opped  below  5%  for  the 
st  time  in  nearly  two  years. 


TEREST  RATES 


REASURY  BOND  INDEX 

ept    Mar.  Sept.  Sept.  10-16 


■  1775 

;1750 

:1722.71 
^1700 


■  1675 


week  change        i -week  change 
+0.1% 

■  loomberg  Financial  Markets 

M\W  ■'■-3  US,  Diversified  SS  All  Equity 

ek  total  return        52-week  total  return 
  3 


  ?U 

  15 

  10 

  5 


Morningstar,  Inc. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  industrials 

8089.8 

2.9 

2.6 

NASDAQ  Combined  Composite 

1689.9 

4.0 

1.4 

S&P  MidCap400 

311.8 

4.2 

-5.6 

O&r  oiTldlll/ap  DUU 

1  CO  1 

2.7 

-17.5 

S&P  SuperComposite  1500 

220.0 

3.9 

8.0 

%  change 

SECTORS 

Latest 

Week 

Year 

Qlnnmhorrr  Infnrni'atinn  Arro 

DiouiMUcig  iniur induuii  Hgc 

4.7 

18.7 

Ootr  rilldltUldlo 

115  7 

8.2 

3.9 

^9,p  ||ti|jtip<: 
Ottr  uiiiiiico 

249.2 

4.9 

21.0 

per  Tophnnlnnru 
roL  IcLMilUIUgy 

3.9 

-3.8 

%  change 

rUKtluN  iVIAKnt  1  9 

Latest 

Week 

Year 

London  (FT-SE  100) 

5291.7 

-0.4 

5.6 

Frankfurt  (DAX) 

4858.0 

-3.6 

21.1 

Tokyo  (NIKKEI  225) 

14,197.7 

-3.8 

-19.7 

Hong  Kong  (Hang  Seng) 

7860.7 

-0.6 

^5.5 

Toronto (TSE  300) 

5906.1 

0.6 

-14.4 

Mexico  City  (IPC) 

3414.7 

7.8 

-31.8 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.52% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  24.7 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*    1 9.9 

1.54% 

24.3 

19.5 

1.60% 

23.9 

18.9 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


HMOs 

Oil  Exploration  &  Prod. 
Gold  Mining 
Engineering  &  Constr. 
Oil  &  Gas  Drilling 


16.2 
10.0 
9.8 
8.6 
8.2 


Broadcasting 
Drugs 

Drug  Chains 
Communications  Equip. 


67.3 
52.1 
50.2 
46.4 


Specialty  Appar.  Retailers  45.5 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Machine  Tools  -24.5  Oil  &  Gas  Drilling  -54.7 

Hotels  &  Motels  -22.8  Metals  ^8.5 

Invest.  Banking/Brkrge.  -22.5  Leisure  Time  -45.9 

Cosmetics  -20.2  Steel  -41.6 

Defense  Electronics  -19.2  Machine  Tools  -37.6 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-5.20%  ^.69%  -0.98% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1062.0     1061.0  Negative 

18.0%     18.0%  Positive 

0.73       0.72  r  Positive 

0.80       0.98  Positive 


Data:  Bloomberg  Financial  Markets:  'First  Call  Corp. 


Rebounil  aheaiJ?  Stocks  with  most 
significant  buying  on  ptice  weakness 

Price 

t-month 
change 

Intel 

85 '^16 

-3^8 

Citicorp 

103'/8 

-39 '/8 

America  Online 

97  V2 

-6'=/l6 

BankAmerica 

62 '^16 

-19^/16 

Telebras-ADR 

72  Vs 

-22  V8 

Merrill  Lynch 

59Vt6 

-29 '/1 6 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

59 '/8 

4'%2 

Microsoft 

108^16 

1 

Northwrest  Airlines 

30  "/1 6 

'^16 

American  Home  Products 

55''/8 

3'/8 

Viacom-B 

62  V2 

1  V4 

DuPont 

59^16 

4 '78 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.09 

5.10 

5.15 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.72 

4.88 

5.10 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr 

bond 

6-MONTH  BANK  CDS 

4.97 

5.05 

5.17 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.77 

4.31 

5.46 

GENERAL  OBLIGATIONS 

4.22% 

4.24% 

4.88% 

4.88% 

10-YEAR  TREASURY  NOTES 

4.87 

4.95 

6.10 

PERCENT  OF  TREASURIES 

86.64 

86.05 

93.41 

92.67 

30-YEAR  TREASURY  BONDS 

5.22 

5.28 

6.39 

TAXABLE  EQUIVALENT 

6.12 

6.14 

7.07 

7.07 

LONG-TERM  AA  INDUSTRIALS 

6.21 

6.27 

6.90 

INSURED  REVENUE  BONDS 

4.37 

4.41 

5.05 

5.04 

LONG-TERM  BBB  INDUSTRIALS  6.91 

6.80 

7.27 

PERCENT  OF  TREASURIES 

89.72 

89.50 

96.66 

95.71 

LONG-TERM  AA  TELEPHONES 

6.67 

6.53 

7.18 

TAXABLE  EQUIVALENT 

6.33 

6.39 

7.32 

7.30 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

Leaders 

Four-week  total  return 


Laggards 
%    Four-week  total  return  % 


Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


Guinness  Mainland  China 
Prudent  Bear 
Newport  Greater  China  A 
U.S.  Global  Inv.  China  Reg. 
Lexington  Strat.  Invmnts. 

Leaders 

52-week  total  return 


24.1  American  Heritage 

22.1  Montgomery  Latin  Amer.  R 

13.0  Lexington  Troika  Russia 

12.0  Vontobel  Eastern  Europ.  Eq. 

10.6  Excelsior  Latin  America 


% 


Laggards 

52-week  total  return 


-33.3 
-33.3 
-30.8 
-30.4 
-29.8 

% 


Precious  Metals 
Pacific/Asia  ex-lapan 
Natural  Resources 
Diversified  Pacific/Asia 
lapan 

Leaders 

52-week  total  return 


6.6  Latin  America 

3.6  Small-cap  Growth 

-0.7  Diversified  Emerging  Mkts. 

-1.2  Small-cap  Blend 

-1.8  Real  Estate 


Laggards 

52-week  total  return 


-22.0 
-14.4 
-13.6 
-13.3 
-12.8 

% 


Smith  Barney  Telecomm.  Inc.  47.7  Lexington  Troika  Russia  -87.8 

ianus  Twenty  36.0  Matthews  Korea  I  -67.5 

Flag  Investors  Communs.  A    33.8  Guinness  FIgt.  Asia  Sm.  Cap  -67.5 

Fidelity  Select  Health  Care     33.4  Lex.  Crosby  Sm.  Cap  Asia  -65.6 

Icon  Telecomms.  &  Utilities    33.3  Montgomery  Emerg.  Asia  R  -65.1 


Utilities  t7.3  Pacific/Asia  ex-lapan  -52.6 

Communications  14.9  Latin  America  -48.4 

Europe  11.7  Diversified  Emerging  Mkts.  -46.4 

Large-cap  Growth  11.0  Diversified  Pacific/Asia  ^0.7 

Large-cap  Blend  7.9  Precious  Metals  -36.0 


a  are  as  of  market  close  Wednesday,  Sept  16.  1998,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Sept.  15.  For  a  more  detailed  explanation,  write 
include  S&P  500  companies  only.  Fundamentals,  technical  indicators.  Bloomberg  men-     to  us  or  E-mail  figures@businessweek.com.  r=revised  "Vanguard  Index  500  Fund 
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Editorials 


THE  SHAME  OF  PRESIDENT  CLINTON 


It  is  no  smaD  tiling  to  nullify  a  Pi'esidential  election  and  can- 
cel the  manifest  wUl  of  the  people.  Yet  the  House  of  Rep- 
resentatives must  now  contemplate  this  drastic  action, 
thanks  to  a  recldess  and  mendacious  Bill  Clinton.  Independent 
Counsel  Kenneth  W.  Starr  has  opened  a  legitimate  debate  on 
whether  the  President  should  continue  in  office.  And  for  good 
reason.  It  is  now  clear  that  Bill  Clinton  almost  certainly  per- 
jm-ed  himself  in  front  of  a  federal  gTand  juiy  about  a  sordid 
sexual  affau-  that  took  place  inside  the  Wliite  House.  He  then 
lied  about  it  to  Ms  Cabinet,  to  Congress,  and  to  the  American 
people  for  seven  long  months.  It  is  now  the  Constitutional  duty 
of  the  House  to  proceed  with  the  impeachment  process,  to  ex- 
amine all  the  infoiTnation  available  and  to  decide  whether  or 
not  President  Clinton's  crime  rises  to  the  level  of  an  impeach- 
able offense. 

The  House  should  proceed  with  all  due  speed  in  making  its 
decision.  The  global  economy  is  in  crisis,  old  antagonists  are 
taking  power  in  Russia,  and  the  Middle  East  is  quickly  be- 
coming a  tinderbox  once  again.  American  leadership  is  critical 
in  the  world  today.  Tlie  temptation  to  prolong  the  impeachment 
process  siinply  for  paitisan  political  gain  must  be  resti-ained  for 
the  sake  of  the  countiy. 

The  American  peojjle  deserve  better  fi'om  then-  President. 
Faux  contrition  about  egregious  eiTors  of  judgment  is  not  suf- 
ficient. Hairsplitting  displays  of  linguistic  acrobatics  about 
the  definition  of  sexual  relations  and  semantic  sophistry  about 
when  a  lie  is  not  perjmy  insult  the  basic  intelligence  of  the 
nation.  However  the  impeachment  process  concludes,  the 
President  owes  the  public  tme  honesty  about  liis  shameful  be- 
havioi',  an  expi-ession  of  genuine  remorse,  and  a  request  for 
forgiveness. 

REVAMPING  THE  LAW 

While  the  sins  of  Pi-esident  Clinton's  personal  behavior 
betray  the  moral  code  of  most  Americans,  the  transgres- 
sions of  Starr's  public  investigation  raise  many  troubling 
questions,  too.  In  its  pornographic  detail,  sanctimonious 
zealotiy,  and  legal  sophistiy,  the  Starr  Report  betrays  its  pai- 
tisan political  nature.  The  process  by  which  the  President's 
sex  life  has  been  thrown  into  the  public  arena  calls  into 
question  the  entu-e  mission  of  the  independent  coimsel  and  the 
statute  that  supports  it.  What  began  as  an  investigation  into 
a  land  deal  in  Arkansas,  years  before  Clinton  even  became 
President,  wound  its  way  by  way  of  a  dismissed  civil  suit  into 
a  perjuiy  charge  over  sex.  When  the  independent-counsel 
statute  comes  up  for  renewal  in  1999,  it  must  be  revamped. 
As  it  stands,  the  law  gives  special  prosecutors  a  license  to 
look  into  any  private  or  public  behavior  of  a  government 
official  over  any  period  of  time  with  unlimited  funding.  This  is 
anathema  to  a  democratic  way  of  hfe. 

StaiT  promises  to  deliver  more  information  on  Whitewater, 
Filegate,  and  Travelgate  sometime  in  the  future.  But  if  this  cur- 
rent report  repi'esents  his  best  effort  at  presenting  impeachable 


evidence  to  the  House,  as  most  of  Washington  believes  it  to 
then,  after  spending  $40  million,  StaiT  appai'ently  found  nc  i 
ing  impeachable  in  his  core  investigations.  Unless  he  intends 
file  fiuther  chai-ges  soon,  elementaiy  fairness,  it  seems,  she 
require  liim  to  state  tins  fact.  Starr's  labeling  of  Clinton's 
gitimate  legal  defense  as  an  "abuse  of  power" — an  impeachj 
offense — also  mocks  the  idea  of  fairness. 

What  should  happen  now'?  There  are  many  serious  arfcijii 
ments  to  be  made  for  resignation.  A  Pi'esident  needs  moi-al 
thority  to  lead  and  Clinton's  standing  in  Congress  is  at  an 
time  low.  Clinton's  personal  problems  are  diverting  attent 
fi-om  important  legislation — and  from  the  gi-owing  inter 
tional  economic  crisis. 

But  resignation  would  set  a  terrible  precedent.  Driving 
unpopular  President  from  elected  office  by  means  of  a  poi 
cally-tinged  investigation  would  undermine  the  democr;. 
process.  It  is  a  featui'e  of  a  parliamentaiy  system  that  shd 
not  be  imported  into  the  U.S.  The  only  choice  is  to  proc| 
with  the  impeachment  process. 

REACHING  CENSURE 

As  the  House  proceeds,  it  may  conclude  that  censm-t!: 
the  most  viable  option.  It  may  reason  that  despite  the  s 
gTaceful  personal  behavior  and  perjmy  about  it,  the  stanct 
of  "high  crimes  and  misdemeanors"  against  the  state  hat 
been  reached.  Certainly  the  public  is  opposed  to  the  impetr 
ment  of  Clinton.  Polls  consistently  show  that  by  a  wide  v 
jority  people  are  disgusted  by  his  philandering  and  lying  L" 
support  the  job  he  is  doing  as  President.  Even  after  reac^ 
the  piiirient  details  in  the  Stair  Repoit,  most  people  prcjf-. 
censure  to  impeachment.  Politicians  who  ignore  this  strori' 
felt  \dew  and  tiy  to  use  the  impeacliment  process  for  theii-  <r 
gain  may  do  so  at  the  peril  of  then-  own  political  lives. 

Considering  the  politically  supercharged  atmosphert] 
Washington,  business  week  favors  some  strong  punishr 
short  of  impeachment.  To  begin  to  get  there,  President 
ton  must  end  the  semantics.  His  lawyers  do  liim  great  hi 
in  both  the  House  and  in  the  larger  public  ai'ena  by  insisi 
he  didn't  lie.  Unfortunately,  Starr  has  made  a  veiled  threap 
indictment  even  after  the  President's  term  ends,  thus  m 
aging  to  turn  Clinton's  habit  of  prevarication  into  a  Itj. 
necessity.  If  the  House  eventually  concludes  that  censuir 
the  solution,  it  must  put  an  end  to  this  threat.  Clinton  w(ji 
then  have  to  receive  de  facto  immunity  fi'om  both  Congip 
and  the  special  prosecutor  to  escape  legal  jeopardy.  The:jj 
lies  the  deal  for  censure. 

It  is  President  Clinton's  long  histoiy  of  pliilandeiing  and 
ing  that  has  finally  overpowered  his  strong  abilities  in 
mulating  policies  for  a  globalized  world  and  prevented 
from  reaching  that  place  in  history  he  so  desperately  j 
sires.  Now,  the  House  must  decide  his  fate.  It  should  d4 
with  dispatch,  heeding  the  wishes  of  the  American  pei'R 
along  the  way. 
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It  goes  about  a  country  mile 

(City  mileage  may  vary.) 


The  longest-distance  cordless  phone  there  is. 

Panasonic  introduces  GigaRange,  the  world's  first  2.4  gigaiiertz  digital  cordless  phone. 
Never  before  has  a  cordless  phone  been  able  to  go  so  far  and  sound  so  good, 
r  more  info  call  800-211-PANA  or  visit  www.panasonicconi/gigarange 
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'e  three  rows  of  leather-trimmed  seats.  Call  1 800  446-8888,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer 


incoln  Navigator.  What  a  luxury 


should  be. 


Sometimes  all  it  takes  is  a  little  imagination,  sometimes  simp 
horizon  of  possibilities.  The  secret  is  not  to  ask  yourself  wha 
the  obvious,  perhaps  you  should  talk  to  us.  YouTl  discover  that  wii 
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imge  of  perspective;  and  suddenly  you  can  see  a  whole  new 
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:  just  any  bank,  but  the  right  bank  for  you.  ^  UBS 
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Up  Front 


EDITED  BY  JOAN  OLECK 
STREET  NEWS 

A  FUND  MANAGER 
SKATES  ON  THIN  ICE 

ABOUT  THE  LAST  THING  THAT 

mutual-fund  directors  are 
known  for  is  dealing  swiftly 
with  laggard  money  man- 
agers. So  the  news  that  Van- 
guard Group's  trustees  were 
upset  over  the  performance 
of  portfolio  manager  Charles 
Freeman's  $20.7  billion  Van- 
guard Windsor  Fund  came  as 
a  shock — even  in  the  face  of 
the  fund's  11.3%  decline  this 
year  through  Sept.  22. 
(Windsor  is  distinct  from 
Windsor  II,  up  1.8%.) 

Come  to  learn,  though, 
that  5  of  Vanguard's  10 
tioistees  have  good  reason  to 
be  concerned:  Together,  the 
group  holds  an  unusually 
large  stake  in  the  venerable 
fund,  more  than  545,000 
shai'es,  according  to  Windsor's 
most  recent  proxy  statement. 
Vanguard  Senior  Chairman 
John  Bogle  reported  direct 


holdings  worth  $2.2  million  at 
today's  prices,  wliile  ceo  Jolin 
Brennan  held  even  moi-e:  $2.8 
milhon.  And  Princeton's  Bur- 
ton Malkiel,  author  of  A  Ran- 
dom Walk  Doum  Wall  Street, 
was  down  for  $1.9  million. 

Altogether,  the  trustees' 
Windsor  stake  began  1998 

SINKING  FEELING 


DATA:  BLOOMBERG  FINANCIAL  SERVICES 

vdth  a  value  of  $9.3  million. 
Now,  it's  closer  to  $8.2  mil- 
lion— a  $1.1  million  message 
to  Freeman  to  get  his  act 
together.  Vanguard,  howev- 
er, says  it  has  no  plans  to 
dump  Freeman  anytime 
soon.  Robert  Barker 


THE  LIST  THEY'RE  SENDING  YOU  MWf^rf? 


Some  81%  of  companies  here 
and  abroad  said  in  February 
that  they  expect  to  send  an  in- 
creasing number  of  people  over- 
seas through  2000.  That  means 
more  folks  confounded  by  for- 
eign cultures  and  customs. 
What's  key:  preparation.  The  10 
countries  presenting  the  greatest 
assignment  challenges  are: 


COUNTRY/RANKING         1995  RANKING      EXPATRIATE  TALES  OF  WOE 

1.  CHINA  2  At  his  welcome  banquet,  an  exec  was 

served  duck  tongue  and  pigeon  head 

2.  BRAZIL  Not        Cell  phones  are  vital  because  home 

ranked     phones  don't  work 

3.  INDIA  6  The  pervasiveness  of  poverty  and 

street  children  can  be  overwhelming 

4.  INDONESIA      8  Landlords  typically  demand  rent  two  to 

three  years  in  advance 

5.  JAPAN  1  While  medical  care  is  excellent,  doctors 

reveal  little  to  their  patients 

Also  challenging:  6.  Russia,  7.  Mexico,  8  Saudi  Arabia,  9  South  Korea,  10.  France 


TALK  SHOW  ui  d  give  anything  in  the  world  not  to  have  t 
admit  what  I've  had  to  admit  today.'' 

— President  Clinton,  in  videotaped  grand  jury  testimony 


GREEN  WATCH 

THIS  COFFEE  IS 
FOR  THE  BIRDS 

WAKE     UP,  COFFEE 

drinkers,  and  think 
birds   with  your 
morning  brew. 
The  Nationa 
Audubon  Soci- 
ety has  dubbed 
October  "shade- 
grown     coffee  - 
month"  to  pub- 
licize the  plight 
of  150  migratory 
bird  species  losing 
then-  habitats  to  cof- 
fee plantations.  PAINTED 
Latin    America's  BUNTING 
megafarms  ai"e  cleai'- 
ing  the  shaded  teiTain  whei'e 
coffee  traditionally  has  been 
grown — and  chasing  away 
90%  of  the  bird  species.  So 
how  do  caffeine  addicts  show 
support?  The  society  suggests 


Cafe  Audubon,  a  brew  i 
ported  by  EcoOrganic  Co 
of  San  Diego.  Under  Smi 
sonian  Institution  guideli' 
the  $ll-a-pound  brand  is  c 
tified  as  organic 
shade  gi'own. 
But  it's  a  s 
getting  attenti 
"We  are 
against  t 
Starbucks 
the  worl 
says  Audub 
Sarah  Co' 
(A  Starbuc 
spokesman  say 
uses  shade-gro 
beans  but  is  not  p 
of  the  Audubon  p 
gram.)  EcoOi'ga 
expects  more  re' 
access  once  it  teams  with 
tributor  Boyd  Coffee  of  P 
land,  Ore.,  in  November  E 
ly  birds,  human  and  avi 
may  tweet  louder  at 
news.  Catherine  A  ' 


CLASS  NOTES 

TWO  B-SCHOOLS' 
PASSAGE  TO  INDIA 

WHARTON    SCHOOL  AND 

Northwestern's  J.  L.  Kellogg 
Graduate  School  of  Manage- 
ment are  normally  fierce  ri- 
vals. But  the  two  B-schools 
are  comfortable  traveling 
buddies:  Witness  their  work- 
ing together  for  14  years  to 

develop  the   

Sasin  Gradu- 
ate Institute  of 
Business  Ad- 
ministration in 
Bangkok.  Now, 
the  two  par- 
ents have  a 
second  off- 
spring: the  In- 
dian School  of 
Business  (isb) 
in  Hyderabad, 
due  to  open  in 
2000. 

The  school's 
godfather — Ra- 
jat  Gupta, 
managing  di- 
rector of  Mc- 


HYDERABAD:  MBAs  coming 


Kinsey  &  Co. — took  the  i 
to  10  elite  B-schools.  Wh- 
and  Kellogg,  Gupta  sa 
were  the  "best  fit."  And 
U.  S.-based  teachei-s  of  In 
origin  hope  to  teach  at  I 
Intel-national  donors  wdll 
its  $100  million  campus. 
India?  First,  there's  the  n 
evidenced  by  so  many  In 
MBAS.  Second,  "we're  bui 
ing  a  school  not  just  for  In 
but  for  the  world,"  says  G' 

  ta.  And,  fr 

Kellogg  D 
Donald  Jaco; 
India  "has 
large,  rapi 
gi'owing  eco 
my,  and 
should  hav 
world-class 
school." 
about  fricti 
"Yes,  Kello 
and  Whart 
are  compe 
five,"  says  . 
cobs.  "Th 
doesn't  me 
that  we  ca 
cooperate." 
Nadav  Enb( 
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WHEN  ALL  you're  SEARCHING  FOR  ARE 


GROWTH 
COMI=ANIES,; 

YOU  GET  VERY  GOOD 

AT  FINDING  THEM.  ] 

For  more  than  three  decades  now,  we  have  had 
but  one  single-minded  philosophy  at  Founders.  \ 
To  manage  mutual  funds  using  a  growth-oriented  | 
investment  strategy.  Simply  put,  we  search  for  1 
companies  with  the  fundamental  strengths  we  j 
believe  give  them  the  potential  for  strong  eamings 
growth-growth  that  may  be  sustained  through  f 
market  cycles  and  changing  economic  conditions.  : 
And  beausewe  believe  these  companies  can 
be  found  anywhere  at  any  time,  we  do  not  limit 
ourselves  to  certain  markets  or  sectors."rhis  consistent 

■  ■  ■  ■  ■  ti 

focus  on  growth-oriented  investing  has  been  the  | 
key  to  the  strong  performance  record  of  our  fonds.  j 

■% 
.% 

Arid  it  is  how  we  can  help  you  build  a  solid  investment! 

1 

portfolio.  If  growth  companies  are  what  you're  | 

I 

searching  for;  call  the  investment  professionals  | 
who  have  dedicated  themselves  to  finding  them.  | 


Founders  Fuiids 


Growth  Specialists  from 


©reyfiis 


CALL  FOR  OUR  FREE  GUIDE 
"17  TIPS  ON  GROWTH  STOCK  INVESTING" 
TO  FIND  OUT  HOW  TO  MAKE  OUR  GROWTH 
APPROACH  WORK  FOR  YOU. 

1-888-216-3100  Ext.  107 
www.founders.com 


OneSource 


Past  performance  is  no  guarantee  of  future  results.  Please  call  for  a  prospertus  and  read  it  carefully  before  you  invest  or  send  money.  It  contains  more  complete  information, 
including  management  tees  and  expenses.  "Dreyfus"  is  the  umbrella  designation  for  the  investment  products  and  services  available  from  affiliates  of  Mellon  Bank  Corporation, 
including  Founders  Asset  Management  LLC.  Founders  Funds  is  a  registered  trademark  and  the  logo  is  a  trademark  of  Founders  Asset  Management  LLC.  't'  1998  Founders  Asset 
Management  LLC,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor. 

Charles  Schwab  &  Co.,  Inc.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its  Mutual  fund  OneSource'  service.  (0998-3667) 


I-  RO  M  s  c  n  \v..\  B 


800^5-NO-LOAD 


Up  Front 


ODDS  AND  ENDS 

STOCKS  IFFY? 
TRY'DISNEYANA' 

DOES  MICKEY  MOUSE  EVOKE 

fond  memories  for  you?  How 
about  the  Seven  Dwarfs?  If 
so,  you're  the  reason  Walt 
Disney  Co.  is  taking  advan- 
tage of  the  craze  for  its  mem- 


DREAM  ITEM:  Dumbo  seat 


orabilia — and  drawing  seri- 
ous collectors  in  the  bargain. 

Consider:  Last  week  in  Oi"- 
lando,  businessman  Douglas 
Dingee  of  New  Canaan, 
Conn.,  paid  $22,000  for  a 
"Dumbo   the   Flying  Ele- 


phant" seat  from  a  Magic 
Kingdom  ride.  A  Mr.  Toad 
seat  fetched  $13,000;  and  a 
Lady  mid  the  Tramp  booklet 
autographed  by  Walt  Disney 
went  for  $4,7.50.  In  all,  the 
Disneyana  convention  at  Walt 
Disney  World  collected 
.$312,000  from  60  auctioned 
items.  Some  2,000  collectors 
and  traders  also  paid  $1,200 
to  get  in. 

No  one  complained, 
i  "I  consider  it  a  leg- 
acy for  my  children," 
avid  collector  Kath- 
leen Pickett  of  Gai'den 
City,  N.  Y.,  said  of  her 
$(i,.500  painting  of  Dis- 
ney's new  Ani- 
mal Kingdom 
theme  park. 
Besides  lega- 
cies, there  are 
investments:  Some  1,6.50 
porcelain  figurines  depicting 
the  awakening  kiss  from 
Snow  White  and  the  Seven 
Dwarfs  sold  out  at  $750 
apiece.  Buyers  expected  to 
double  their  money  in  a  week. 
Wliat  was  that  about  wishing 
upon  a  stai-?     Dennis  Blank 


OVER  THERE 

LIFE'S  A  BEACH 
FOR  EUROPEANS 

ASIA   MAY    HAVE    BEEN  IN 

crisis  and  Russia  in  melt- 
down, but,  hey.  Western 
Europe  had  a  great 
vacation.  With 
their  economies 
in  recovery, 
Europeans 
this  summei'  , 
were  again  on 
holiday.  Euro- 
pean tour 
operators  report 
HOT  SPOT: 
The  Caribbean 

growth  rates  of  5%  to  30%. 
"Our  customers  are  smiling 
again,"  says  Jacques  Maillot, 
president  of  France's  Nou- 
velles  Frontieres. 

Maillot  says  the  company 
lost  .$20  million  in  1997  but 


this  year  should  earn  $25  mil- 
lion. The  breakdown  of  eco- 
nomic borders  has  helped. 
Britain's  Airtours  recently 
bought  torn*  opei-atoi-s  in  Scan- 
dinavia and  Belgium.  And, 
says  analyst  Mai'k  Biimiby  of 
ABN  Amro  in  London:  "We're 
seeing  the  creation  of  some 
big  playei"s  who  have 
everage  to  in- 
crease their 
margins."  A 
(jennan  merg- 
er, for  exam- 
ple, created 
C&N  Condor 
N  e  c  k  e  i-  m  a  n  n 
Touristic,  which 
did  $4.1  billion  in 
sales  last  year  Also 
helpful  is  increased  travel  to 
the  Caribbean  and  Far  East 
and  more  luxury  bookings. 
One  problem:  Operators  had 
counted  on  the  Russians  to 
fill  economy-price  rooms 
vacated  by  upscale  Wes- 
terners.    Williarti  Echikson 


DRAWN  &  QUARTERED 


SHOW  BIZ 

THE  OLDEST  TRICK 
IN  THE  BOOK? 

THE  MASKED  MAGICIAN 

— Fox  TV's  star  who 
likes  to  reveal  the 
secrets  behind  popular 
magic  acts — has  been 
targeted  by  four  law 
suits  from  angiy  fellow 
magicians.  But  is  this 
just  show  biz?  The 
Magician  insists  the 
hostility  is  real.  In  fact, 
he  told  TV  Guide  that 
death  threats  had 
forced  him  into  hiding. 
"The  magicians  are  out 
to  get  me,"  he  said. 

Old  hands  in  the  business 
suspect  a  PR  trick  as  old  as 
sawing  a  woman  in  half.  "My 
guess  is  Fox  wants  [the  Ma- 
gician] to  be  sued  to  increase 
rerun  value,"  says  Penn  Jil- 
lette  of  the  Perm  &  Teller 
magic  act.  He  would  know: 
Penn  &  Teller  long  claimed 


death  threats  from  fellow  ni- 
gicians.  But  Jillette  now  cq 
fesses:  "It  was  a  complc 


FOXY:  TV's  Masked  Mayician 


hocus  pocus.  A  Cincinn;! 
part-time  illusionist  says  tl 
is  a  clear  breach-of-contr^ : 
issue,  based  on  agreemer- 
magicians  provide  to  t; 
makers  of  magic  apparati. 
Maybe  the  Magician's  law>:- 
needs  something  tricky  up 
sleeve.  Roy  Furchyn 


THE  BIG  PICTURE 


UPSCALE  COUCH  POTATOES 

NFL  football  is  by  far  the  TV  sport 
of  choice  for  Americans  who  earn 
$100,000  or  more.  Budweiser  is 
their  favorite  beer,  and  Ford  their 
favorite  car  or 
light  truck. 


SPORTS  PREFERRED  BY  THOSE! 
WITH  HOUSEHOLD  IHCOMES  0F| 
$100,000  OR  MORE 


15  30  45  60 
►  PERCENT     DATA;  USDATA.COM 


FOOTNOTES  Business  travelers  who  will  pay  extra  for  an  empty  adjoining  airplane  seat:  under  .$25,  16.7%;  more  than  $25,  14.3/ 


B  '■:i!'MNESS  WEEK  /  OCTOBER  5,  1998 


DATA   EMBASSY  SUIl 


Thermo  King  temperature 
control  systems  protect  food  I 
shipments  worldwide.  ^ 


Ingersoll-Rand's  Thermo  King' 
refrigei-ation  systems  are  helping  fruits, 
vegetables  and  meats  arrive  Iresh  daily 
in  ports  from  Anchorage  to  Zambia.  Every 
day,  international  food  distributors  rely 
on  Thermo  King,  world  leader  in  transport 
temperature  control. 

Thermo  King  is  one  of  many  worid 
brands  that  have  redefined  Ingei^oll-Rand. 
Today  we  are  a  new  global  and  highly 
diversified  company,  providing  an  enormous 
variety  of  products  and  sei-vices. 

Acquisitions  such  as  Club  Car',  Bobcat 
and  Blaw-Knox'  have  transformed  the 
company.  These  acquisitions  offer  excellent 
growth  prospects  with  consistency  of  earnings. 


Combined  with  existing  brands- 
such  as  Schlage ,  Tomngton'  and,  of  couree, 
'ngersoll-Rand  -they  make  a  powerful 
portfolio  of  industrial  and  commercial 
brands  recognized  as  market  leadei^  around 
the  worid. 

Such  changes  led  to  record  earnings 
in  1997,  the  fourth  year  in  a  row.  And  the 
frend  continues.  Ingersoll-Rand  is  now  a 
fundamentally  different  company.  Better. 
Stronger,  And  more  dynamic. 

Write  Ingersoll-Rand,  200  Chestnut 
Ridge  Road,  Woodcliff  Lake,  N|  07675. 
Or  visit  us  at  wvw.ingei-soll-rand.com.  Our 
NYSE  symbol  is  JR.  We'll  be  happy  to  help 
you  deliver  fresh  ideas  worldwide. 
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A  PLAGUE  ON  ' 
BOTH  YOUR  PARTIES 


Yoiu-  asking  whether  the  gop  is  "Still 
the  paity  of  big  business?"  {Government, ' 
Sept.  14)  overlooks  the  notion  that  reK- 
gion  is  as  much  a  business  as  the  rest  of 
the  "nonprofit"  sector,  wliich  provides  a 
huge  market  for  labor  and  materials.  My 
problem  with  the  religious  right  is  that  it 
uses  its  clout  to  impose  its  \aews  on  oth- 
ers, including  nonbelievers.  For  instance, 
some  insist  that  tenrdnally  01  people  suf- 
fer indescribable  pain,  rather  than  al- 
lowing individuals  the  right  to  seek  as- 
sistance in  ending  their  lives. 

Mack  A.  Moore 
Atlanta 

YoLU'  article  was  a  clarion  call  for  a 
thh'd  paity  in  the  Yeai'  2000  Presidential 
election  without  even  liinting  at  the  pos- 
sibility. On  economic  issues,  I  consider 
myself  a  moderate  conservative;  on  so- 
cial issues,  a  moderate  liberal.  With  both 
parties  dominated  by  theii'  extreme  fac- 
tions, I  may  not  vote  at  all. 

I  have  long  been  hoping  for  a  mod- 
erate party  dedicated  to  a  pragmatic 
agenda  and  devoid  of  idealistic  zealotiy. 
If  such  a  party  could  be  formed,  it 
would  be  a  boon  to  broad-minded  Amer- 
icans. It  would  also  be  a  good  place  for 
Coiporate  America  to  invest  its  political- 
action-committee  money. 

Martin  I.  Selling 
Phoenix 

THE  CONSTITUTION 
ACCORDING  TO  GARY  BAUER 

Bauer  claims  to  love  his  countiy,  but 
he  despises  the  federal  government  and 
its  employees — unless,  of  coiu-se,  they're 
forcing  his  will  on  the  rest  of  us  ("Rum- 
ble on  the  Right:  A  talk  with  Gary 
Bauer,"  Government,  Sept.  14).  He 
doesn't  want  "the  Washington  bm'eau- 
cracy  to  get  within  100  miles"  of  public 
schools  when  it  comes  to  education  stan- 
dai'ds,  but  he  hopes  to  persuade  the  fed- 
eral couits  to  allow  prayer  in  the  class- 
room. He  says:  "Wasliington  will  regulate 
a  business  to  death,"  but  he  encoiu'ages 


it  to  regulate  our  sex  Kves.  He  suppor, 
human  rights  (instead  of  freer  tracii 
with  CMna,  but  his  pinched  view  om 
women's   reproductive  freedom  a 
wants  to  make  global  trade  agreemei 
conditional  on  abortion  restrictions. 

Bauer's  agenda  is  self-servii' 
hy]3ocrisy.  If  the  radical  Religious  Rig 
wins  its  political  battles,  it  will  be  t 
death  of  the  Republican  Party. 

Rodney  Hoffmftersffl 
Los  Ange]  gedto 
ilm 
tospei 
thoiiai 
Wei's." 


ONE  WORLD-BUT  IBM 
DOESN'T  GET  THE  MESSAGE 


So  Chaii  "man  Louis  V.  Gerstner  iBBstioti 
should  reinvent  ibm:  an  insightful  sto  jfiifij 
fi'om  a  boardroom  point  of  view  ("E  tes  nr. 
Blue  should  get  a  little  smaller,"  Nev 
Analysis  &  Commentaiy,  Sept.  14) 

Let  me  provide  an  insight  from  t 
consumer  point  of  \iew.  To  provide  cc 
sistent,  reliable,  and  global  custom 
service,  IBM  should  integi'ate  its  opei 
tions  in  North  America  and  Asia.  The  unu 
of  us  in  Asia  who  operate  North  Am(  \ 
ican-made  ibm  computers  find  oui'se 
lost  in  the  "continental  divide,"  wi 
each  division  fobbing  itself  off  on  t 
other.  Tliink  global,  ibm,  think  custom 
John  Hani 
Tok 


iv  Ml] 


IS  THE  BREAST-CANCER 
THREAT  OVERSTATED? 


"Is  your  reproductive  system  in  ds 
ger?"  (Science  &  Technology,  Sept.  ] 
was  misleading.  Rates  of  breast  cane 
are  stable,  not  "soaring."  The  increas  jj^t  j 
incidence  of  this  disease  from  1980 
1992  was  due  to  improved  detect! 
methods.  Screening  mammography  t 
came  widespread,  and  more  low-gi'a 
tumors  were  detected;  note  that  m( 
tality  rates  were  level  diuing  this  sai 
period  and  now  show  a  slight  decline 

The  aiticle  also  alludes  to  a  report 
John  Brock,  who  found  an  associati  [jpij^ 
between  high  levels  of  polychlorinat 
biphenyls  (pcbs)  and  non-Hodgkin's  lyi 
phoma  in  a  small,  retrospective  stu( 
There  are  many  other  studies  th 
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iORRECTIONS  &  CLARIFICATIONS 

Failed  wizards  of  Wall  Street"  (Cover  Sto- 
Sept.  21)  incorrectly  labeled  a  chart.  It 
flowed  the  spread  between  five-year 
ritish  gilts  and  swap  rates — not,  as 
idicated,  the  spread  between  the  gilts  and 
)rporate  bond  yields.  But  in  both  cases, 
jreads  widened  dramatically. 


nd  decreased  incidence  of  cancer  in 
rkers  who  had  been  occupationally 
)Osed  to  PCBs  for  decades. 
\n  Envii'onmental  Protection  Agency 
ti  to  spend  millions  of  dollars  in  test- 
thousands  of  potential  "endocrine 
Tipters,"  while  children  go  without 
cinations,  is  another  example  of  the 
5te  of  our  scarce  public-health  re- 
rces  on  pseudo-threats  and  scares. 

Gilbert  L.  Ross 
Medical  Director 
American  Council 
on  Science  &  Health 
New  York 

E  MYTH  OF 

UPGET  SURPLUS  

Jary  Becker's  story  was  titled  "Don't 
I  :  for  tax  cuts  from  this  budget  sur- 
i"  (Economic  Viewpoint,  Sept.  14), 
there  is  no  surplus!  For  decades, 
have  combined  Social  Secuiity  rev- 
I  es  with  general  revenues  to  obscure 
size  of  our  deficits.  Now,  we  are 
oetuating  the  delusion.  Becker  has 
excellent  opportunity  to  argue 
inst  increased  expenditures  by  us- 
accurate  figures.  Tlie  estimated  bud- 
for  1998,  excluding  Social  Secuiity,  is 
■  ificit  of  $41  billion,  according  to  the 
cord  Coalition.  Now  is  the  time  to 
uss  the  federal  budget  in  real  tenns. 

Allan  Daily 
San  Jose,  Calif. 

r  1RELESS  STANDARD  THAT 
i  CES  SENSE  FOR  EVERYONE 

'ell  phones:  Eui'ope  made  the  right 
c  '  (Science  &  Technology,  Sept.  7)  in- 
ri  tcs  that,  in  reference  to  proposals 
f  hird-generation  wireless  standards, 
t'  (itficers  at  Qualcomm  Inc.  "say  that 
ti  Europeans  have  tweaked  the  tech- 
n  uy  in  a  way  that  will  reduce  Qual- 
C'  'li  s  royalty  streams  from  its 
p  nts."  No  officer  of  Qualcomm  be- 
lt s  nor  has  made  such  a  statement. 
I:  casing  the  number  of  CDMA  [code 
!  -inn  multiple  access]  subscribers 

ilwide  can  only  increase  royalties. 

iialcomm  and  other  member  com- 
p  es  of  the  CDMA  Development  Group 
h:  •  proposed  a  third-generation  stan- 
di:  ((■DMA2000)  that  is  the  natm-al  evo- 


lution of  current  systems.  ¥/e  believe 
that  the  European  Telecommunications 
Standards  Institute's  proposed  standai'd 
(w-CDMA)  is  crafted  intentionally  to  min- 
imize any  compatibility  with  these  cui'- 
rent-generation  systems.  We  do  not  be- 
lieve nor  did  we  indicate  that  w-cdma 
would  in  any  way  reduce  royalties 
payable  to  Qualcomm. 

Qualcomm  has  stated  that  it  would  li- 
cense its  CDMA  intellectual  property 
rights  on  fair,  reasonable,  and  nondis- 
criminatory terms  only  for  standards 


meeting  the  following  three  principles: 

(1)  A  single,  converged  worldwide 
CDMA  standard  should  be  selected  for 
the  thii'd  generation. 

(2)  The  converged  cdma  standard 
must  accommodate  equally  the  two 
dominant  network  standards  in  use  to- 
day (is-41  and  GSM-MAP). 

(3)  Disputes  on  specific  technological 
points  should  be  resolved  by  selecting 
the  pi'oposal  that  either  is  demonstrably 
superior  in  terms  of  performance,  fea- 
tui"es,  or  cost,  or,  in  the  case  of  altenia- 
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Why  is  our  company  tagline  a  question? 

In  part,  it  Is  meant  to  be  an  invitation  to  you. 

In  part,  It's  a  question  because  we  reaiiy 
need  to  l^now.  We  don't  have  aii  the  answers. 
We  just  make  software  and  then  we  watch 
you  use  It.  And  we've  noticed  you  tend  to  do 
some  pretty  amazing  things,  some  things 
we  never  wouid've  imagined.  We  do  a  lot 
of  our  best  work  trying  to  keep  up  with  your 
Imagination. 

So,  for  us,  this  Isn't  just  a  slogan;  it's  an 
honest  question,  and  how  you  answer  makes 
aii  the  difference.  So  we'll  ask  It  again: 
Where  do  you  want  to  go  todav?^ 
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IMPRESSIVE  PERFORMANCE 
FROM  A  CONSERVATIVE  FUND 


T.  Rowe  Price  Equity  Income 

Fund,  one  of  our  most  conser- 
vative stock  funds,  has  outper- 
formed its  Lipper  Category 
Average.  To  seek  substantial 
income  and  long-term  capital 
growth  with  reduced  risk,  the 
fund  invests  in  dividend- paying 
stocks  of  established  companies. 

Past  performance  cannot 
guarantee  future  results.  No 
sales  charges. 

^^!!!Z!r]  Call  24  hours  for  your 
iNVETrMtNTKiT  froo  invostinent  kit 

Including  a  prospectus 

800-541-6155 

www.  trowepnce.  cum 


How  $10,000  Invested  6/30/88 
Would  Have  Grown  vs.  Competitors* 


H  Equity  InLoniL'  Fund 

Q  Lipper  Equjty  Income  Funds 

$42,637-  ^ 

Average 

Invest  With  Confidence 

T.Roweftice 


*  19. 39%,  19-60%,  and  15.61%  are  the  fund's  average  annual  total  returns  for  the  1-,  5-,  and  10-year  peri- 
ods ended  6/30/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distrihutions.  Investment  return  and  principal  value  will  vary  and  shares  may  be  worth  more  or  less  at  redemption 
than  al  original  purchase  (Source  for  Lipper  data:  l.ipper  Analytical  Services,  Inc.)  Read  the  prospectus  carefully 
before  iinestiug  T  l\o\\c  I'rice  Investment  SerMces,  Ine  .  Distributor  1  no.iVvi(i 
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tives  with  no  demonstrable  material  i|f- 
ference,  the  choice  that  is  most  cci- 
patible  with  existing  technology. 

Qualcomm  remains  committed  t' 
vision  for  the  next  century  that  \i 
yield  the  best  wireless  communicatife 
in  terms  of  performance  and  cost  lo' 
millions  of  subscribers  worldwide.  ' 

Irwin  M.  Jacia 
Chairman  and  (| 
Qualcomm  l| 
San  Dic' 

ONE  MAN'S  TOY  IS  | 
ANOTHER  MAN'S  HEADACHE 

"Those  #!*&#!  jet  skis  roar  up 
Potomac"  (News:  Analysis  &  Comm  i 
tary,  Sept.  14)  uses  motorcycles  as 
incorrect  comparison.  Motorcycles 
useful  means  of  transportation.  Tl  ; 
are  registered,  have  license  plates, 
usually  have  insurance. 

Jet  skis,  by  comparison,  are  usel| 
toys  that  have  almost  no  practical 
tion  other  than  the  consumption  of  gd 
line.  They  are  transported  to  walj 
they  make  a  lot  of  noise,  and  are  tra 
ported  home  again  in  other  vehicle^ 
have  always  likened  them  to  housef 
which  buzz  around  pointlessly  all 
never  actually  going  anywhere,  ne'j 
serving  any  real  purpose,  yet  annoj 
a  remarkable  number  of  people  who 
minding  their  own  business. 

David  WinebJ 
New  Y| 

FRANCE'S  SMART  CARD 
IS  A  TEAM  EFFORT  

Oberthur  Smart  Cards  has  been 
lected  by  France's  Health  Care  Dept. 
be  the  main  smart-card  supplier  of 
fii-st  and  largest  health-care  smart-c; 
project  in  the  world  to  date:  Sesam-| 
tale  ("Medical  care  on  a  card,"  So^ 
Issues,  Sept.  14).  The  smart  cards 
this  project  are  manufactured  by  thj 
different  vendors:  Oberthur  Sm| 
Cards,  with  40%  of  the  project,  in  as 
elation  with  IBM  foi-  the  integration  tc-i 
nology  part;  Groupe  Bull,  also  with  4 
of  the  project,  in  association  with  0: 
for  manufacturing  the  cards;  j 
Schlumberger,  the  remaining  20%. 

Philip  TartaA 
Chief  Operation  Offi 
Oberthur  Smart  Cards  usA  R- 
Ranclio  Dominguez,  C;. 

DID  A  TRADE  CHART 
GET  OVERSIMPLIFIED? 


I  was  disconcerted  by  the  chart  j 
presented  with  "Remedies  for  the  gl 


Power  up  your  organization  with 
McGraw-Hill  Lifetime  Learning. 

Something  clicks  when  your  employees  learn  new  skills  from  McCraw  -  Hill 
Lifetime  Learning.  And  that's  great  news.  Because  if  your  business  is  to 
stay  competitive  -  and  employees  are  to  stay  with  you  -  the  self-paced 
learning  tools  used  to  teach  manageinent,  industrial,  technology,  and 
basic  skills  need  to  be  powerfully  engaging. 

Our  )ust-in-time  courses  are  accessible  via  the  Internet,  intranet  and  CD-ROM. 

Learn  more  by  contacting  us  at  i-8oo-598-i»077,  e-mailing  us  at 
lifetimelearninga)mcgraw-hill.com,  or  by  visiting  our  website  at 
www.mhlifetimelearning.com. 

What  you  find  will  be  enlightening. 


5?  M  Graw-Hill 
Lifatime  Learning 

,4  Division  of  Tlic  McGraw-Hill  Companies 


Readers  Report 


al  crisis"  (Editorials,  Sept.  14).  T:s 
chart,  which  is  drawn  in  the  form  oa 
spider  web,  shows  the  contraction  f 
trade  that  took  place  between  Janua' 
1929,  and  March,  1933.  The  only  d;^ 
points  that  are  exphcitly  showTi  ai'e  te 
Januaiy  figures,  and  they  ai"e  not  di-a^p 
to  scale. 

The  chart  suggests  that  there  wa: 
steady  contraction  of  trade  during  t 
period.  It  is  unlikely  that  the  situat: 
was  so  elegant.  The  simplification  of  t  r 
gi'aph,  while  sei-ving  to  illustrate  yc; 
point,  is  deceptive  and  ultimately  hai' 
ful  to  your  position. 

Mark  Pixl 
Tai) 

Editors'  note:  The  lines  of  the  spic' 
web  chart  were  smoothed  in  error  / 
the  graphics  department.  But  neith 
the  shape  nor  the  message  it  convt- 
was  significantly  altered. 

FINDING  US  ONLINE 
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Shopping  for  computer  equipment?  Visit  Maven,  ouj' 
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KSREAIVAIR  BEYOND  YOUR  IMAGINATION 


The  other  national  service  witli  Pagehnder'"  BellSouth  Interactive  Paging  "Service  with  RIM  Interactive"' Pager  950 


GO  BEYOND  PAGING 
RESPOND  TO  MESSAGES 
ANYTIME,  IN  ANY  WAY 

Only  with 

BellSouth  Interactive  Paging "  Service 

can  you  respond  at  anytime  to 
Internet  E-mail,  one-  and  two-way  pagers,  other 
Interactive  Pagers,  fax  machines,  or  telephones. 

Compare  what  you  can  do  for  $24.95.* 


Paging  with  Beyond  Paging  with 

the  other  national  service  BellSouth  Interactive  Paging  Service 

Receive  only  Initiate,  receive  &  respond 

Guaranteed  delivery  Verified  delivery  &  message  status 

Garbled  messages  corrected  Messages  never  garbled 

6,000  characters  25,000  characters 


Get  a  RIM  Inter  (d)ctive'"  Pager  950  for  just  $249,  if  you  call  before  December  31, 1998. 

Assumes  purchase  of  device  at  suggested  retoil  price  of  S359  and  a  2-vear  service  plan  contract  of  $29  95  per  month  (for  up  to  50.000  characters) 
or  0  higher-volume  service  plan.  Activation  charge  is  additional  Credit  of  $110  will  be  applied  against  service  charges 
•Based  on  published  prices  as  of  August  1998 


Call  1-888-4BEYOND  (1-888-423-9663)  Extension  664 
www.bellsouthwd.com 

©  1998  BellSouth  Wireless  Data,  L.P.  All  rigtits  reserved. 

BellSouth  Interactive  Paging  and  Go  Beyond  Paging  are  service  marks  of.  BellSojjth.  Corporation.^ 
/nter@ct(Ve  is  a  trademark  of  Research  In  Motion  Limited.  ''C'fti  '■•  ■ 


BELLSOUTH 


Sponsored  by  Peninsula  Children's  Center 
Charter  Auxiliary  (PCCCA).  All  proceeds  will 
benefit  ACHIEVE,  a  nonprofit  agency  serving 
children  with  special  needs  and  their  fannilies 
from  Santa  Clara,  San  Mateo  and  Alameda 
counties.  ^ 

You  are  cordially  invited  to  attend  a 
fantasyland  of  Christmas  Trees.  All  these 
professionally  decorated  trees  are  for  sale. 


...visit  the  Holiday  Boutique  featuring 
quality  decorations  and  unique  gifts 

...enjoy  a  variety  of  entertainment  and 

activities  for  the  entire  family 


For  reservations 
or  more 
information  ^ 
please  call: 
(650)  306-0462 

TREE  SALES   


Decorated  trees  are  for  purchase  at  the  festival. 
Delivery  to  your  home  or  business  by  arrangement. 


Hyatt  Rickeys 
4219  El  Camino  Real,  Palo  Alto,  CA 

From  101,  take  Oregon  Expressway  to 
El  Camino,  South  to  F^yatt  Rickeys 

SCHEDULE    OF  EVENTS 
Public  Tree  Viewing  &  Entertainment 

Saturday,  November  28  12:30pm  -  3:00p/v\ 

Surnday,  November  29  11:00am- 5; OOpaa 

General  Admission:         $5  Adults  $3  Children  &  Seniors 
Purchase  tickets  in  advance  or  at  the  door 

Children's  Party  ♦ 

"Wish  Upon  a  Star" 

Saturday,  November  28  10:00am  -  12:00noon 

By  Reservation  S15  Adults  &  Children 

Refreshments  Crafts  .  Gifts  .  Surprises  .  Pocket  Lady  Clowns 
Free  photo  with  Santa 

Saturday  Night  Gala 

"Midnight  Masquerade" 

Saturday,  November  28  6:00pm  -  12:00MiDNiGHT 

By  Reservation:  S125  per  person  , 

Fashion  Show  .  Dinner  &  Dance  .  Silent  Auction 
Champagne  &  Wine  Hour 

Fashion  Show .  Luncheon 

"Starlight  -  Starbright" 

Monday,  November  30          10:00  am  -  2:30pm  ♦ 
By  Reservation:  S65  per  person  ^  


YOUR  Second  $20  Million, 

FORTUNATELY,  COMES  EASIER. 


Life  on  Easy  Street  arrives  with  a  surprise: 
the  walk  can  be  hard.  The  celebrated 
"comfortable"  life,  it  turns  out,  often  is  not. 

A  friend  suggested 
this  when  he  reminisced 
about  his  earlier  life: 
when  you  have  no 
money,  he  said,  you 
never  worry  about  what 
to  do  with  it. 

hi  our  friend's  sim- 
pler times,  he  never 
faced  the  realization  that 
one  bad  decision  could 
cost  him  more  in  taxes 
than  his  father  had  e\'er 
earned.  Nor  had  our 
friend  ever  learned  that 


estate  tax  planning,  custody  and  family  office 
services,  and  charitable  gift  management.  And 
we  bring  order  to  your  busy  life. 

Our  investment  and 
financial  principals  pro- 
vide the.se  sei"vices  to  225 
families  whose  a\'erage 
net  worth  now  exceeds 
S21  million,  and  whose 
loyalty  to  us  is  remark- 
able. Virtually  every 
client  to  ever  join  us  is 
still  with  us,  in  3<^  states 
nationwide. 

The  rew  ards  for  their 
remarkable  devotion,  by 
the  way,  ha\  e  never  been 
greater.  Even  by  today's 


the  old  axiom  "never  spend  the  principal"  could  near  vertical  stock  market  standards,  Lowry 

cost  him  hundreds  of  thousands  of  dollars.  Hill'  clients  have  flourished. 


To   help   make   the   "comfortable"  life 
more  comfortable,  we  practice 
total  wealth  niaiiagenieut.  We 

integrate  investment  planning  LOWRYHILL 
and  execution  with  income  and 


T  (1  T  A  I    VV  n  A  1  T  H    M  A  N  A  G  E  M  E  N  T 


You  can,  too  —  while 
you  thoroughly  enjoy  the  ride. 
Peter  Glanville  (8-SH-64S-S1S7  or 
peterg@lowryhill.com )  would 
be  delighted  to  tell  you  how. 


M  I  N  N  H  A  P  o  L  1  s    -\  N  D 
s  <;  1 1  T  T  s  D  A  L  t 


WRY    HILL    1^    A    SKRVICf    .M  ^  R  K    (.)  F    N  O  R  W  E  S  T  CORPOKATl 


^'^    AN    ALL  I 


U(  V    Hill     I  N  \  E  s  T  \1  i:  \  L  Al> 


N  O  H  W  L  >  !    B  \  N  K    ,M  I  N  N  L  S 


A  STRATEGIC 

ALLIANCE  SHOULD 

INCREASE 

YQUR  COMPANY'S 

VALUE 

NOT     JUST  THE 

DIPTH  OF  ITS 

SOPTIAil  TEAW. 


BOOZ  ALLEN  &  HM4ILTON 


19S;.-<  iHioz-AUen     H.-nnUton  Inc. 


ooks 


DRK  IN  PROGRESS 

Michael  Eisner  with  Tony  Schwartz 
ndom  House  .512pp.  $27.95 


HE  ENIGMA 
JEHIND  DISNEY 


lew  business  books  have  as  much 
going  for  them  as  Work  in 
_  Progress.  It's  co-authored,  after 
by  Michael  D.  Eisner,  the  legendaiy 
0  of  Walt  Disney  Co.  who  notes  that, 
his  14  years  at  the  helm,  the  compa- 
s  mai'ket  value  climbed  from  $2  billion 
$75  billion.  Helping  him  craft  his  sto- 
was  Tony  Schwartz,  a  well-regarded 
.gazine  wiiter  and  co-author  of  Donald 
amp's  The  Art  of  The  Deal. 
With  such  heavyweights,  a  reader 
ght  reasonably  expect  an  important 
3k,  one  that  would  reveal  the  essence 
Disney's  magic  and  offer  real  insight 

0  Eisner's  management  style.  Surely, 

1  presumes,  the  pages  will  lay  out 
ne  of  the  strategic  thinking  that  has 
le  into  building  one  of  the  world's 
st  poweiftil  media  companies  and  will 
i^eil  Eisner's  plans  for  navigating  the 
)als  ahead. 

Unfoitunately,  Work  in  Progress  is 
that  book.  It's  a  smooth,  intei'esting 
.d — and  it  does  offer  some  titillating 
tions  on  Eisner's  spats  vdth  Jeffi'ey 
tzenberg,  former  head  of  Disney's 
vie  studio,  and  vdth  Michael  Ovitz, 
company's  former  president.  But 
ess  you're  a  Hollywood  jiuikie  vvdlling 
dig  for  nuggets,  you'll  find  the  stoiy 
too  familiar.  And  the  inevitable  one- 
edness  of  the  account  leaves  the 
der  dismissing  much  of  what  is  said 
self-serving.  Most  disappointing  is 
t  the  book  provides  little  by  way  of 
V  insight.  At  the  end,  one  is  left  won- 
ing:  What  is  it  about  Michael  Eisner 
,t  has  made  him  such  a  successful 
nager?  He  remains  as  much  of  an 
gma  as  ever. 

lisner  says  one  of  the  reasons  he 
3te  the  book  was  because  he  and 
ink  Wells,  the  Disney  president  who 
d  in  a  helicopter  accident  in  1994, 
ited  to  share  their  views  of  "why 
do  what  we  do  at  Disney  and  what 
stand  for."  Indeed,  much  of  the  book 


reads  as  an  homage  to  his  fomner  friend 
and  colleague. 

But  perhaps  because  Wells  is  no 
longer  around,  the  book  ends  up  being 
more  a  chronology  of  Eisner's  life.  The 
eaiiy  chapters  describe  his  family,  his 
courtship  of  his  future  wife,  Jane  (who 
clearly  plays  a  role  as  a  business  ad- 
viser), his  youthful  days  climbing  the 
ladder  at  abc,  and  the  success  he  began 
to  have  on  his  own  at  Paramount  Com- 
munications Inc. 

Eisner  also  describes  in  vivid  detail 
how  close  he  came  to  hav- 
ing a  heart  attack — doc- 
tors say  that  without  by- 
pass surgery,  he  would 
have  been  dead  in  twd 
days — and  the  impact  that 
had  on  his  hfe.  In  an  ex- 
cerpt from  a  letter  he 
wrote  to  novelist  Larry 
McMurtry,  who  also  had  a 
bypass,  Eisner  is  at  his 
most  candid,  confronting 
his  mortality  and  describ- 
ing his  newfound  lack  of 
fear  about  death. 

The  problem  is,  passages  like  tiiat 
are  very  much  the  exception.  Eisner  ul- 
timately reveals  little  alaout  his  person- 
al odyssey.  His  role  as  Disney's  chief 
executive,  for  instance,  reads  more  like 
a  lengthy  compendium.  Thei'e's  little  in- 
sight into  how  he  motivates  and  chal- 
lenges people,  wrestles  with  strategic 
dilemmas,  allocates  resources,  oi'  devel- 
ops such  a  strong  brand  at  a  time  when 
so  many  others  are  stumbling.  When 
he  attempts  to  impart  management  vns- 
dom,  it's  disappointing:  "To  be  effective, 
executives  must  be  organized,  keep 
their  desks  clean,  answer  their  mail,  re- 
turn their  calls,  and  remain  sufficiently 
calm  to  put  out  each  day's  small  fti-es 
before  they  spread."  It's  only  then,  he 
says,  that  he  can  do  what  matters  most: 
"add  value  to  the  creative  process." 


MICHAEL 
EISNER 


Work  In  Progress 

with  Tonv  Schwariz 


To  their  credit,  the  wiiters  don't  duck 
all  the  tough  Cjuestions.  There's  forth- 
right acknowledgement  of  the  financial 
problems  that  dogged  the  company  with 
Eui'o  Disney.  The  j^olitical  missteps  that 
occmTed  in  piu'suing  the  Disney's  Amer- 
ica project  in  I'ural  Virginia  also  get 
ample  treatment. 

Perhaps  not  surprisingly,  Eisner  de- 
votes considei'able  space  to  discussing 
his  two  nemeses,  Katzenberg  and 
Ovitz.  Eisner  paints  the  former  as  in- 
sensitive and  unseemly;  he  says 
Katzenberg  demanded  Wells's  job  few- 
er than  36  hours  after  the  latter's 
death.  Katzenberg  was  more  interested 
in  his  own  ego  and  ascension  than  in 
the  company's  needs  at  that  difficult 
time,  Eisner  says.  He  also  says  Katzen- 
berg never  really  had  a  shot  at  the 
presidency,  because  he  never  earned 
the  board's  trust. 

As  for  Ovitz,  he  clearly  wasn't  Eis- 
ner's fti'st  choice.  In  a  search  to  replace 
the  wisdom  and  seniority  of  Wells,  he 
fu'st  dangled  the  presidency 
in  front  of  then-Senator 
George  J.  Mitchell,  who 
turned  him  down.  After  he 
hired  Ovitz,  Eisner  discov- 
ered him  to  be  ineffectual 
and,  ultimately,  disruptive. 
The  end  result:  an  unfor- 
tunate $100  million-or-so 
severance  package. 

The  book  never  offei's  a 
convincing  explanation  of 
why  Eisner  has  trouble  lur- 
ing and  retaining  top-flight 
managers.  Nor  does  it  take 
on  the  issue  of  his  own  lofty  compensa- 
tion, which  has  been  the  subject  of  con- 
siderable criticism.  As  for  Disney's  re- 
cent earnings  disappointments,  tliis  book 
offers  little  guidance.  In  defending  the 
weak  showing  of  Disney's  last  few  ani- 
mated films,  for  instance,  Eisnei'  wiites: 
"Om-  best  hope  is  not  to  woiry  much 
about  the  competition  and  to  focus  in- 
stead on  I'etaining  our  own  commitment 
to  excellence  and  innovation." 

In  tlie  end,  a  reader  comes  away  per- 
suaded that  Eisner  has  probably  done 
sometliing  special  to  build  Disney  into  a 
powerhouse  company.  But  it  will  fall  to 
another  book  to  explain  just  what  that 
something  is. 

BY  SARAH  BARTLETT 

Burflett  is  a  business  week  assis- 
tant Dianagivg  editor. 


EISNER  OFFERS  LITTLE  INSIGHT  INTO 


HOW  HE  KEEPS  THE  MAGIC  KINGDOM  ON  TRACK 
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An  Investor's  Dreano 

i: 

Introducing  the  new  E^TRADE.  The  Web's  one-stop  finanir  ^ 

i 


All  You  Need  to  Invest 

You  can  invest  in  stocks, 
options,  and  over  4,000  mutual 
funds.  You  also  get  cash 
management  features  like 
free  checking,  direct  deposit, 
and  competitive  interest  on 
uninvested  funds.  You  can 
even  get  mortgages  and 
a  no-annual-fee  VISA®  card. 

Control  Your  Portfolio 

Set  up  and  track  your  portfolio. 
Create  watch  lists  of  hot  stocks 
and  options.  Get  real-time 
views  of  what's  moving  the 
markets.  Receive  e-mail 
alerts  on  stock  prices  and 
P/E  targets  you  set. 


Still  $14.95  a  Trade' 


E*TRADE  not  only  gives 
you  free  tools  to  track  and 
manage  your  money,  but 
you  can  place  trades  around 
the  clock — online  or  by  phone 
— for  as  low  as  $14.95. 


Headline  News 
Moving  the  Marl<ets 
In  Play 
Story  Stocks 
Short  Stories 
Daily  Stock  Brief 
u 


Current  Ana 


9240  .9    .  211.12  2:33  PM 


Professional  Edge 
Morning  Calls 


»  Software  companies 
»  How  the  FDA  ruling  \  .'aedr^ 
»  Green  Granite  Mining  ( 


Now  open  free  to  the  public,  24  hi 


Bookmark  it! 


www.etrade.com    or  call    1  800  ETRADE 

a  o  i     h..      y  ■«  "     'ff  :  e  t  r  a  d  e 

'Nasdaq,  limit,  and  stop  orders  are  $19.95,  For  listed  orders  over  5,000  stiares,  add  U/share  to  ttie  entire  ordei  ssiyj.^ 


E»TRADE  rated  #1  online  broker  by  Gomez  Advisors'  3rd  quarter  report  on  brokers,  issued  8/12/98.  Gomez  Ad' 


it 


Broker's  Nightmare 

ter.  With  lOx  more  research.  More  tools.  More  power. 


2:34  PM  EDT 


1 

1 

19  39.32  2:33  PM  ET 


\  ALEX 

GOj 

Symbol 

Price  Change 

NKE 

45  7/8 

+1/4 

35  3/16 

-3/16 

ORCL 

26  3/4 

+1/8 

HNZ 

55  5/8 

-1/4 

JNJ 

78  15/16 

+1/2 

 m 

Most  Actives 

Sym  Price   Chg  Vol(OOO) 

e  Q1  earnings, 
arge  drug  companies, 
new  COO. 

PG  801/16  -39/16  6413600 
BA  391/16  -1'16  5663500 
MU  325/8  17/16  5612300 
I    605/8  -11/16  5108300 

[J  k  it  out.  Go  now.  Go  fast. 


i  leday,  we'll  all  invest  this  way. 


Free  Ideas  &  Tools 

Free  investing  help  and 
education.  Like  mutual  fund 
screening  tools.  Analyst  views. 
And  retirement  planning 
calculators. 


Free  Real-Time  Quotes 

Because  old  information  is  bad 
information.  Also  get  breaking 
news.  Charts.  Analysis  from 
leading  sources.  Morningstar 
research.  Upgrades. 
Downgrades.  All  for  free. 


Unsurpassed  Security 

Using  the  leading  Internet 
encryption  technology, 
E*TRADE  offers 
unsurpassed  privacy 
and  security  of 
your  data. 


assisted  trades.  Orders  executed  during  market  hours.  lOx  more  research  than  previous  generation  Web  site 
ependent  authonty  in  online  financial  services.  ©1998  E*TRADE  Securities.  Inc.  Member  NASD,  SIPC.  MBSWK98 


Books 


THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

2  WINNING  EVERY  DAY  by  Lou  Holtz  (HarperBusmess  •  $25) 
Follow  your  dream,  says  Notre  Dame's  ex-coach. 

3  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shall  inherit  the  earth. 

4  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  &  Schus- 
ter •  $25)  Forget  the  Dow — good  times  won't  go  away. 

5  TITAN  by  Ron  Chernow  (Random  House  •  $30)  John  D. 
Rockefeller  Sr.,  the  devil  and  angel. 

6  THE  ELECTRONIC  DAY  TRADER  by  Marc  Friedfertig  and 
George  West  (McGraw-Hill  •  $34.95)  Hopping  in  and  out  of 
the  marl<et  electronically. 

7  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $16) 
A  collection  of  bite-size  lessons  on  marketing. 

8  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
$20)  How  Walton  Works  No.  2  fired  up  its  employees. 

9  CONTRARIAN  INVESTMENT  STRATEGIES  by  David  Dreman 
(Simon  &  Schuster  •  $25)  A  fund  manager's  unorthodox 
advice. 

10  UNLEASHING  THE  KILLER  APR  by  Larry  Downes  and 
Chunka  Mui  (Harvard  Business  School  •  $24.95)  How  to 
"achieve  escape  velocity  from  your  current  paradigm. " 

11  ADVERSITY  QUOTIENT  by  Paul  G.  Stoltz,  PhD  (Wiley  • 
$24.95)  Boosting  your  ability  to  persevere — and  that  of  your 
co-workers. 

12  HOW  TO  BE  A  STAR  AT  WORK  by  Robert  E.  Kelley  (Times 
Business  •  $25)  Tools  for  achievement — and  for  winning 
recognition. 

13  JACK  WELCH  AND  THE  GE  WAY  by  Robert  Slater  (McGraw- 
Hill  •  $24.95)  Managing  General  Electric's  "boundaryless 
organization. " 

14  HOW  TO  RETIRE  RICH  by  James  O'Shaughnessy  (Broadway  • 
$25)  Number-crunching  your  way  to  the  golden  years. 

15  THE  FATHER  OF  SPIN  by  Larry  Tye  (Crown  •  $27.50)  The 
life  of  public-relations  legend  Edward  L.  Bernays. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular. 

2  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work 
man  •  $10.95)  Give  them  a  champagne  brunch,  a  casual- 
dress  day — or  plain  old  cash. 

3  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 
and  Spencer  Johnson  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

4  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 

5  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

6  THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $15.95)  The 
enduring  job-search  bible. 

7  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $12.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

8  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $14.95)  Concise  explanations  enriched 
with  graphics. 

9  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusmess  •  $15)  How  3M,  Wal-Mart.  Procter  & 
Gamble,  and  others  became  standouts. 

10  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books  ■ 
$19.99)  From  stocks  to  small  business — with  cartoons,  too. 

11  YOUR  FIRST  YEAR  IN  NETWORK  MARKETING  by  Mark 
Yarnell  and  Rene  Reid  Yarnell  (Prima  •  $15)  How  to  survive 
the  first  few  months  as  a  multilevel  marketer. 

12  YOU'VE  EARNED  IT,  DON'T  LOSE  IT  by  Suze  Orman  with 
Linda  Mead  (Newmarket  Press  •  $15)  Financial  planning 
— and  mistakes  to  avoid. 

13  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman  (Barron' 
•  $1 1.95)  What  is  an  oligopsony  anyway? 

14  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Browi 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 

15  THE  E  MYTH  REVISITED  by  Michael  E.  Gerber  (HarperBusi- 
ness  •  $15)  Starting  and  maintaining  a  small  business. 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economic? 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  m  August. 

Revievi^s  and  more  are  available  on  AOL  (Keyv^^ord:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


MMWBBBBynWM   PAT   RILEY   HAD    11    OF  THEM.    RICK  PITINO 

^^BuSlSxUSi  offered  10.  And  now,  Lou  Holtz,  too, 
has  10  rules  for  success  in  his  book  Winning  Every  Day,  the 
No.  2  hardback  on  this  month's  best-seller  list. 

Formulaic?  You  betcha.  So  skip  over  his  rules  and  the  hom- 
ilies from  sources  such  as  Miles  Davis  and  Justice  Oliver  Wen- 
dell Holmes.  You'll  get  an  afternoon's  worth  of  football  stories 
and  come  away  feeling  as  pumped  as  if  you  had  seen  the 
home  team  pound  the  stuffing  out  of  a  despised  rival. 

Holtz  IS,  of  course,  the  enormously  successful  former  foot- 
ball coach  at  the  University  of  Arkansas,  the  University  of  Min- 
nesota, and  Notre  Dame  and  is  now  a  commentator  at  cbs 
Sports.  Winning  Every  Day  could  have  used  better  editing,  but 


this  shortcoming  adds  to  the  book's  immediacy.  "Baylor  be: 
us  every  which  way  but  loose,"  the  coach  recounts  at  oj 
point  in  a  mixed  metaphor  worthy  of  a  first-team  tv  spoi 
commentator.  Later,  he  apparently  bungles  a  quote  fromi 
lawyer,  to  wit:  "I  and  12  of  your  best  players  aren't  going  ) 
play  in  the  game. . . ."  Huh?  Since  when  is  there  legal  practi; 
on  the  line  of  scrimmage? 

But  when  adversity  strikes,  you  know  it  won't  be  long  befci 
the  relentlessly  upbeat  Holtz  offers  up  a  transcendent  victo. 
"Catastrophes  often  disguise  blessings,"  we  read.  Soon  we  f 
a  electric  account  of  Notre  Dame's  1986,  38-37  comebac 
victory  over  Southern  Cal.  Awright,  Irish — hammer  'em! 

BY  HARDY  GREH 
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Business  Intelligence 


Has  it  crossed  thi  chasm? 


Over  the  post  several  years,  an  innovative  business  approach  has  gained  an  increa-^in^y 
high  profile.  Business  intelligence  gives  companies  tlie  ability  to  extract  greater  value  from 
corporate  information  to  emihle  everyone  across  the  enterprise  to  inake  better  decisions  that 
directly  impact  the  bottom  lirie.  Leading  organizations  vuorldwide  are  already  achieving 
significant  competitive  advantage  with  business  intelligence.  But  has  it  reached  a  critical 
mass!  Is  it  moving  beyond  being  the  "invisible"  advantage  of  Fortune  1000  companies  to 
become  an  essential  component  of  mainstreayn  business  success? 


Passing  the  Mainstream  Test 

To  answer  these  questions,  consider 
what  mainstream  decision  makers 
^lemand  from  a  husiness  approach. 
First,  a  rect)rd  ot  proven,  hottom-hne 
results.  Second,  mature  products  and 
professional  services  to  address  the 
complete  range  ot  enterprise  needs. 
Third,  the  security  ot  dealing  with  an 
established  market  leader  ottering 
hest'ot-breed  products  and  global  sup- 
port. And  tourth,  tast  and  easy  deploy- 
ment using  an  organization's  existing 
IT  infrastructure  —  otten  this  is  the 
single  most  important  determinant  of 
whether  a  technology  achieves  main- 
stream acceptance. 

As  the  worldwide  business  intelli- 
gence market  leader,  Cognos  Corp- 
oration ot  Burliiigton,  Mass.,  is 
unK|uely  positioned  to  address  all  ot 
these  criteria.  ThroLigh  developing 
products  th.it  soU'e  custt)mers'  specific 
business  priiblenis,  Cognos  has  discov- 
ered eftecti\'e  ways  to  use  business 
mtelligence  in  e\ery  department  ot 
every  enterprise,  and  in  every  ini^lustry. 
Today,  organi:atiiins  like  Domino's 
Pi:za,  Ford,  Johnson  iSi.  Johnson  and  the 
National  Association  ot  Security 
Dealers  (NASD)  <ire  cutting  costs, 
increasing  efticiency  an^l  enabling  new 
strategic  capabilities  by  adopting 
Ct)gnos'  award-winning  business  intel- 
ligence software.  This  market  leader- 
ship is  evident  in  Cognos'  strategic 


technoKigy  partnerships  with  other 
industry  leaders  such  as  IBM,  Microsoft, 
PeopleSoft,  Oracle  and  SAP.  And 
Cognos  business  intelligence  software 
deploys  easily  and  quickly  acrciss  the 
enterprise,  typically  delivering  return 
on  investment  within  30  to  90  days. 

Setting  the  Agenda 

The  cornerstone  of  Cognos'  success 
has  been  enduring 


customer  relation- 
ships. As  technolo- 
gies and  business 
needs  have  evol- 
ved, Cognos  has 
responded  with 
new  pmducts  that 
extend  business 
intelligence  capa- 
bilities. TJianks  to 
these  pioneering 
efforts,  a  paradigm 
shift  has  incurred 

within  many  leading-edge  companies: 
nianagers  now  expect  to  be  able  to 


<  Organizations  like  Domino's 
Pizza,  Ford,  Johnson  &  Johnson 
and  the  National  Association 
of  Security  Dealers  (NASD) 
are  cutting  costs,  increasing 
efficiency  and  enabling  new 
strategic  capabilities  by  adopt- 
ing Cognos '  award-winning  busi- 
ness intelligence  software.  > 


easily  access  corporate  data  and  viev 
it  from  any  angle,  in  any  comhinatiorJ 
They  expect  that  creating  reports  wil 
not  he  complex  or  time  consuming 
They  expect  to  be  able  to  automatical! 
ly  uncover  hidden  factors  impactinl 
their  business.  In  other  words,  husij 
ness  intelligence  has  become  Integra 
to  how  they  achieve  and  sustain  com] 
petitive  advantage. 

The  Power  of  the  Web 

As  business  intelligence  enters  th 
mainstream,  Cognos  has  developei 
products  that  leverage  the  Worl 
Wide  Web,  which  has  emerged  a 
a  mainstream  computing  platfortr 
Through  the  Web,  business  intelli 
gence  capabilities  can  be  distributei 
to  an  entire  organization.  As  a  resulj 
every  department  gaiij 
a  broader  perspectiv 
ot  their  impact  on  th 
orgaiiization,  and  m 
impact  of  other  depan 
ments  on  theirs.  The 
can  plan  better  an 
coordinate  the  flo 
ot  information  aero 
the  organization.  The 
can  better  align  depar 
mental  goals  wit 
long-range  corporal 
goals.  The  result 
better  decisions,  every  day  —  by  even 
i^ine  in  the  c:)rganization. 


Learn  how  other  companies  have  used  business  intelligence  to  cross  the  chasm  to  increased  competitiveness. 
Order  your  free  copy  of  The  Multidimensional  Manager  book  at  www.cognos.com/chasm. 


Success  in  business  is  aLoul  mana^in^  Itictors  tlial  impiict  your  liotlnm  line.  Tf)  pinpoint  lliosc  liidoi's.  successlul 
companies  around  the  qlolie  turn  lo  world-leading  C  oonos  Business  lnlellir>ence  so  1 1  w  arc.-.  \\  ln-tlier  il  s  emiu-djcil 
into  your  critical  Il^RP  applications,  or  seandessly  inte(|rated  \\  itii  other  estald Isheil  systems.  C  <)£^nos  Business 
Intelligence  soltwcire  lets  liusmess  users  across  your  enlerpi'ise  securels  access,  analyze,  and  report  on  youi-  corporate 
data  -  from  every  an^le  ima^inahle.  ^ou  liiixe  tlie  dat;i,  hut  it  s  Business  Intellitijence  that  puts  you  in  control. 
And  ^ives  you  the  power  to  mahe  hetter  decisions  e\ei-\'  day. 


www.cog'nos.com/ incontrol 


Cogncs.  (he  Coqnos  li-jo  and  Beie'  !>':.si^n=  Every 


Better  Decisions  Every  Day 


Technology  &  You 


BY  STEPHEN  H.  WILPSTROM  

A  LAPTOP  TO  MAKE 
DESKTOPS  QUAKE 


Usually  a  follower, 
Dell  breaks  new 
ground  with  its  big, 
brawny  Inspiron 

A couple  of  years  ago, 
the  idea  of  using  lap- 
top computers  to  re- 
place the  desktop  computers 
of  mobile  workers  began  to 
catch  on  in  corporations. 
When  in  the  office,  workers 
would  slip  their  machines 
into  docking  stations, 
which  link  to  big 
monitoi-s,  regulai*  key- 
boards and  mice,  net- 
work connections,  and 
other  accessories.  Be- 
cause desktops  re- 
mained cheaper  and 
more  powerful  than  lap- 
tops, the  idea  wasn't  as 
widely  implemented  as  ad- 
vocates had  hoped.  Still, 
there  are  plenty  of  IBM 
ThinkPads  and  Compaq  Ai'- 
madas  living  in  desktO]i 
docks. 

Now,  Dell  Computer 
Coi^i.  is  attempting  to  recast 
the  laptop-as-desktop  along 
different  lines.  Dell's  Inspiron 
7000  D300LT,  starting  at 
$2,999,  features  a  massive 
15.1-inch  display  that  is  only 
a  hair  smaller  than  the  view- 
ing area  on  a  tj'jijical  17-inch 
monitor  with  TV-tube  tech- 
nology. Pre\iously,  15-inch  flat 
LCD  screens  have  been  avail- 
able only  as  screens  for  desk- 
top computers  or  in  laptops 
from  specialty  vendors  such 
as  MetroBook. 

With  its  display  and  a 
roomy  keyboard  that  lacks 
only  a  separate  number  pad 
to  be  the  equal  of  a  desktop, 
the  Inspiron  can  stand  by  it- 
self on  youi"  desk.  About  the 
only  add-ons  you  might  want 


ai'e  a  standai-d  mouse  and  the 
optional  $149  docking  port, 
which  simplifies  connecting 
the  Inspiron  to  the  mouse,  a 
piinter,  and  other  accessories. 

The  design  goal  is  different 
fi'om  the  older-style  desktop- 
replacement  laptops.  Old-style 
laptops  are  are  intended  for 
mobile  workers,  designed  to 
move  easily  from  office  to 
briefcase  to  au"plane  to  hotel. 


smaller  in  each  dimension.)  It 
■will  take  a  strong  shoulder 
and  a  mighty  big  briefcase  to 
tote  this  behemoth  ai'ound.  It 
could  move  between  home 
and  office  without  too  much 
difficulty,  especially  if  you 
don't  ride  public  transporta- 
tion. But  you  probably 
wouldn't  want  to  cany  it  with 
youi"  luggage  veiy  often.  Don't 
even  tliinl\  about  ti-^ing  to  use 
it  on  an  airplane  tray  table, 
not  even  in  fu'st  class. 

Dell  sees  this  as  a  desktop 
replacement  primarily  for 
home  and  small-business  use. 
The  company  has  found  that 
about  one  of  eveiy  five  lap- 
tops it  sells  are  intended  for 
home  use. 

Dell  is  not  the  fii'st  com- 
puter maker  to  discover  a  dis- 
tinct home  mai'ket  for  laptops. 
Compaq  Compute)'  has  en- 
joyed strong  sales  of  its 
Presario  laptop  line.  Unlike 
the  Dell  models,  the  Pi-esaiios 


people  who  are  prepared  t 
sacrifice  portability  but  wl 
want  a  relatively  powerfi 
home  computer  with  a  bi 
state-of-the-ait  display.  Wh; 
they  get  is  a  unit  that  w 
match  most  desktops  in  po\ 
er  and  features  but  can  fo 
up  and  almost  disappe; 
when  not  in  use.  Consume: 
may  find  it  convenient  i 
move  the  Inspiron  fro 
room  to  room,  and  if  you  ^ 
for  the  DVD  option,  a  vide 
out  connector  will  let  yc 
show  movies  on  a  standai 
TV  set. 

SIMPLICITY.  Choosing  a  notf 
book  over  a  desktop  compuj 
er  still  carries  a  price.  T\\ 
300  Mhz  Pentium  II— tl| 
fastest  mobile  processor  avaj 
able — is  speedy  enough 
nearly  all  home-computiil 
tasks,  but  it  is  slower  thJ 
the    desktop   speed  kin 
which  clocks  in  at  450  Ml 
You  can  buy  a  450  Mhz  Di 
Dimension  xps 
including  a  1 
19-inch  moniti 
the  same  64 
of  RAM,  and  a 
10  GB  hard  dri\ 
for  $500  less  th 
the  Inspiron.  ( 
for  about  $2,1( 
you  could  get 
Compaq  Presan 
PRICE  $2,999  5050  powered 


LAPTOP  WITH  A  VIEW 

Dell  Inspiron  7000  D300DLT 
300  MHZ  PENTIUM  II 
64  MB  RAM,  4.0  GB  HARD  DRIVE 
15-INCH  ACTIVE  MATRIX  DISPLAY 


REMOVABLE  COMBINATION 
FLOPPY/CD-ROM  DRIVE 


premi- 
um is  on 
size,  weight, 

and  battery  life.  These  lap- 
tops also  include  softwai-e  and 
hardware  that  let  corporate 
information-technology  de- 
partments keej)  track  of  and 
update  software.  But  individ- 
ual buyers  consider  these  ex- 
pensive featui'es  to  be  of  little 
or  no  value. 

The  Inspii'on  weighs  in  at 
8.9  pounds  and  measures  a 
bulky  2.5  inches  thick,  12.9 
inches  wide,  and  10.5  inches 
deep.  (A  version  with  a  14.1- 
inch  display  weighs  8  oz.  less 
and  is  about  half  an  inch 


DATA:  DELL  COMPUTER 


ai-e  nonnal- 
sized  machines  boast- 
ing multimedia  and  conve- 
nience features.  For  example, 
the  top-of-the-line  Presario 
1810  is  a  $3,499  laptop  that, 
like  the  Ins])ii'on  7000,  is  built 
around  a  300  Mliz  Pentiiun  II 
processor  and  64  MB  of  mem- 
oiy.  But  it  has  a  modest  13.3- 
inch  display.  Instead,  Compaq 
puts  its  value  into  a  d\T)  play- 
er (a  $200  option  in  the  Dell) 
and  what  is  probably  the  best 
sound  system  I've  heai'd  in  a 
notebook.  It  also  lets  you  play 
audio  CDs  even  while  the  Pre- 
saiio  is  tmiied  off  and  closed. 

The  main  appeal  of  the  In- 
spiron 7000  is  likely  to  be  to 


!• 

a  333  Mhz  Int 
Celeron  (a  sligl 
ly  slower  versi 
of  the  Pentium  II)  with 
MB  of  memory,  an  8  GB  ha 
drive,  and  a  14.1-inch  digit  I 
flat-panel  display 

Historically,  Dell  has  be 
a  follower  in  the  industn 
quickly  emulating  other  m; 
ufactiu'ers'  successful  desigil 
But  by  pioneering  a  prodii 
category  with  the  Inspirit 
7000^^  Dell  has  broken  nt|! 
gi-oimd.  It  is  an  experime; 
that  other  laptop  makers 
watching  with  great  intere; 

Will  enough  people  fi 
that  the  simplicity  and  smi 
footprint  of  a  laptop 
worth  the  extra  cost?  Dell 
betting  that  they  will,  anc 
suspect  the  company  may 
right. 


OUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


We  were  born 
with  all  we  need. 


1375  billion  in  assets 
under  management, 
$44  billion  in  premiums; 
30  million  customers 
in  more  than  50  countries 
68,000  employees 
and  over  a  century 
of  experience. 

The  future  looks  good. 


ZURICH 

FINANCIAL  SERVICES 

Your  aspirations.  Our  passion. 


to  create  a  new  company:  Zurich  Financial  Services 
yet  our  s.ze  won  t  make  us  a  leader.  Ou^ld^:::^n. 


Economic  Trends 


BY  GENE  KORETZ 

HOW  SICK  IS  THE 
RUSSIAN  BEAR? 

Echoes  of  America's  Depression 

Many  experts  believe  that  the  cause 
of  the  recent  collapse  of  the  Russ- 
ian economy  was  the  convulsion  in  cur- 
rency markets  that  began  in  Asia  and 
spread  rapidly  to  developing  nations 
around  the  globe.  In  this  view,  Russia 
was  undergoing  an  acutely  painful  but 
necessary  transition  to  a  democratic, 
fi-ee-market  system — a  transition  that 
was  about  to  \ield  positive  results  but 

TELLING  SYMPTOMS  OF 
A  SOCIOECONOMIC  DISASTER 


RUSSIA  1991-1997 


▲  PERCENT 

DATA:  STEPHEN    SHENFIELD.  BROWN  UNIVERSITY 

was  craelly  short-circuited  by  the  af- 
tereffects of  the  Asian  crisis. 

Not  so,  claims  political  economist 
Stephen  D.  Shenfield  of  Brown  Univer- 
sity. In  a  book  he's  writing  on  Russia's 
future — in  a  chapter  completed  before 
the  Russian  meltdown  and  circulated 
on  the  Net  earlier  this  year — Shenfield 
predicted  that  the  economy  was  headed 
for  collapse.  "It  happened  a  bit  earlier 
than  I  thought,"  he  admits,  "but  I  be- 
lieve it  was  inevitable." 

The  basis  for  Shenfield's  prediction:  a 
wide  range  of  statistical  evidence  that 
demonstrates  that  Russia's  social  and 
economic  stnictm-e  has  been  deteriorating 
shaiply  since  the  end  of  the  cold  war 

Using  private  as  well  as  government 
statistics  that  give  weight  to  Russia's 
large  informal  economy,  Shenfield  esti- 
mates that  Russian  gi'oss  domestic  prod- 
uct fell  about  4.5%  from  1989  to  1997. 
Real  capital  investment  plimged  by  92% 
over  the  same  period,  and  net  produc- 
tive investment  has  turned  negative  as 
aging  ecjuipment  has  become  unusable. 

Output  of  oil,  for  example — a  major 
export — is  down  50%  from  its  peak  and 
continues  to  fall  in  the  absence  of  need- 
ed investment,  and  much  of  the  nation's 
infi-astnicture — fi:-om  electric-power  gen- 


eration to  raih'oads  to  sewage  systems — 
continues  to  deteriorate.  Meanwhile, 
some  two-tliirds  of  the  federal  budget  in 
mid- 1998  was  devoted  to  debt-servic- 
ing, Shenfield  reports. 

In  himian  ternis,  too,  the  toll  is  gi'ow- 
ing.  Shenfield  notes  that  real  wages  fell 
78%  fi-om  1991  to  1997,  and  surveys  in- 
dicate that  two-thirds  of  those  nominal- 
ly employed  are  not  being  paid  fully  or 
on  time.  Based  on  polls  and  official  sta- 
tistics, he  estimates  that  at  least  40%-  of 
the  population  is  in  serious  distress  and 
suffers  from  cbronic  malnutrition.  Ac- 
cording to  one  official  estimate,  40%  of 
children  ai'e  chi-onically  ill  and  60%'  suf- 
fer from  vitamin  deficiencies. 

The  pictiu'e  painted  by  demogi'aphic 
and  health  statistics  is  especially  stark. 
The  number  of  officially  recorded  ac- 
tive tuberculosis  cases  is  now  close  to 
100,000.  (Some  2  million  are  believed  to 
be  infected.)  Recorded  cases  of  syphihs 
have  exploded,  from  8,000  in  1990  to 
450,000  in  1997.  Meanwhile,  life  ex- 
pectancy for  adult  men  has  fallen  below 
what  it  was  a  century  ago,  and  the 
number  of  children  born  each  year  has 
plunged  50%  since  the  mid-1980s. 

Wliat  all  of  this  portends,  says  Shen- 
field, is  a  huge  socioeconomic  disaster 
compai'able  in  magnitude  to  the  calami- 
ties suffered  by  the  Fiussian  people  diu'- 
ing  World  War  II  and  the  Stalinist  pe- 
riod of  forced  industrialization  and 
collectivization.  In  tliis  context,  he  says, 
Western  focus  on  such  economic  mea- 
sui'es  as  debt  repayment,  monetaiy  re- 
straint, and  eliminating  housing  subsi- 
dies could  prove  counterjjroductive — at 
least  over  the  near  temi. 

"In  many  respects,"  he  says,  "Rus- 
sia's crisis  in  human  terms  resembles 
that  experienced  by  the  American  peo- 
ple during  the  Great  Depression,  and 
it  is  likely  to  give  rise  to  a  similai-  peri- 
od of  state-led  economic  expeiimentation 
to  bring  it  to  an  end." 


TWO  ANALYSTS  ARE 
BETTER  THAN  ONE 

How  more  coverage  moves  stocks 

Why  does  a  stock  tend  to  move 
higher  when  a  Wall  Street  ana- 
lyst issues  a  buy  recommendation?  Pre- 
sumably, because  the  analyst  is  biinging 
new  information  to  the  market.  Thus, 
you  might  expect  that  a  stock  would 
jump  the  most  when  an  analyst  is  initi- 
ating positive  coverage  of  a  company 
that  hasn't  been  followed  and  recom- 
mended by  one  of  his  peers  in  the  past. 


That's  not  quite  the  way  it  work' 
report  Bi-uce  C.  Branson  and  Donald  j 
Pagach  of  North  Carolina  State  Un 
versity  and  Daryl  M.  Guffey  of  Eas 
Carolina  University.  The  three  r« 
searchers  looked  at  some  277  positiv, 
initiations  of  coverage  by  analysts  at  £, 
Wall  Street  brokerages  in  1992.  On  a' 
erage,  they  found  that  previously  ui 
covered  stocks  jumped  by  about  3.1' 
relative  to  the  mai"ket  on  the  days  whe 
an  analyst  initiated  coverage.  But  tl 
market  reaction  was  even  stronge 
when  an  analyst  initiated  coverage  ( 
stocks  that  were  already  lightly  co^ 
ered  by  several — three  to  six — of  hi 
peers.  In  those  cases,  shares  jimiped  b 
6%  to  7%.  With  more  than  six  analyst 
the  positive  effect  was  much  weaker. 

Those  results  indicate  that  investo 
react  positively  when  an  analyst  initiate 
coverage  of  an  unfollowed  stock  hi 
wait  for  confii-mation  by  several  ani 
lysts  before  they  really  pile  in.  Once 
company  is  heavily  followed,  howeve 
one  more  analyst's  views  bring  litt 
added  infoiTnation  to  the  market. 


THERE'S  MONEY 
IN  MORTGAGES 

And  a  refinancing  surge  will  tap  it 


Are  economists  underestimating  tl 
potential  impact  of  lower  intere 
rates?  Mortgage  refinancing  could  be 
powerftil  antidote  to  an  economic  sIoa 
down.  With  80-yeai'  mortgage  rates  ne 
6.75%  and  falling,  economist  Mai'k  Za 
di  of  Regional  Financial  Associates  e 
timates  that  close  to  half  of  the  $3 
trillion  in  outstanding  mortgages  a 
good  candidates  for  refinancing — ai 
the  number  would  approach  three-qus 
ters  of  mortgages 


A  CASH  COW 
FOR  HOMEOWNERS 

500   


2.000 


1,500 


if  the  mortgage 
rate  hits  6.5%. 

Mortgage  refi- 
nancing doesn't 
only  provide  con- 
sumers with  extra 
usable  income  via 
lower  monthly 
payments.  In 
many  cases,  says 
Zandi,  homeown- 
ers are  choosing 
to  cash  out  their 
equity — that  is,  to 
increase  the  size 
of  then-  mortgages 

and  thus  obtain  a  sizable  check  that  c 
be  used  to  pay  off  higher-interest  d' 
or  finance  major  purchases. 
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Quick 


The  SAS"^  Data  Warehousing  Solution 


Data  Warehousing 
Product  of  the  Year 


Maximum  Return 
on  Investment 

Information  Integrity 
and  Quality 

Integrate  Diverse 
Business  Entities 

Strategic  Partnerships 

Web  Enabled 

Year  2000  Comphant 


So  much  business  mtomiauoii.  Scattered  in 
so  many  places  throughout  your  company 
Is  It  any  wonder  you  find  it  difficult  to  get 
your  hands  on  just  the  right  tacts  to  tuel 
effective  decisions? 

The  SAS  Data  Warehousing  Solution — from 
the  leading  decision  supjiort  provider — 
delivers  consistent,  reliable,  and  timely  inlor- 
mauon  right  when  you  need  it.  Infomiauon 
you  can  bank  on.  Information  you  can  build 
on.  Infomiation  you  can  explore  from  every 
angle  and  present  in  any  lomiat. 

Find  out  why  more  than  3.5  million  decision 
makers  in  every  corner  of  the  world  rely  on 
a  single  software  lor  mlomiation  delivery 
and  discoveiy  Visit  us  at  www.sas.com/dwb 
for  more  details  and  to  request  a  free  SAS 
Data  Warehousing  mouse  pad. 


Turning  Data 
Into  the  Right 
Information... 
To  Help  You 
Reach  The 
Right  Decisions 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Mailing 


www.sas.com/dwb  E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc.   Copyright  ©  1998  by  SAS  Institute  Inc 
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The  AMD-K6-2  Processor 
with  3DNow!  Technology 


f   P  r  e  s  e  n  t  i  rig  ^Ml  ^ 
next  d i m e n s f OB  1i| 
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Walk  around  a  bike.  Open  your  doors  to  e-commerce. 
Even  give  your  customers  a  3D  view  of  your  business. 
It  all  begins  with  a  system  based  on  the  AMD-K6'''-2 
Processor  with  BDNow!.™  Expect  sharp  3D  imaging, 
smooth  video  playback  and  incredibly  fast  multi- 
media. Even  sound  is  more  lifelike.  Of  course,  your 
current  Windows-  applications  run  at  lightning 
speed.  And  our  new  3DNow!  technology  lets  you  see 
the  latest  3D  applications  the  way  they  were  meant 
to  be  seen.  The  fact  is,  the  AMD-K6-2  Processor  with 
3DNow!  has  the  power  to  outperform  Pentium  -  II.* 
More  importantly,  it  has  the  power  to  add  a 
new  dimension  to  your  internet  experience.  Get 
more  information.  Visit  us  at  www.amd.com/bike. 

AMD^ 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


WHICH  FINANCIAL  HEAVYWEIGHTS 
WILL  SURVIVE  THE  SHAKEOUT? 


LONG  VIEW: 

Four  global 
powerhouses 
will  emerge: 
Citigroup, 
Morgan  Stan- 
ley, Goldman 
Sachs,  and- 
way  in  front- 
Merrill  Lynch 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management.  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration ()effrey.garten@yale.edu). 


AS  the  downturn  in  global  markets 
knocks  30%  to  50%  off  the  value  of 
some  of  the  world's  biggest  banlcs  and 
brokerage  firms,  and  as  slower  American 
growth  portends  even  more  pain,  look  for 
many  Wall  Street  fu-ms  to  cut  back  on  over- 
seas business  and  staff.  In  the  months  ahead, 
the  headlines  will  focus  on  Wall  Street's  cur- 
I'ent  wounds.  It  is  becoming  fashionable  to 
look  at  Asia,  Russia,  and  the  Dow  Jones  in- 
dustrial average  and  conclude  that  globaliza- 
tion is  stalled  or  even  going  into  reverse  geai-. 

But  the  more  lasting  story  is  the  interna- 
tional expansion  of  a  handful  of  banks  and 
brokerages.  To  be  sui'e,  many  emerging  mar- 
kets could  remain  depressed  for  the  next 
tliree  to  five  years.  But  the  top  financial  pow- 
erhouses are  already  preparing  for  the  next 
wave  of  globalization — a  wave  that  will  in- 
volve reorganizing  worldwide  industries  such 
as  telecoinmunications  and  automobiles,  man- 
aging trillions  of  dollai's  in  jjension  funds  fi'om 
Germany  to  China,  helping  to  restructure 
Japan,  pailicipating  in  a  new  European  merg- 
er wave,  and  undei-wiiting  the  reemergence 
of  countries  such  as  South  Korea  and  Brazil  in 
global  capital  markets. 

LEVIATHANS.  Which  players  on  Wall  Street 
and  in  other  centers  are  best  equipped  to 
emerge  as  successfiil  global  giants?  Here  is  a 
(juick  guide  to  the  top  four  seeds  and  the 
likely  champion. 

The  soon-to-be-formed  Citigroup  will  cer- 
tainly make  the  semifinals.  Made  up  of  the 
world's  best-known  banking  name.  Citibank, 
as  well  as  Travelers  Group  and  investment 
bankers  Salomon  Smith  Barney,  it  could  be- 
come the  fii'st  global  financial  supermarket, 
providing  evei-ything  from  car  loans  to  ad- 
vice on  mergers  to  more  than  1  billion  cus- 
tomers. But  its  success  rests  on  the  untested 
assumption  that  clients  from  New  York  to 
New  Delhi  want  one-stop  financial  shopping, 
and  its  Achilles'  heel  could  be  the  sheer  com- 
plexity of  managing  so  many  different  busi- 
ness cultures. 

Morgan  Stanley  Dean  Witter,  the  product 
of  a  recent  merger,  should  also  make  the 
semis  because  it  has  a  major  presence  in  in- 
vestment banking,  trading,  and  asset  man- 
agement, and  it  possesses  strong  institutional 
and  retail  sales  capabilities.  But  it  has  yet 
to  make  bold  moves  to  shore  up  its  interna- 
tional fr'anchise,  such  as  a  major  acquisition  in 
Europe  or  Asia.  And  the  Morgan  Stanley  and 


lay 


Dean  Witter  components  of  the  firm  are 
yet  fully  integrated — a  potential  liability 
orchestrating  complex  global  operations. 

Goldman,  Sachs  &  Co. — which  plans  to 
public  in  November — will  surely  be  a  to' 
ment  finalist.  It  has  the  most  savvy  banke: 
the  inost  prestigious  client  base,  and  an 
traordinaiy  record  of  profitability.  But  it  is 
certain  whether  Goldman  can  maintain  its 
hesive  culture  if — as  is  likely — it  uses  t. 
capital  from  its  flotation  to  make  big  acquii 
tions.  Also,  like  Salomon  Brothers  and  M^ 
gan  Stanley,  Goldman  may  lose  some  of 
top  talent  when  it  goes  public. 

Merrill  Lynch  &  Co.  is  far  and  away  t. 
No.  1  seed.  This  may  come  as  a  sui'prise 
those  with  outdated  perceptions  of  Meni 
being  a  gi'ay  conglomeration  of  retail  broki 
age  operations.  And  recent  trading  loss 
have  sui'ely  hiul.  But  since  the  eaiiy  1980s, 
has  risen  to  the  fii'st  or  second  position 
every  major  category,  from  equity  and  dej 
underwriting  to  mergers  and  acquisitions, 
has  enormous  assets  under  management, 
has  achieved  solid  balance  among  its  vario 
revenue  streams.  It  has  moved  aggressiv 
to  plant  its  stake  in  Europe,  Canada,  Jap; 
Southeast  Asia,  and  Australia. 
DEEP  KEEL.  The  key  to  Merrill's  cuirent  a 
ftitiu'e  success  is  what  any  winner  in  the  gl 
al  sweepstakes  will  need:  a  multinational  mal 
agement  team  with  depth,  wide-ranging  skil 
and  seamless  internal  commiuiications.  Its  e  % 
ecutive  coinmittee  averages  more  than 
years'  experience  at  Merrill  Lynch.  It  h 
spent  the  past  10  years  building  teamwo 
among  product  groups  and  geographical  uni 
It  has  mastered  the  art  of  acquiring  foreij  !te  B 
firms  and  assimilating  them  into  its  own  ci 
ture.  It  has  found  a  good  balance  for  ce 
trally  controlling  risks  while  encouraging  e 
trepreneurship.  Says  Professor  Sam  Hays 
Harvard  business  school:  "In  teirns  of  ma 
aging  a  global  financial  operation,  Meriill  is 
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decade  ahead  of  the  pack."  Of  course,  ti  «. 


race  to  the  top  could  be  disinpted  by  su 
prising  dark  horses — as  might  emerge  fro 
the  possible  merger  between  Deutsche  Bai 
and  J.  P.  Morgan.  But  unseating  today's  t 
four  will  not  be  easy. 

The  doomsayers  are  having  their  day 
shaping  j^erceptions  about  the  unraveling 
emerging  markets  in  the  global  economy.  B 
here's  a  better  bet:  Pay  attention  to  the  Ion 
term  strategies  of  Meirill  and  its  rivals 
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tY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


i  TRIPLE  WHAMMY  SPELLS 
THE  END  FOR  HEADY  EXPANSION 

Slumping  global  growth,  profits,  and  markets  mean  sluggish  times 

markets  tight  and  lift  wage  growth  at  a  time  when 
productivity  is  very  likely  to  slow.  So  far,  rising  labor 
costs  have  had  theii-  biggest  impact  on  profits,  but  a  few 
businesses  have  been  able  to  raise  prices.  Consumer 
prices  for  all  goods  and  services  rose  0.2%  in  August,  the 
same  gain  as  in  July.  The  performance  was  the  same  for 
core  prices,  which  exclude  food  and  energy  costs. 

The  hawks,  though,  will 
point  out  that,  despite  the        INFLATION  SHOWS 
hype  over  global  deflation,  A  PULSE 

core  consumer  inflation  has  ac-  consumer 
tualiy  risen  slightly  in  recent  StfiL- V  prices 
months.  Over  the  past  year, 
total  inflation  is  up  1.6%,  while 
the  core  rate  has  picked  up  to 
2.5%'.  Both  rates  are  still 
tame,  but  annual  core  inflation 
is  now  the  fastest  in  more 
than  a  year  (chart). 

On  Capitol  Hill,  however,  Greenspan  made  the  case 
that,  going  forward,  inflation  will  remain  tame.  He  said 
that  since  the  last  Fed  meeting  on  Aug.  18,  "deterio- 
rating foreign  economies  and  their  spillover  to  domes- 
tic markets  have  increased  the  possibility  that  the 
slowdown  in  the  growth  of  the  American  economy  will 
be  more  than  sufficient  to  hold  inflation  in  check." 
Nonetheless,  Greenspan  also  acknowledged  the  Fed 
must  remain  alert  to  the  inflationaiy  consequences  of  la- 
bor shortages  and  rising  compensation. 


THE  TRADE  GAP 
HITS  A  PLATEAU 


■iammm  i^^. ^^^^  '^"r'''" 
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ist.  Say  goodbye  to  those  heady  times  of  4%  gi-owth 
nd  double-digit  profit  gains.  Even  consumer  inflation 
as  stopped  faUing.  And  amid  an  economic  slowdown, 
roductivity  grovd:h  is  a  good  bet  to  taper  off  as  well, 
'he  way  things  are  starting  to  add  up,  1999  could  be 
18  toughest  year  yet  for  this  7^-year  expansion. 
Much  of  the  latest  data  confirms  the  new  tone  of  the 
utlook.  Housing  remains  strong  but  has  probably 
eaked.  The  trade  deficit  is  in  a  holding  pattern  but 
ill  likely  worsen  (chart).  Most  important,  domestic 
emand,  especially  capital  spending,  is  set  to  slow  in 
18  face  of  more  restrictive  financial  conditions.  The 
ews  is  not  a  recipe  for  recession,  mind  you — at  least 
at  yet.  Several  indicators,  including  mortgage  loan  ap- 
lications,  nonauto  retail  buying,  and  jobless  claims, 
mtinue  to  signal  strength. 

All  in  all,  though,  the  data 
argue  that  growth  is  ready  to 
slow,  and  it's  more  than  just  a 
one-quarter  breather.  This  time, 
fundamental  changes  darken 
the  outlook.  The  Big  Three  ai"e 
slower  global  growth,  more  re- 
strictive financial  conditions, 
and  a  profits  recession.  They 
form  a  tough  combination,  the 
likes  of  which  this  economy 
hasn't  faced  in  a  long  time. 
Federal  Reserve  chairman  Alan  Greenspan  ac- 
lowledged  this  dilemma  when  he  spoke  before  the 
snate  Budget  Committee  on  Sept.  23.  Greenspan's 
jpearance  was  significant  since  it  came  during  the 
■aditional  "black-out"  period,  the  week  before  a  policy 
eeting  when  Fed  officials  do  not  speak  publicly. 
In  his  speech,  Greenspan  said  again  that  the  U.S. 
»uld  not  remain  "an  oasis  of  prosperity"  amid  global 
oubles.  If  anything,  he  said  that,  in  just  a  few  months 
tne,  the  crisis  has  begun  to  restrain  the  U.  S.  economy 
id  those  effects  "are  likely  to  intensify."  His  speech 
lemed  to  signal  his  leaning  toward  an  interest-rate  cut 
.  the  Fed's  policy  meeting  on  Sept.  29  (page  42). 

RATE  CUT  might  not  be  that  simple,  however.  Infla- 
Dn  hawks  at  the  Fed  will  argue  that  even  if  gross  do- 
estic  product  growth  slows  to  its  noninflationary  trend 
'  2M%,  that  pace  is  still  strong  enough  to  keep  labor 
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TIGHT  UBOR  MARKETS  are  not  the  Fed's  only  in- 
flation concem.  PoKcymakers  also  know  that  the  current 
rapid  deterioration  in  the  U.  S.  trade  position  could 
eventually  set  up  a  reversal  in  the  three-year,  25% 
surge  of  the  trade-weighted  dollar.  The  strong  gi'een- 
back  has  been  the  primary  deflationary  force  in  the 
U.  S.  inflation  rate,  because  it  has  fostered  the  sharp 
drop  in  import  prices.  Interest-rate  cuts  by  the  Fed 
could  trigger  a  steep  decline  in  the  dollar.  Already, 
the  trade-weighted  doDai"  has  declined  by  more  than  5% 
in  the  past  month  just  on  hopes  of  a  rate  cut,  so  import 
prices  may  well  stop  falling  this  autumn. 

The  outlook  for  the  trade  gap,  however,  is  not  good. 
The  trade  deflcit  in  July  widened  to  $13.9  billion,  from 
$13.6  billion  in  June.  Exports  shrank  for  the  fourth 
consecutive  month,  dropping  1.3%,  to  $75.4  billion.  Im- 
ports fell  a  smaller  0.8%,  to  $89.3  billion. 

When  measured  as  a  three-month  moving  average. 
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the  trade  gap  has  held  at  $14.5  bilHon  since  May.  But 
more  erosion  is  in  the  cards.  First  of  all,  nearly  all  of 
the  recent  stability  comes  from  the  import  side  of  the 
trade  ledger.  Growth  in  imports  from  the  Pacific  Rim 
nations  has  slowed  during  1998  despite  their  cheap 
currencies.  The  problem  is  that  many  of  these 
economies  are  unable  to  get  financing  for  their  export 
operations.  As  soon  as  the  money  becomes  available, 
import  growth  will  pick  up. 

In  addition,  exports,  hit  by  prospects  for  slower 
world  growth,  face  a  tough  road  ahead.  Already,  real 
merchandise  exports  in  July  were  down  3.5%  from  a 
year  earlier,  and  the  decline  so  far  this  year  is  the 
worst  since  the  1981-1982  recession. 

PART  OF  THE  FEAR  of  a  sudden  weakening  in  the  dol- 
lai'  stems  ft'om  the  growing  U.  S.  cun-ent-account  deficit, 
the  broadest  measure  of  the  country's  international 
obligations  that  includes  the  widening  trade  gap  as 
well  as  the  increasing  financial  obligations  to  holders  of 
U.  S.  debt.  This  deficit  hit  a  record  $56.5  billion  in  the 
second  quarter.  It  now  equals  2.7%  of  gdp,  and  it  will 
very  likely  surpass  3%  in  coming  quarters.  At  that 
level,  the  cun-ency  markets  usually  demand  a  coirection 
in  a  country's  external  deficit  via  a  weaker  currency, 
similar  to  what  happened  in  the  U.  S.  in  the  mid-1980s, 
when  the  current-account  gap  hit  3/^%'  of  gdp. 
The  trade  pictui'e  is  eroding  so  rapidly  because  U.  S. 
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domestic  demand  remains  stronger  than  almost  an^ 
where  else  in  the  world.  Both  businesses  and  coi 
sumers  have  contributed  to  that  strength,  but  the  po( 
outlook  for  profits,  as  well  as  a  credit  squeeze,  suggesi 
capital  spending's  vigor  is  starting  to  wane.  Capit; 
spending  is  the  economy's  most  vulnerable  sector  rigl 
now.  Consumers,  however,  still  seem  confident  an 
flush  enough  to  keep  buying,  although  at  a  much  s\o\ 
er  pace  than  the  first  half  s  6%  gallop. 

One  area  where  consumer 
interest  remains  keen  is  hous- 
ing. Moitgage  applications  for 
homes  have  surged  16%  in  the 
past  four  weeks,  boosted  by 
30-year  mortgage  rates  below 
7%.  Little  wonder  that  home 
building  will  probably  not  fall 
back  much  from  its  recent 
liighs.  Housing  starts  fell  5.5% 
in  August,  to  an  annual  rate 
of  1.61  million,  but  July's  figure 
of  1.71  million  starts  was  an  11-year  high,  and  buildei 
remain  quite  upbeat  about  their  prospects  (chart). 

Like  the  housing  index,  many  other  readings  on  tl 
economy  remain  just  below  their  recent  peaks.  Bi 
the  going  will  get  tougher  this  fall  and  winter,  wht 
many  businesses  will  have  only  their  memories  of  be 
ter  times  to  keep  them  wairn. 
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FOR  THE  EURO,  A  DIFFICULT  DEBUT 

Just  as  the  Jan.  1  launch  of  the     and  the  huge  U.  S.  market  will 
euro  nears,  the  11  member  deteriorate.  Moreover,  the  euro's 

economies  are  bracing  for  a  slow-     estimated  value  has  ah'eady  risen 
down  that  could  threaten  their        5%  this  year,  due  to  weaker 
two-year  recovery.  With  global        emerging-market  currencies.  With 
turmoil  expected  to  hit  exports,       the  dollar  slipping,  the  euro's  corn- 
economists  have  down-  petitiveness  will  dip 
giaded  1999  forecasts.      xnwA^S'JSililSSSps  further. 

Developing  countries    ZE^ori"  SstI^^^^^        The,  key  word  in  the 

take  about  40%  or  the      austrTa  ~"~Y20%     outlook,  though,  is 

European  Union's  ex-      belgiuivi  3.36      slowdown,  not  stop, 

ports,  and  they  have        Finland  3A0       Euro-area  growth  is 

accounted  for  a  big         France  3.30       shifting  toward  do- 

chunk  of  export  GERMANY         3.30       mestic  demand,  and 

growth,  say  economists    IRELAND _         6.19       consumer  spending 

at  Morgan  Stanley  '^"-^  ^-^^       should  remain  re- 

Dean  Witter,  who  cut      ™r°''ds  sihent.  Cleariy,  slower 

their  1999  euro-area        Portugal        4  so       growth  will  wipe  out 
growth  forecast  from       spain  4.25  pi'ospect  of  cut- 

2.7%  to  2.2%-.  But  it's  data  Bloomberg  financial  markets  '  ting  the  region's  11% 
not  just  Asia  and  jobless  rate.  But  low 

Eastern  Europe.  Demand  in  inflation  will  support  real  incomes, 

Britain,  which  takes  20%  of  the  and  cheap  interest  rates  will  boost 
Continent's  exports,  is  flagging,        housing  and  related  businesses. 


The  sector  expected  to  be 
slammed  hardest  is  business  in- 
vestment, especially  in  manufac- 
turing, where  weaker  exports  will 
hammer  output  and  profits. 

The  betting  is  that  the  Euro- 
pean Central  Bank  will  establish 
the  em"o-zone  interest  i"ate  at  the 
current  Bundesbank  repo  rate  of 
3.3%  (table).  Spain  and  Italy  are 
the  best  positioned  for  growth  in 
1999,  with  Spain  already  showing 
considerable  momentum.  Both  wil 
benefit  from  the  rate  cuts  re- 
quired for  convergence.  Germany 
and  France  are  likely  to  see 
gi'owth  suffer  the  most.  Germany 
will  take  a  double  hit  from  east-  . 
ern  Europe,  given  its  export  ties 
and  loan  exposure.  The  fortunes 
of  France  and  Germany  will  set 
the  tone  for  euro-land,  since  the 
two  are  responsible  for  some  55% 
of  the  area's  output. 
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irved  for  domestic  recessions,  including 
yoffs  and  reductions  in  capital  spending. 
A  prime  example  is  3M.  For  years,  it 
lunted  on  global  markets  to  produce 
)uble-digit  earnings  gi'owth.  But  3M's 
lies,  whacked  by  softness  in  Asia  and 
le  strong  dollar,  fell  1%  in  the  first 
ilf,  while  profits  declined  5%.  So  on 
ug.  27,  Chief  Executive  Livio  D. 
eSimone  launched  3M's  most  radical 
structuring  in  two  decades.  The  com- 
iny  is  laying  off  6%  of  its  workforce, 
:iting  marginal  businesses,  and  taking 
pretax  charge  of  up  to  $500  million. 
Similai'ly,  on  Sept.  22,  Crown  Cork  & 
lal  Co.  said  it  would  slash  7%  of  its 
)rkforce,  cut  capital  spending,  and  buy 
ck  shares.  And  the  pain  is  spreading  to 
ancial  sei^vices:  Citicoip  and  Travelers 
•oup  Inc.  will  cut  jobs  after  their 
inned  merger,  which  won  U.  S.  regula- 
ry  approval  Sept.  23.  Wall  Street  is 
acing  for  other  layoffs  as  traders  tally 
lerging-markets  losses.  Already,  cor- 
I  rate  layoffs  are  37%  ahead  of  1997, 
I  f  outplacement  specialists  Challenger, 
ay  &  Chi-istmas  Inc.  (page  40). 
tines  BOTTOM?  Few  expected  that 
?  Asian  meltdown  would  hit  the  U.  S. 
s  way.  Then  again,  when  the  crisis 
ipted  last  summer,  "the  prognosis  was 
might  see  an  18-month  period  before 
•overy,"  explains  Diann  H.  Painter, 
ef  economist  at  Mobil  Corp.  "Now, 
ooks  as  if  for  Asia,  we're  looking  at  2 
I  2y>  years  of  very  slow  to  no  gi'owth." 


Ever-bullish  Wall  Street  analysts  in- 
sist that  the  third  quarter  will  mark 
the  bottom.  Indeed,  analysts  surveyed 
by  First  Call  still  project  a  10.3%  jump 
in  profits  for  s&p  500  companies  in  the 
fourth  quarter,  and  19%  next  year. 

But  those  are  "pie-in-the-sky  esti- 
mates," scoffs  Charles  L.  Hill,  First 
Call's  research  director.  Indeed,  the 
gap  between  econo- 
mists' expectations  and 
these  forecasts  is  "as 
striking  a  divergence 
as  I've  seen  in  20 
years,"  says  economist 
Robert  J.  Barbera  at 
broker  Hoenig  &  Co. 
At  best,  we'll  see  a  sin- 
gle-digit jump  in  U.S. 
corporate  profits  next 
year,  predicts  Nariman 
Behravesh,  chief  inter- 
national economist  for 
Standai'd  &  Poor's  dri. 
And  if  the  Latin  economies  tumble, 
earnings  will  go  "into  negative  temtoiy." 

If  that  happens,  fai"  more  companies 
are  going  to  "have  to  think  about  cutting 
back,"  warns  Hill.  And  those  cutbacks 
could  brake  the  7k;-year-old  U.  S.  expan- 
sion. Even  DRi's  best-case  scenario  as- 
sumes layoffs  will  drive  the  U.  S.  unem- 
ployment rate  to  5.5%  next  yeai;  up  fi-om 
4.5%  now.  Similarly,  U.  S.  capital  spending 
"will  be  hiut  pretty  cbamatically,"  wains 
Bebravesh.  At  best,  dri  expects  capital 


EARNINGS  FORECASTS 
ARE  FALLING 


CONSENSUS  1998 
EARNINGS-GROWTH  FORECASTS, 
FOR  S&P  500   


DATA  FIRST  CALL  CORP 


certain  sectors  of  manufactming,  such  as 
heavy-equipment  makers.  But  imports 
are  depressing  prices  of  everything  from 
steel  to  autos  in  the  U.S.  "As  economies 
crash  around  the  world,  eveiyone  seeks 
to  export  to  the  land  of  the  free,"  com- 
plains GM  CEO  Smith.  GM  is  now  offering 
huge  incentives  to  keep  up  with  rivals. 
Mazda  Motor  Corp.  has  slashed  $5,550 
from  the  sticker  price 
of  its  Millenia  S.  Ford 
Motor  Corp.,  mean- 
while, has  cut  the  base 
sticker  price  of  the  '99 
Taui-us  by  $1,000. 
"CASH  CRUNCH."  Com- 
panies are  increasingly 
cutting  back  their  capi- 
tal-spending plans.  Mor- 
gan Stanley  Dean  Wit- 
ter- analyst  Jay  Deahna 
expects  chipmakers  to 
pare  their  capital 
spending  by  35%,  or 
$14  billion,  this  year — a  staggering  blow 
to  makers  of  semiconductor  equipment 
such  as  Applied  Materials  Inc.,  which 
has  ali'eady  announced  a  major  layoff. 
Motorola  Inc.  has  postponed  an  entire 
$3  billion  chip  plant.  "In  this  mar- 
ket . . .  you  get  into  a  cash  cmnch,"  says 
U.  S.  Steel  Group  President  Paul  J.  Wil- 
helm.  U.  S.  Steel  has  ah-eady  idled  mills 
in  Gary,  Ind.,  and  Loraine,  Ohio. 

To  be  siu'e,  not  eveiy  industiy  is  scal- 
ing back — or  needs  to.  "We're  having 
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ON  N  A  G  ET  UG  LY 


The  problems  have  since  spread, 
eatening  Latin  America.  If  Brazil  col- 
ses,  warns  gm  Chief  Economist  G. 
istafa  Mohatarem,  the  U.  S.  auto  in- 
5try — and  many  other  companies — 
1  be  hit  fai-  haixler  than  in  Asia.  In  all 
emerging  markets,  feai'  is  inhibiting 
isumers,  adds  Gillette  Chairman  and 
>  Alft-ed  M.  Zeien,  who  admits,  "I 
I't  know  where  the  bottom  is." 


spending  to  gi-ow  by  6%  next  year,  down 
from  a  double-digit  rise  in  1998.  If  the 
global  economy  worsens,  gTowth  in  capi- 
tal spending  could  slip  to  less  than  3% 
next  year  and  then  decline  in  2000. 

Meanwhile,  the  effects  of  the  global 
crisis  are  spreading  far  more  deeply 
than  Corporate  America  expected  last 
fall.  Initially,  the  damage  was  confined 
largely  to  commodity  businesses  and 


the  best  year  in  20  years,"  says  David 
Seiders,  chief  economist  for  the  Nation- 
al Association  of  Homebuilders.  Interest 
rates  are  low,  and  the  Asian  crisis  has 
reduced  lumber  prices,  he  notes. 

And  viilually  eveiyone  still  sees  enor- 
mous opportunities  in  emerging  markets 
long-term.  Short-tema,  some  companies 
are  trimming  their  sails.  On  Aug.  20, 
Federal  Express  Coip.  announced  that  it 


DUPONT 


rd-quarter  earnings 
near  the  low  end  of 
.'  expectations.  Is 
for  productivity 
as  delayed  or  halted 
ipital  spending. 


POLAROID 


First-half  sales  and  profits 
off  sharply  due  to  the  global 
crisis.  Accelerating  plans  to 
trim  1,800  people,  or  20%, 
from  workforce,  and  halting 
shipments  to  Russia. 


To  adjust  to  falling  demand 
overseas,  the  company 
plans  layoffs  that  will  result 
in  a  third-quarter  charge  of 
as  much  as  $500  million 
before  taxes. 


WALT  DISNEY 


With  lower  demand  for  con- 
sumer products  in  Asia  and 
rising  production  costs,  Dis- 
ney is  reviewing  its  con- 
sumer-products structure  to 
reduce  overhead. 
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would  ])ut  its  Asian  expansion  plans  on 
hold.  And  Polaroid  Corp.  recently 
stopped  all  of  its  shipments  to  Russia. 

Still,  retreat  is  the  exception.  At 
Corning  Inc.,  the  Asian  recession  and 
the  weak  yen  have  cut  prices  for  the 
company's  core  product  by  30%,  says 
CEO  Roger  G.  Ackerman.  "But  we're 
not  backing  down,"  he  says.  "Oiu-  strat- 
egy is  to  fight  like  hell."  To  cut  costs, 
Ackerman  has  instead  reduced  Com- 
ing's salaried  head  count  by  some  600, 


or  10%.  Indeed,  some  multinationals, 
such  as  Wal-Mart  Stores  Inc.,  see  this 
as  an  ideal  opportunity.  Wal-Mart  re- 
mains "committed  to  being  more  of  a 
presence  in  [Latin]  markets,"  says  ceo 
David  Glass.  "What  we  are  learning  is 
how  to  operate  in  volatile  economies." 

Indeed,  the  crisis  is  teaching  execu- 
tives to  view  globalization  more  warily. 
"Many  U.  S.  executives  were  too  naive," 
says  Harvard  business  school  professor- 
Rosa-beth  Moss  Kanter.  "Asia  and  Chi- 


na were  really  overhy{3ed."  Going  foi 
ward,  companies  will  have  to  be  fa 
more  realistic  about  the  promise — an 
peril — of  emerging  markets. 

Bij  William  C.  Symonds  in  Bostoi 
with  Kathleen  Kerwin  in  Detroit  an 
bureau  reports 
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IS  THE  JOBS  ENGINE  STARTING  TO  SPUHER? 


Will  the  strongest  U.  S.  job 
market  in  a  generation  be  the 
next  victim  of  emerging-mar- 
kets turmoil?  Manufacturers  that 
rely  heavily  on  export  markets  have 
been  feeling  the  pinch  for  a  year. 
But  now,  as  the  spreading  malaise 
begins  to  affect  bigger 
chunks  of  the  U.  S.  econ-  / 
omy,  deeper  job  cuts 
could  be  in  store. 

Already,  total  layoffs 
in  the  fii'st  eight  months 
were  37%-  ahead  of  last 
year's  pace,  according  to 
Challenger,  Gray  & 
Christmas  Inc.,  a  Chica- 
go outplacement  firm. 
Only  1.9  million  jobs 
were  added,  compared 
with  2.2  million  for  the 
same  period  a  year 
ago — a  14%  slower 
gTovidh  I'ate,  according 
to  the  Bureau  of  Labor 
Statistics'  survey  of  com 
pany  payrolls.  And  the 
drop  was  bigger  in  ser- 
vice industries,  which 
gi-ew  by  920,000  jobs 
through  August,  19%- 
less  than  in  the  same  pe 
riod  last  year,  according 
to  the  BLs. 

ANXIOUS.  The  slowdown 
hasn't  raised  the  jobless 
rate  yet,  because  fewer  new  workers 
are  joining  the  labor  force.  But  if  job 
cuts  continue  at  their  cuirent  pace, 
today's  4.5%  unemployment  rate  may 
soon  drift  higher,  economists  say.  If 
it  does,  consumer  confidence  could 
take  a  hit.  "The  job  market  is  still 
good,  but  workers'  anxiety  level  may 
jump  if  the  layoffs  continue,"  says 
John  A.  Challenger,  vice-president  of 
Challenger  Gray. 


Challenger  Gray  reckons  that 
359,000  positions  were  eliminated 
through  August.  That's  just  11%  be- 
low the  peak  in  1993.  Wliile  factoiy 
workers  have  bome  the  bnmt  of 
these  downsizings,  also  included  are 
employees  of  such  companies  as  Met- 


c 
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MERGER  PAIN 

Deal  mania  is  driving 
many  layoffs.  Citicorp 
and  Travelers  plan  job 
cuts  after  they  merge 


i  iipolitan  Life  Insur- 
ance Co.,  which  on 
Sept.  8  said  that  it  will 
cut  2,000  of  its  27,000 
U.S.  jobs. 

Merger  mania  is  the 
other  force  behind  ris- 
ing layoffs.  The  num- 
ber of  mergers  so  far  this  year  has 
jumped  by  8%  from  last  year,  to 
7,999,  according  to  Securities  Data 
Co.,  a  Thomson  Corp.  unit.  Compa- 
nies are  making  deep  post-merger 
cuts  to  reduce  costs,  says  Jack  W. 
Pi'outy,  a  partner  at  kpmg  Peak  Mar- 
wick  LLP.  And  since  it  can  take  a 
year  to  complete  reductions,  cuts 
ft'om  announced  mergers  may  further 
swell  the  layoff  numbers,  he  says. 


Take  Citicorp's  merger  with  Trav- 
elers Group  Inc.,  which  is  expected 
to  be  completed  soon.  Tlie  two  finan- 
cial companies  plan  significant  reduc- 
tions to  their  combined  workforce  of 
160,000— layoffs  of  up  to  5%,  say  an- 
alysts. Part  of  the  calculus  is  that 

the  company's  Asian  ex- 
pansion will  be  slower. 
If  there's  no  improve- 
ment in  Asia — where 
the  combined  company 
had  hoped  for  fresh 
growth — the  numbers 
could  rise. 

As  these  layoffs  add 
up,  the  employment  rate 
could  slip — and  there 
are  ali-eady  some  worri- 
some statistics  that  are 
pointing  the  way.  In  ad- 
dition to  company  pay- 
rolls, the  BLS  also  sur- 
veys the  number  of  jobs 
per  household  every 
month.  The  two  num- 
bers often  diverge,  but 
this  year  the  household 
measure  of  jobs  has  lagged  further 
than  usual  behind  the  payroll  one. 
Tlu'ough  August,  it  shows  a  net  gain 
of  just  400,000  jobs,  one-fifth  the  gain 
in  the  payroll  series,  bls  officials  say 
that  they  can't  yet  account  for  the 
discrepancy.  But  "the  household  sur- 
vey may  be  an  early  warning  sign  of 
a  job  slowdown,"  says  Fleet  Finan- 
cial Group  Chief  Economist  Nicholas 
S.  Perna. 

Tine,  the  labor  market  is  still 
tighter  than  it  has  been  in  decades. 
But  after  years  of  falling  unemploy- 
ment, the  startlingly  low  jobless  rate 
may  soon  work  its  way  back  to  more 
familiar  turf. 

By  Aaron.  Bernstein 
in  Washington 
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HE  GLOBAL  ECONOMY 


iSIAN  FLU, 
iUROPEAN  SNIFFLES 

igging  profits  at  blue  chips  siiow  its  economies  aren't  immune 


11  just  a  matter  of  weeks,  Europe's 
business  climate  has  been  trans- 
formed. As  recently  as  mid-July,  in- 
slcirs  thought  the  Continent  was  on 
e  vei-ge  of  a  long-awaited  boom.  Like 
?]}■  U.  S.  countei-paits,  European  com- 
nies  seemed  to  shrag  off  Asia's  eco- 
niic  meltdown  for  nearly  a  year  But 
er  since  Russia's  debt  default  on  Aug. 
,  the  rot  that  began  in  the  emerging 
u'kets  has  begun  seeping  across  Eu- 
je's  borders  and  into  the  results  of  its 
)  corporations. 

Witheiing  demand  from  Asia,  Latin 
nerica,  and  Russia  is  cutting  into 
iwth  forecasts.  The  chances  of  a  seri- 
-  slowdown  in  the  U.  S.,  another  key 
poit  mai-ket,  have  also  risen.  And  rip- 
'  effects  from  the  troubled  global 
inomy  are  likely  to  pressm-e  Em'ope's 
p(  irate  chieftains,  perhaps  forcing  cut- 
"ks  in  spending  and  hiring  plans. 
In  the  span  of  a  few  days  in  Septem- 
1-,  the  markets  were  slammed  by  a 
■ies  of  nasty  surprises  from  several 
le-cliip  companies  (table).  On  Sept.  17, 
•atel  CEO  Serge  Tchurak  announced 
it  the  company's  major  Em-opean  cus- 
ncrs  were  slashing  orders  by  up  to 
Then,  Dutch  conglomerate  Philips 
X'tronics,  British  entertainment  giant 
I  (jroup,  and  Royal  Dutcli/Shell  Group 
said  theu-  upcoming  results  ai-e  likely 
be  worse  than  expected.  "The  out- 
k  is  getting  bleakei-,"  says  James  E. 
niish,  an  ecjuity  strategist  at  bt  Alex, 
iwn  in  London. 


Each  biu'st  of  bad  news  sends  anoth- 
er shudder  tlirough  the  investment  com- 
munity. "People  are  looking  for  the  next 
downgrade,  not  knowing  where  it  is  go- 
ing to  come  fi'om,"  says  Gary  Dugan, 
Eui'opean  equity  strategist  at  J.  P.  Mor- 
gan Securities  Ltd.  in  London.  Dugan 
expects  coi-porate  earnings  across  Eu- 
rope to  rise  by  just  5%  next  yeai' — a  big 
drop  from  the  18%  Morgan  was  fore- 
casting in  July. 

While  some  compa-  — i^—^— « 
nies  are  seeing  improv- 
ing results,  Europe 
seems  full  of  risks. 
Currencies  of  the  11 
countries  expected  to 
enter  the  European 
Monetary  Union  are  ris- 
ing against  the  dollar 
and  sterling,  making  the 
region's  goods  less  com- 
petitive. Britain,  which 
takes  roughly  16%  of 
the  EMU  countries'  ex- 
ports, may  have  almost 
no  gi'owth  next  yean 

Manufactm-ers'  stock  prices  have  been 
particularly  hard  hit.  Fiat,  for  instance, 
was  full  of  fu'e  a  few  months  ago  after 
pouring  $2.2  billion  into  auto  plants  in 
Brazil  and  Argentina.  But  with  Brazil 
flirting  with  financial  catastrophe,  those 
investments  no  longer  look  so  brilliant. 
Weakness  in  Latin  America  contributed 
to  an  11.2%  drop  in  operating  earnings 
in  the  first  half. 


WARNINGS  WEEK 

Within  Jive  days,  four 
major  companies  warned 
that  earnings  will  suffer 

as  a  result  of  the 
emerging-markets  crisis 


SHELL 

ALCATEL 

EMi 

PHILIPS 


ALCATEL:  Xi'iv-s  of  unh  r  vnllxickx  hij 
big  CHStoDiers  sparked  a  stock  slide 

Analysts  worry  that  lost  sales  from 
emerging  markets  will  lead  to  a  turn- 
down at  home.  Bmce  Kasman,  J.  P.  Mor- 
gan's chief  European  economist,  now 
expects  Eui"opean  companies  to  increase 
capital  spending  by  5%  next  year  rather 
than  10%.  That  could  affect  hiring  and 
consumer  spending.  Morgan  has  cut  its 
average  1999  growth  forecast  for  the 
11  countries  planning  to  adopt  the  single 
currency  to  2.5%  from  3%.  bt  Alex. 
Brown  expects  less  than  2%  gi-owth  in 
Germany  and  France  next  year. 
JOB  LOSSES.  On  Sept.  18,  Royal  Dutcli/ 
Shell  Chairman  Mark  Moody-Stuart 
warned  that  the  global  business  climate 
in  the  second  half  of  the  year  will  be 
"sigTiificantly  worse"  than  in  the  first 
half.  That,  he  said,  will  prompt  Shell  to 
speed  up  its  disappoint- 
ingly slow  restnicturing 
progi-am.  Redundant  lo- 
cal headquarters  in 
Britain,  France,  Ger- 
many, and  the  Nether- 
lands are  to  be  closed, 
with  some  associated  job 
losses.  Assets  may  be 
wiitten  off. 

Despite  the  pes- 
simism, Europe  could 
actually  outperibrm  the 
rest  of  the  world.  Mer- 
rill Lynch  &  Co.,  whose 
experts  believe  the 
biggest  global  gi'owth  contraction  since 
the  oil  crisis  of  1973-74  is  in  the  works, 
is  still  relatively  bullish  on  Europe, 
largely  because  of  the  coming  single 
currency.  But  the  robust  recovery  that 
Europe  was  hoping  for  after  years  of 
stagnation  could  turn  out  to  be  a  gi'and 
illusion. 

By  Stanley  Reed  in  London,  with  bu- 
reau reports 
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News:  Analysis  &  Commentary 


THE  ECONOMY 

RATE-GUT  TALK 
ISN'T  JUST  TALK 

Greenspan  all  but  guarantees  a 
cut.  But  how  much,  and  when? 

It's  no  longer  a  guessing  game  about 
whether  the  Federal  Reserve  will 
lower  interest  rates.  The  only  ques- 
tion remaining:  When? 

Federal  Reserve  Chairman  Alan 
Greenspan's  somber  testimony  before 
CongT'ess  on  Sept.  23  on  the  topic  of 
the  worsening  world  economy  all  but 
guaranteed  that  a  cut  in  interest  rates 
will  take  place  this  fall,  perhaps  as  ear- 
ly as  Sept.  29,  which  is  when  the  Fed- 
eral Open  Market  Committee  is  sched- 
uled to  meet.  Fed  watchers  are  looking 
for  a  0.25%  cut  in  the  .5.5%  oveniight 
fedei'al-funds  rate,  although  a  reduction 
of  one-half  a  point  can  certainly  not  be 
be  niled  out. 

NO  BODY  BLOW  YET.  Greenspan,  who 
went  to  great  lengths  to  describe  all 
the  risks  that  are  currently  facing  the 
U.  S.  economy  as  a  result  of  the  deep- 
ening global  meltdown,  must  still  con- 
vince the  Fed  inflation  hawks  that  the 
cut  is  needed  now — since  the  economy 
has  yet  to  take  a  body  blow.  The  Fed 
chief's  arguments:  Manufacturing  is 
softening,  profits  are  stalling,  and  com- 
panies are  having  a  tougher  time  rais- 
ing funds.  Indeed,  as  Greenspan  testi- 
fied, the  Fed  was  trying  to  head  off  a 
potential  banking  crisis  sparked  by 
massive  hedge  fund  losses  in  emerg- 
ing-markets (right). 

Many  Fed  watchers  expect  to  see  a 
half-point  cut,  but  even  a  quarter-point 
move  could  have  widespread  impact. 
Any  cut  would  push  down  the  value  of 
the  U.  S.  dollar,  thus  easing  the  crunch 
on  American  exporters.  But  more  im- 
portant, a  falling  dollar  would  give 
breathing  room  to  Latin  American  and 
Asian  boiTowers  with  dollar-denominat- 
ed debt.  "A  drop  in  U.  S.  rates  would 
directly  help  these  countries,"  says 
Michael  R.  Englund,  chief  economist  at 
Standard  &  Poor's  mms. 

And  the  assurance  that  a  rate  cut  is 
really  in  the  works  operates  as  a  tonic: 
The  Dow  Jones  industrial  average 
soared  257  points  on  Sept.  23.  Says  for- 
mer Federal  Reserve  Vice-Chairman 
Manuel  H.  Johnson  Jr.:  "A  rate  move 
puts  a  floor  under  all  this  global  de- 
pression talk." 

By  Dean  Foust  in  Washington 


THE  FED:  When  banks 
balked,  LTCM  called 
in  the  heavy  artillery 


FINANCE 


A  $3.5  BILLION 
TRANQUILIZER 

Why  the  Fed  took  a  hand  in 
crafting  an  LTCM  bailout  plan 

The  turmoil  in  global  markets  rolled 
into  the  New  York  Federal  Reserve 
on  Sept.  23.  In  an  emergency  meet- 
ing at  the  stone  fortress  in  the  heail  of 
the  financial  district,  two  dozen  bankers 
from  the  world's  leading  financial  fimis 
convened  to  prevent  the  faUiu'e  of  hedge 
fund  giant  Long  Term  Capital  Manage- 
ment—and head  off  a   

possible  market  panic, 
say  market  soiu'ces.  As 
a  measiu'e  of  the  gi-avi- 
ty  of  the  meeting,  Gold- 
man, Sachs  &  Co.'s  co- 
chief  executive  Jon  S. 
Corzine  and  J.  R  Mor- 
gan &  Co.  Chairman 
Douglas  A.  Warner  III  were  there. 

LTCM,  founded  by  former  Salomon 
Inc.  traders  including  John  Meriwether, 
had  already  lost  .$2  billion  of  its  $4  bil- 
lion in  the  fii'st  eight  months  of  1998, 
and  was  facing  liquidation  due  to  huge 
losses  in  fixed-income  markets  around 
the  world.  The  plan,  which  was  reached 
on  the  evening  of  the  23rd,  called  for  a 
consortium  of  major  banks  and  invest- 
ment firms  to  put  up  more  than  .$3.5 
billion  in  new  equity  for  ltcm.  In  return, 
LTCM  will  give  up  control  to  an  over- 
sight committee  that  will  run  the  fii'm. 


Members  will  includ 
representatives  o 
Goldman  Sachs,  Merri] 
Lynch,  Morgan  Stanle; 
Dean  Witter,  Traveler 
Group,  and  UBS.  "W 
gi'eatly  appreciate  thi 
wilHngness  of  the  con 
sortium  to  provide  cap 
ital,"  Meriwether  sai( 
in  a  statement. 

The  hedge  fund's  cri 
sis  began  ai'ound  Sepi 
18.  Beai-  Steams  &  Co 
an  LTCM  lender,  hai 
asked  the  fund  to  re 
duce  trading  position 
because  the  value  o 
bonds  LTCM  had  pledge 
a.N  Lullateral  had  fallen,  sources  say.  Tha 
forced  LTCM  to  find  new  financing.  Th 
firm  turned  to  a  $500  miUion  committei 
credit  facility  that  ltcm  had  lined  up  fo 
just  this  situation,  say  market  sources 
But  some  of  the  banks  in  the  syndicat 
balked  at  letting  ltcm  di"aw  dovra  thei 
credit,  say  mai-ket  sources,  because  ltci 
was  close  to  defaulting  on  some  loai 
covenants. 

That's  when  LTCM,  whose  partners  in 
elude  foiTner  Federal  Resei^e  Vice-Chaii 
man  David  W.  Mullins  Jr.,  called  the  Fee 
One  source  says  ltcm  first  asked  th 
New  York  Fed  to  force  its  banks  to  hon  r 
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With  losses 
mounting,  LTCM 
faced  liquidation 


or  their  commitments.  In  any  event,  th 
prospect  of  an  ltcm  failure  brought  swU  '' 
attention  from  the  Fed.  "This  could  spoo 
the  mai-ket  if  tliis  thing  went  dovra  an( 
nobody  ciid  anything,"  says  Roy  C.  Smitl 

  a  finance  professor 

New  York  University. 

On  the  evening 
Monday,  Sept.  21, 
meeting  was  held  a°" 
ltcm's  Greenwie 
(Conn.)  headquarter* 
with  its  banks.  The  inir*' 
tial  proposal  was  fof'''"''^' 
to  cough  up  $250  milhon  eaci 
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the  banks 


to  buy  ltcm  for  $4  biUion,  say  marke 
soui'ces.  Some  balked,  but  othei-s  presse" 
for  a  quick  resolution. 

Few  tradei-s  missed  the  irony:  Even  a 
news  of  the  bailout  plan  emerged  o 
CNBC  on  the  23rd,  Fed  Chairman  Ala' 
Greenspan  was  warning  Congi'ess  tha 
the  worsening  global  crisis  requu'ed  a( 
tion  by  the  U.  S.  Both  in  pubhc  and  be 
hind  closed  door 

By  Leah  Natlians  Spiro,  with  Gar 
Silverman  in  New  York  and  Dean  Foui 
in  Washitigton 
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lURIED  IN  NOMURA'S 
lEAL  ESTATE  RUBBLE 

lore  fallout  from  the  mortgage-backed-securities  meltdown 

bservant  investors 
at     the  Capital 
America  conference 
1   Aug.    27  noticed 
mething  weird  going 
1.    The  conference, 
tsted  by  Ethan  Pen- 
T,    the  aggressive 
nker  who  had  made 
Dmura  Securities  Co. 
;op  player  in  commer- 
il  real  estate  finance, 
IS  the  event  of  the 
ar  for  people  interest- 
in  the  arcane  but 
;rative     world  of 
mmercial  mortgage- 
cked  securities.  The 
siness  of  securitizing 
mmercial  mortgages 
d  made  37-year-old 
nner  one  of  the  high- 
,-paid  people  on  Wall 
'eet,  earning  as  much 
$45  million  a  year. 
But  that  night,  there 
,s  Penner,  who  had 
t  persuaded  Nomm-a 
put  its  CMB  business  into  a  separate 
pital  Company  of  America  subsidiaiy, 
:ing  at  the  same  dinner  table  vnth 
!  Nomura  brass — yet  neither  camp 
s  saying  a  word  to  the  other. 
5oon  enough,  it  became  clear  why 
re  was  a  chill.  On  Sept.  19,  Nomura 
Iding  America,  owner  of  Capital 
lerica,  announced  that  it  had  accept- 
Penner's  resignation.  Three  days  lat- 
Tokyo-based  Nomura  Secm-ities  an- 
mced  that  it  would  inject  $380  million 
equity  and  $150  million  in  subordi- 
■ed  debt  into  Nomura  Holdings 
lerica.  Capital  America,  Nomura  says, 
I  show  a  $275  million  aftertax  loss 
the  six  months  ending  on  Sept.  30. 
■t  of  the  parent  company's  infusion 
1  be  used  to  bring  Capital  America's 
italization  back  to  the  $1  billion  it 
[ted  vrith  when  the  unit  was  made 
eparate  subsidiary  in  June.  Says 
lliam  Wraith  IV,  co-CEO  of  Nomura 
Iding  America,  in  a  press  release: 
ids  demonstrates  that  we  and  our 
(ent  fully  support  Capital  America 
I .  its  new  management." 
/apital  America  is  just  the  most  vis- 
!  casualty  in  an  increasingly  shaky 
'ket.  Investment  houses,  including 
('  ^'ii'st  Boston,  Lehman  Brothers,  and 


Capital  America  accoimt  for  almost  70% 
of  the  loans  backing  cmb  issues.  And 
because  they  don't  want  to  sell  into  a 
market  where  demand  is  scarce,  they 
are  sitting  on  billions  in  inventory  that 
may  well  be  overvalued. 
PRICKLY  HEDGES.  Making  matters 
worse,  the  fixed-income  markets  have 
turned  on  these  finns.  Tliey  had  tried  to 
protect  against  rising  interest  rates — 
and  falling  bond  prices — wliile  they  held 
the  CMBs.  It's  common  for  dealers  to 
use  hedges  in  this  market,  where  it  can 
take  months  to  make  loans,  have  them 
rated  by  credit  agencies,  and  then  sell 
them  to  investors.  Firms  are  desperate 
to  limit  the  risk  that  market  conditions 
will  change  while  they're 
holding  the  assets.  So 
they  routinely  hedge 
against  the  risk  of  rising 
interest  rates  by  selling 
Treasury  bonds  short.  The 
theory  is  that  if  rates  rise, 
losses  on  the  value  of  the 
loans  they  hold  would  be 
offset  by  the  rising  value 
of  their  hedges — and  vice 
versa. 

Not  this  time.  With  the 
rest  of  the  world  collaps- 
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RISING  RISK 


RISK  PREMIUM  OVER 
TREASURIES  FOR  AAA-RATED 
COMMERCIAL  MORTGAGE- 
BACKED  SECURITIES 
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A  PERCENTAGE  POINTS 
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ing,  investors  are  paying  up  for  Trea- 
suries. That  means  prices  on  Treasuries 
are  rising,  not  falling.  But  buyers  are 
staying  away  from  other  fixed-income 
securities.  So  despite  the  fact  that  delin- 
quencies on  commercial  loans  are  at  a 
28-year  low,  prices  for  cmbs  have  not 
rallied  along  with  Ti'easuries,  and  the 
spread  between  AAA-rated  cmbs  and 
10-year  Treasury  bonds  has  almost  dou- 
bled in  the  past  six 
months,  to  130  basis 
points.  As  a  result,  the 
fiiTns'  losses  from  hedges 
have  mounted,  and  the 
value  of  the  cmb  securi- 
ties has  remained  flat  or 
declined.  "There's  no 
successful  hedge  for 
[yield]  spread  risk,"  says 
Andy  Stone,  the  head  of 
Credit  Suisse  First 
Boston's  CMB  division. 

Now,  the  problems 
are  coming  home  to 
roost — and  not  just  at 
Nomura,  wmf  Group,  a 
real  estate  lender  based 
in  Vienna,  Va.,  took  a 
$30  milhon  loss  on  Aug. 

FALL  FROM  GRACE 

After  sparring  with 
t  he  brass  at  Nomura, 
Ethan  Penner 
resigned  on  Sept.  19 

31,  when  it  soki  a  $691  million  portfolio  of 
loans  to  Menill  Lynch  &  Co.,  neai'ly  wii> 
ing  out  its  $40  million  in  capital.  "This  is 
the  100-yeai'  flood  in  our  industiy,"  says 
Michael  Ketcham,  wmf's  chief  financial 
officei'.  If  wmf's  experience  is  typical, 
Wall  Street  firms  holding  most  of  the  es- 
timated $35  billion  in  commercial  loans 
slated  to  come  to  mai-ket  tliis  yeai-  could 
face  losses  of  .$500  million  or  more  on 
the  value  of  the  cmbs  themselves  and 
on  the  attempted  hedges. 

Some  firms,  eager  to  keep  their  in- 
ventory from  expanding  further,  have 
simply  stopped  making  new  real  estate 
loans.  In  early  September,  Credit  Su- 
isse First  Boston  announced  it  would 
cease  new  lending  until 
conditions  in  the  cmb  mar- 
ket improve.  Others  have 
since  followed  suit.  It  re- 
mains to  be  seen  what 
Nomui-a  vrill  do.  But  one 
thing  is  for  sure:  Nomura 
and  others  will  feel  plenty 
of  pain  before  they  see 
new  gains  in  this  market. 

By  Leah  Nathans 
Spiro  in  New  York  and 
Andrew  Osterland  in 
Chicago 


COIVIMENTARY 

By  Christopher  Farrell 


THE  NET  AND  EMERGING  MARKETS:  BOTH  WILD.  BOTH  VITAL 


It's  dangerous  on  the  frontier — 
whether  you're  talking  about 
emerging  markets  or  the  Internet. 
That  lesson  was  diiven  home  painful- 
ly this  past  summer  as  U.  S.  equities 
plunged  because  of  the  deepening 
crisis  in  Asia,  Russia,  and,  most  re- 
cently, Latin  America.  As  the  market 
tumbled,  the  fast-moving  companies 
that  are  taming  cyberspace  and  cre- 
ating a  new  online  economy  also 
lost  ground. 

From  the  investment 
euphoria  for  tulip 
bulbs  in  17th-centu- 
ry Holland  to  the 
bubble  in  biotech 
stocks  in  the  early 
1990s,  it's  easy  to 
dismiss  the  market's 
recurrent  manic  moods. 
The  mid-'90s  stampede 
into  emerging  markets 
certainly  looks  ill-advised 
now,  and  the  billion-dollar 
valuations  on  Internet  companies 
with  little  revenue  and  no  profits 
seem  equally  preposterous. 

But  simply  wagging  a  finger 
at  the  excesses  misses  a  funda- 
mental point  about  emerging 
markets  and  Net  startups.  In 
both  cases,  we're  talking  about  fron- 
tier economies  with  few  i-ules  or  tra- 
ditional guideposts.  It's  a  Wild  West 
where  no  one  really  knows  what  will 
work  and  what  won't. 

This  we  do  know:  It  would  take 
far  longer  for  these  economies  to  de- 
velop without  Wall  Street's  enthusi- 
asm for  funding  entrepreneurship  in 
the  hope  of  making  a  financial  kiUing. 
After  all,  it's  only  with  hindsight  that 
we  really  learn  which  projects  were 
genuinely  wacky  and  which  ones 
were  suii^risingly  sound. 
WITHOUT  A  MAP.  The  parallels  be- 
tween emerging  markets  and  the 
Net  are  striking.  Both  are  trying  to 
cope  with  difficult  transitions  without 
a  blueprint.  From  Russia  to  Indone- 
sia, state-dominated  economies  are 
striving  to  create  private  enterprises, 
stable  banking  systems,  and  other  in- 
stitutions vital  to  sustaining  rapid 
economic  growth. 

Net  companies,  meanwhile,  are  in- 
venting a  profit-making  cybereconomy 


in  what  once  was  a  noncommercial 
frontier.  Most  Net  investors  have  yet 
to  experience  the  kind  of  pain  that, 
say,  owners  of  i-uble  funds  are  feeling. 
And  although  some  Web  liighfliers  are 
ascendant  again,  more  dislocations  ai'e 
inevitable.  "In  both  cases,  it's  the 
changing  of  the  mles  that  is  proving 
so  troublesome,"  says  Esther  Dyson, 
a  high-tech  maven  who  also  ad- 
vises Russian  companies. 
;  /yy  And,  in  both  con- 

I /j  / _  texts,  profits 
are  elusive 
during  the 


FRONTIER  HAZARDS 

Despite  the  havoc 
that  follows  speculative 
bubbles,  some  of  the 
underlying  economic 
advances  usually  endure 

transition.  Dealmaking  flourished  af- 
ter the  collapse  of  communism  and 
the  embrace  of  laissez-faire  econom- 
ics in  emerging  markets.  But  foreign 
capital  fled  once  investors  realized 
that  debts  were  enormous  and  earn- 
ings nonexistent.  Dealmaking  is  all 
the  rage  in  cyberspace,  even  though 
few  Net  companies  are  making  much 
money.  "Lots  of  capital  is  looking  for 
a  get-rich-quick-scheme  off  the  Inter- 
net," says  Edward  E.  Yardeni,  chief 
economist  at  Deutsche  Bank  Securi- 


ties Inc.  "The  Internet  stocks  could 
implode  as  rapidly  as  the  emerging 
mai'kets  did  if  the  rate  of  return  isn't 
there." 

While  great  speculative  bubbles 
usually  end  badly  for  investors,  the 
underlying  economic  gains  in  most 
cases  endure.  For  instance,  in  the 
late  1860s,  Europeans  invested  in  the 
world's  biggest  emerging  market — 
the  U.  S.  Much  of  the  money  flowed 
into  high-risk,  high-return  raifroad 
secuiities.  But  capital  fled  in  1873  as 
investors  recoiled  at  the  railroads' 
crippling  debt  burdens  and  mounting 
evidence  of  widespread  corruption, 
according  to  J.  Bradford  de 
Long,  professor  of  economics 
at  the  University  of  Califor- 
nia at  Berkeley  The  U.  S. 
economy  tanked  as  a  re- 
sult. Yet  the  rail- 
roads stayed,  a  new 
national  infrastruc- 
ture that  played  a 
vital  role  in  the 
fivefold  increase  in 
net  national  product 
and  a  near-tripling  in 
real  per-capita  in- 
comes between  1870 
and  the  outbreak  of 
World  War  I.  In  the  same 
way,  despite  all  the  turmoil, 
Asia  still  has  a  superb  workforce 
and  savvy  entrepreneurial  class, 
which  will  eventually  translate  into 
genuine  market  power  and  economic 
growth.  It's  the  same  with  the  Net, 
although,  blessedly,  the  cybercrunch 
won't  cause  social  fallout  on  the  scale 
of  the  emerging-market  bust.  Com- 
panies will  disappear,  products  will 
vanish,  but  the  Net  will  remain. 

Financial  history  tells  us  that 
stock  prices  can  get  far  out  of  whack 
with  the  fundamentals — it  is  the  na- 
ture of  the  beast.  Pioneers  and  \A- 
sionaries  often  fail.  Investment  scams ; 
and  scandals  are  inevitable  along  the 
economic  margins.  But  quality  will 
out.  And  the  frontier  economies  of 
the  Net  and  emerging  markets  are 
moving  closer  toward  the  economic 
mainstream. 

Farrell  covers  the  markets 
from  St.  Paul. 
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HE'S  THERE  TO  BACK  YOU  UP. 
to  help  make  sure  your  long-term 
financial  goals  can  be  met  and 

Goal  Keeper^ 

your  family  kept  secure  today. 

A  superstar?  Yes.  We've  got  lots  of 
them.  As  part  of  the  global  AXA 
group,  a  financial  services  power 
house  with  more  than  $530  billion 
under  management Equitable  has 
a  full  line  of  products  and  services  for 
all  life's  opportunities  and  challenges 
Our  representatives  hold  more  dua 
CLU  and  ChFC  professional  designa 
tions  than  anyone  in  the  industry.  And 
they're  ready  to  help.  It  all  starts  with 
a  phone  call.  Contact  us  today.  We 
have  some  of  the  best  goal  keepers 
around.   1-800-590-5995  or  visit 
www.eqnitable.com 


EQUITABLE 


Member  of  the  Global  I 


I  Group 


!T?Trinauitable  is  solely  responsible  tor  its  own  obligations. 


*As  of  12/31/97 


News:  Analysis  &  Commentary 


COMEBACKS 


OH.  DO  I 

LOVE  MY  iMAC 

Is  Steve  Jobs's  hip  hit  the  start  of  something  big  at  Apple? 


I 


NEWBIE:  Murt  tliuii  lo'Tc  of  iMac  buyers  may  be.  tike  Slierry.ftrst-t PC  owners 


The  eye-catching  iMac  is  rexiving  a 
feeling  that  Apple  Computer  has 
not  been  able  to  spark  in  years: 
love  between  constimer  and  computer. 
In  Piinceton,  X.J.,  a  dozen  kids  stoiTned 
the  home  of  Diane  and  Bobby  Landis 
Hackett  to  gawk  at  the  blue,  ctu'\y  ma- 
chine. In  Laguna  Xiguel,  Calif.,  9-year- 
old  Elias  Isquith  adores  his  iMac,  in 
part  because  "it  reminds  him  of  the 
ahens  in  Independence  Day"  says  his 
mom,  NataHe.  In  Amherst,  Mass.,  55- 
year-old  music  professor  Estela  K. 
Olevsky — a  self-described  computer 
hater — succumbed.  "I  hked  the  look  of 
it.  and  I'm  pleased  because  it's  not  clut- 
tering up  my  desk." 

The  clutter,  for  a  change,  is  in  the 
aisles  of  your  local  Macintosh  dealer. 
Although  it  only  hit  the  stores  in  mid- 
month,  the  $1,300  iMac  was  the  No.  2 
best-seUing  computer  in  the  U.  S.  for 
August,  after  a  Hewlett-Packaixl  model, 
diixing  Apple's  U.  S.  retail  mai'ket  share 
from  6.89^  in  July  to  13.5^,  says  market 
researcher  PC  Data.  "We  sold  more 
iMacs  in  a  short  amoimt  of  time  than 


any  computer  we've  ever  sold,"  says 
Hai'old  F.  Compton.  cliief  operating  of- 
ficer of  CompUSA  Stores  Inc. 

And  it's  not  just  hard-core  Apple 
lovers  that  ai'e  buxing.  More  than  15% 
of  iMac  buyers  are  fii"st-time  PC 
owners,  and  an  additional 
12%  were  converts  from 
"Wintel"  models  based 
on  Microsoft's  Win- 
dows, according  to 
ComputerWare,  a 
West  Coast  chain. 

This  being  Apple, 
the  next  question  is 
whether  interim  ceo 
Steven  P.  Jobs  can  sus- 
tain the  iMac  momenttun 
while  keeping  other  paits 
of  the  business  on  the 
comeback  trail.  After  weeks 
of  shortages,  Apple  is  now  catching  up 
with  brisk  demand  for  a  new  Power- 
Book  laptop,  and  Jobs  is  expected  to 
unveil  a  cheaper  portable  next  spring. 

How  will  iMac  fai"e  once  the  novelty 
fades?  "This  computer  is  a  fashion 


statement  right  now,  but  those  thing: 
wear  off,"  says  Oppenheimer  Securi' 
ties  analyst  James  D.  PojTier.  "If  Appl 
intends  to  sell  lots  of  machines  basei 
on  how  they  look,  that's  a  pretty  tenul 
ous  story."  The  iMac  has  to  hold  it: 
own  in  a  market  of  sub-$1.000  (an 
falling)  PCs.  And  Korean-based  E-Ma| 
chines  has  announced  plans  to  sell  a: 
iMac  look-alike  for  less  than  $600.  sa; 
analysts. 

Apple  would  not  comment  for  thi: 
aiticle.  but  its  suppliers  and  dealei-s  te' 
BU.si\ES.s  WEEK  that  the  company  pla: 
to  build  as  many  as  1  million  iMacs  b; 
the  end  of  the  year — double  many  ana] 
lysts'  estimates.  Analysts  figiu-e  Appl 
could  sell  750,000  iMacs  in  the  fourt 
quarter,  after  moving  250,000  this  quai- 
ter.  and  the  company  may  show  gi'owtl 
in  the  Christmas  quarter  for  the  fii's 
time  since  1996.  j 
PRINTING  GLITCH.  Tliat  would  be  a  mucl 
needed  boost  for  Apple.  Revenues  ari 
expected  to  shi-ink  by  11%,  to  $5.9  bil 
lion,  in  the  yeai*  that  ends  Sept.  30.  an(  fjft 
the  company  continues  to  lose  share 
the  education  and  coi-porate  market 
While  Apple's  dismal  record  on  opera 
tions  has  improved,  more  must  be  dont 
Already,  one  high-end  Mac  was  tablec 
and  slow  PowerBook  production  causei 
shortages.  And  a  software  bug  in  th^ 
iMac.  discovered  after  the  Aug.  1. 
laimch,  delayed  shipment  of  peripher 
als  and  an  adapter  kit  for  Hewlett, 
Packai'd  Co.  printer; 

Such  ghtches  are  annoying  to  co: 
sumei*s.  Dr.  Deboi-ali  Kubasiak,  a  CM 
go  sm-geon  who  replaced  her  aging  Ma| 
with  an  iMac,  grouses  about  he 
^  inability  to  print:  "I  thought  A; 
pie  was  coming  back  and  I  wa 
^^^m  going    to    be    part    of  th 

wave  They  didn't  need  this." 

^^^^^^^^      Still,  the  ilVIac  is  winnin; 

plenty  of  new  fan: 
Take  James  Dale  Shei 
ly  of  Walnut  Creek.  Cah 
He  put  oft"  bujing  a  PC  fo 
years.  After  seeing  th 
iMac  early  this  summe: 
though,    he    took  th 
plunge — and  bough 
Apple  stock  to  bool 
Now,  he's  a  happy  cu; 
tomer  and  a  happy  in"! 
vestor:    Apple's  stoc, 
stands  at  around  $37,  u 
fi'om  $14  last  December.  "Fv 
made  a  few  htmdi'ed  doUai"s,"  says  Shei 
ry.  "I  think  it's  cuter  now  than  it  wa 
when  I  bought  it."  Greater  flatteiy 
computer  cannot  hope  for. 

By  Peter  Burrows  in  San  Matei 


Calif.,  with  bureau  reports 
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Then  again,  they  don't  have  the  right  network. 


Do  you? 


More  connected. 

ie  right  network  can  make  all  the  difference  between  a  supply  chain  that  works  and  one  that  doesn't.  That's  why 
lorn  networks  drive  the  applications  that  track  everything  from  raw  goods  to  gross  receipts.  Visit  us  at 
-^/w.3com.com/moreconnected  to  learn  how  we've  connected  more  people,  to  more  networks,  in  more  ways  than  any  other 
impany.  Because  if  we  can  keep  up  with  the  demands  of  the  average  five-year-old,  we  can  definitely  keep  up  with  yours. 
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WASHINGTOH 


mm 


Treasuiy  Secretary  Rubin 
is  the  most  prominent  of 
those  who  can't  leave  without 
seeming  to  abandon  Clinton 

For  months,  a  weary  Treasury  Sec- 
retary Robert  E.  Rubin  has  been 
wistfully  eyeing  the  exits,  accord- 
ing to  friends.  But  he  can't  find  the 
right  time  to  bolt.  The  worsening  glob- 
al financial  crisis  already  has  foixed  Ru- 
bin to  extend  his  stay.  Now,  the  Presi- 
dent's sex  scandal  makes  it  impossible  to 
leave  without  looking  as  if  he's  aban- 
doning a  sinking  ship — a  move  sure  to 
rattle  the  markets.  "Bob  Rubin  is 
trapped,"  says  David  J.  Rothkopf,  a  for- 
mer top  Commerce  Dept.  official.  "He'd 
love  to  get  out,  but  his  departure  now 
would  be  worse  than  Monica  Lewinsky 
discovering  another  dress  in  her  closet." 

The  Ti-easiuy  chief  isn't  the  only  top 
Adininistration  official  strapped  to  a  deck 
chau-  on  the  listing  uss  Clinton.  Wliite 
House  officials  say  other  Cabinet  offi- 
cers and  Presidential  advisers  are 
pondei'ing  an  exodus  after  the  Nov.  3 
election.  Insiders  say  they  include  Envi- 
ronmental Protection  Agency  Adminis- 
trator Carol  M.  Browner  and  possibly 
Health  &  Human  Services  Secretary 
Donna  E.  Shalala,  who  rebuked  Clinton 
for  his  moral  lapses.  But  with  impeach- 
ment talk  rife  in  Congress,  "people  will 
be  more  likely  to  stay,"  says  a  Clintonite. 

That's  just  as  well,  because  top  talent 
will  steer  clear  of  a  crippled  Presidency. 
Says  Rutgers  Unix  ersity  Presidential 
scholar  Ross  K.  Baker:  'It's  hard 
enough  to  get  good  people  toward  the 
end  of  a  viable  Presidency."  One  exam- 
ple: Clinton's  inability  to  recruit  a  big 
name  to  represent  him  in  any  inipeach- 
ment  proceedings. 


Non-political  posts  are  proving  hard 
to  fill  as  well.  Presidential  aides  say  the 
scandal  has  hampered  efforts  to  find 
someone  for  the  Federal  Resei^ve  Boai'd, 
which  has  had  a  vacancy  for  three 
months.  "It's  scared  off  potential  nomi- 
nees," says  an  official.  "People  are  ap- 
prehensive about  going  through  an  ugly 
confu-mation  battle.  Suddenly,  a  career 
as  a  bank  senior  vice-president  doesn't 
look  so  bad." 

The  personnel  problem — and  the  low 
morale  among  trapped  Clintonites — will 
make  it  even  harder  for  a  besieged 
President  to  craft  policies  acceptable  to 
a  hostile  Congress.  Certainly,  it  will  be 
tough  for  senior  advisers  to  keep  their 
mind  on  policy  when  they  have  one  foot 
out  the  door.  Rubin  and  Shalala,  for  in- 
stance, would  play  key  roles  in  Social 
Security  reform  next  year 


TIED  DOWN 


"[Rubin's]  departure 
now  would  be  worse  than  Monica 
Lewinsky  discovering  another 
dress  in  her  closet" 


What's  more,  many  top  Clintonites 
are  ambivalent  about  serving  a  Presi- 
dent who  deceived  them  when  he  de- 
nied having  sex  with  Lewinsky.  "Rubin 
is  not  a  Clinton  loyalist,"  says  one  as- 
sociate. "He  likes  the  President  but 
thinks  he  screwed  up  big  time."  Still, 
this  source  predicts  Rubin  sill  stay  a 
while  longer.  "He's  a  Democratic  loyal- 
ist and  isn't  going  to  burn  the  party 
now." 

Even  if  the  President  can  convince 
heavyweights  to  become  nominees,  he'll 
face  confirmation  hurdles  in  the  Senate. 
Republicans  say  Clinton's  woes  give  the 


GOP  less  incentive  to  work  out  dispute 
over  appointments.  One  casualty  ma 
be  veteran  diplomat  Richard  C.  Ho 
brooke.  His  nomination  as  U.  N.  ambat 
sador  has  been  snagged  over  questior 
about  omissions  ft'om  his  financial  dii 
closure  report  and  allegedly  illegal  coi 
tacts  with  the  State  Dept. 
DROPPING  HINTS.  Among  the  few  to 
hands  who  have  signaled  they  will  leav 
are  Chief  of  Staff"  Erekine  B.  Bowles  an 
top  political  strategist  Rahm  Emanue 
Presidential  pi"ess  secretary  Michael  I 
McCui'iy  has  ah-eady  announced  his  d( 
parture.  It's  easier  for  White  Hous 
staffers  to  split  because  their  replac( 
ments  don't  need  Senate  confu'matio: 
and  few  White  House  aides  have  t? 
public  stature  of  Cabinet  heads.  The  e; 
ception  is  Bowles,  who  could  be  su 
ceeded  by  his  deputy,  John  D.  Podesl 
(page  55). 

But  even  Bowk 
departure  won 
move  the  marke, 
the  way  a  Rub;i 
resignation  migh 
"Right   now,  tl 
market  is  countir 
on  Bob  Rubin  ar 
Alan  Greenspj 
staying  where  they  are,"  says  econ 
mist  L.  Douglas  Lee,  who  does  politic 
analysis  for  hsbc  Securities. 

Rubin  isn't  discussing  his  plans.  Bi 
he  has  been  paving  the  way  f< 
Lawi-ence  H.  Summers,  his  deputy, 
succeed  him.  Summers'  confirmatio 
however,  is  anytliing  but  certain.  A  V€ 
eran  House  Democrat  fears  the  ma 
kets  "may  want  someone  with  mo: 
statm'e."  That's  why  Rubin  and  his  Ca 
inet  colleagues  may  be  on  a  longer  vo 
age  than  they  want.  And  it's  not  exac 
ly  a  pleasure  cruise. 

By  Owen  Ullmann  in  WashingU 
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Guess  how  Rollerblade  is  staying 
a  jump  aiiead  of  customers. 


When  you're  the  leader  in  a  high-energy, 
style-conscious  market  like  in-line  skating, 
it  takes  more  than  a  great  product  to  keep 
the  spin  fresh.  It  takes  a  connection  with  the 
customer  that's  nothing  short  of  intimate. 

Rollerblade,  Inc.  relies  on  enterprise 
software  from  J.D.  Edwards  to  keep  the 
information  links  tight  throughout  its  supply 


chain — all  the  way  from  manufacturing  to 
point  of  sale.  Says  Al  Sussman,  Rollerblade's  VP. 
of  IT,  "Enterprise  Software  from  J.D.  Edwards 
lets  us  turn  on  a  dime  when  we  have  to.  And  in  this 
business  we  have  to  just  about  every  15  minutes. " 

Software  from  J.D.  Edwards  tracks  pricing, 
planning,  profitability  and  distribution  for 
Rollerblade.  "It  saves  us  time  and  money," 


says  Sussman,  "But  most  of  all  it  helps  us 
react  quickly  to  every  move  the  customer 
makes.  And  in  this  business,  that's  the  only 
way  you  can  play" 

That's  how  enterprise  software  ought 
to  be.  It  can  be  for  you,  too.  To  find 
out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com/customer. 


IPEdwards 

Enterprise  Software 
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THE  PALL 
OVER  TOYLAND 

Scarce  hits  and  precocious  kids  could  make  this  a  dismal  year 

Paul  Cleveland  is  no  babe  in  the 
woods.  StUl,  the  former  head  of 
the  Mattel  boys'  toy  division,  ^ 
who  now  mns  WPF  Inc.,  expect- 
ed hefty  order's  for  his  compa- 
ny's Alien  Anatomy  game — 
especially  after  Toys  'R' 
Us  Inc.  ordered  15,000  in 
1997.  At  February's  Toy 
Fair,  a  Toys  'R'  Us 
buyer  stopped  by  to 
praise    the  aliens, 
which  feature  remov- 
able innards.  But  pi-aise 
turned  out  to  be  aJl  Cleve- 
land got.  "Two  years  ago 
they  would  have  doubled  their 
orders,"  claims  Cleveland,  who 
has  resorted  to  selling  his 
aliens  in  car-wash  gift  shops. 
'We  have  had  to  scramble." 

That  goes  for-  the  entire 
toy  business.  Following  the 
lead  of  Toys  'R'  Us,  retailer-s  ar-e 
cutting  back  on  the  nimibei'  of  toys 
they  order  Retail  sales  for  toys  are 
up  just  0.7%  over  last  year;  according 
to  NPD  Group  Inc.,  a  Port  Washington 
(N.Y.)  marketing  consulting  group. 
Ther-e  isn't  likely  to  be  much  mer-ry- 
making  in  toyland  this  Christmas,  either-. 
NPD  projects  a  2%  hike  in  overall  1998 
sales.  "It  is  a  wakeup  call  for  the  indus- 
try," says  Stephen  Berman,  president  of 
Jakks  Pacific,  a  Malibu,  Calif.,  toymaker 
NOT  COOL.  Toys  'R'  Us  is  by  far  the 
biggest  grinch.  Locked  in  a  losing  battle 
for  mar-ket  share  with  Wal-Mart  Stores 
Inc.  and  other  mass  r'etailers,  the  com- 
pany on  Sept.  16  announced  a  restr-uc- 
tnring  that  will  close  90  stor'es,  refor- 
mat current  ones  to  add  kids'  apparel 
and  electronics  items  such  as  cell  phones, 
and  cut  prices  on  existing  toy  stock.  The 
move  comes  after  a  Marx'h  decision  to 
slash  inventory  by  $500  milhon  over  the 
next  two  year's.  These  steps  have  al- 
ready hurt  shipments  and  could  siphon 
sales  away  ft'om  newer  toys.  Toys  'R' 
Us  declined  to  comment.  But  the  com- 
pany scheduled  a  meeting  with  manu- 
facturers on  Sept.  24  to  outline  how  its 
changes  will  affect  them. 

For  toymakers  such  as  Mattel  Inc. 
and  Hasbro  Inc.,  though,  the  challenges 
don't  end  with  Toys  'R'  Us.  Manufactur- 


A  SAD  TOY  STORY 


DATA  TOY  MANUFACTURERS  OF  AMERICA.  NPD  GROUP 

ers  simply  haven't  come  up  with  hot  toys 
yet  this  year  Hasbro's  Teletubbies,  Ga- 
loob's  Spice  Gir'ls,  and  Mattel's  Hot 
Wlreels  and  Winnie  the  Pooh  lines  ar-e 
selling  just  fine.  But  they  don't  compare 
with  last  year's  rages,  such  as  Tama- 
gotchis. "The  couple  of  bright  spots  are 


not  enough  to  drive  people  into  th| 
stores,"  says  John  Taylor,  an  analyst 
Arcadia  Research. 

The  boys'  aisles  are  particularly  de 
pressing.  Action  figxires  tied  to  Hollj 
wood  films  and  TV  shows  have  long  heei 
the  cash  cows  of  that  side  of  the  busi 
ness.  But  the  action-hero  business  i| 
down  15%  year  to  date,  according  tl 
NPD.  "My  worry  is  consumers  are  morj 
sophisticated — that  it  isn't  cool  an^ 
more  to  see  a  movie  and  then 

out  and  buy  toysj 
says  Woodj 
— ^  Brown^ 
president 
Building  Q,  a  hceni 
ing  agent. 

Worse  yet,  toy  compi 
nies  are  picking  up 
dangerous  signal:  The; 
fear'  that  kids  ar'e  j 
ing  their"  toys  sooner  thes 
days,  putting  aside  Bai' 
bie  in  favor'  of  Spice  Gir'!, 
CDS,  clothes,  and  videj 
games.  "Kids'  interest  if 
traditional  toys  is  peaking  oni 
'     or  two  year-s  earlier  than  ll 
years  ago,"  says  John  Eyle 
CEO  of  F.  A.  0.  Schwarz. 
AVON  CALLING.  Mattel  and  Ha: 
bro  ar'e  tr-ying  to  head  off  the  d 
fections.  Both  companies  havl 
built  sizable  collector  business 
es  ii'om  scratch  in  the  past  fev 
years.  Hasbro  has  diversified  intji 
candy.  And  Mattel  is  aggressively 
looking  for  new  sales  outlets.  Avoj 
ladies  now  go  door-to-door  pitching  col 
lector'  Bar'bie  dolls  along  with  their-  co;: 
metics,  while  Shell  stations  stock  H 
Wheels  car's. 
Mattel  and  Hasbr-o  are  going  inter-a 
tive.  They  alr-eady  r-ank  among  the  ti 
10  PC  game  maker's.  Starting  in  Nove 
ber,  kids  will  be  able  to  design  theii'  o 
Barbies  on  Mattel's  Web  site.  Hasbr 
bought  Tiger'  Electronics  this  year;  whic 
now  pr'oduces  most  of  its  board  game 
including  Monopoly  and  Clue,  as  CD-PvO^ 
or  handheld  games.  "Today  we  defir 
ourselves  as  a  kids'  leisure  company,  m 
a  toy  company,"  says  Adam  Klein,  hes 
of  mar'keting  and  str'ategy. 

Of  coiu'se,  nothing  vdll  restore  fait 
in  the  toy  industry  as  much  as 
megabit.  Hasbro  and  Galoob  have  b( 
heavily  on  toys  tied  to  the  upcomir 
Star  Wars  tr-ilogy.  Together,  analysts  e 
timate,  they  could  pay  almost  $1  billic 
to  George  Lucas  to  Ucense  his  action  fij 
ures.  After  a  year*  of  sluggish  sales  ar 
slashed  inventory,  the  entir'e  toy  indastr 
is  pr-a^ing  that  the  For'ce  is  with  therr 
By  Kathleen  Morris  in  Los  Angel 
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NATIONSBANK'S 
UNHAPPY  MARRIAGE 

WHEN  NATIONSBANK  BOUGHT 

Montgomery  Securities  a 
year  ago,  many  wondered 
how  well  hard-charging 
Chairman  Hugh  McColl 
would  get  along  with  the 
investment  firm's  founder, 
Thomas  Weisel,  no  shrinking 
violet  himself.  The  answer 
came  on  Sept.  21  when 
Weisel,  57,  resigned  as  head 
of  what's  now  NationsBanc 
Montgomery.  Insiders  say 
he  was  fed  up  with  encroach- 
ments by  Charlotte  (N.  C.)- 
based  NationsBank  on  his 
San  Francisco  enclave.  The 
flash  point:  the  bank's  recent 
assumption  of  control  over 
Montgomery's  junk-bond 
business,  which  Weisel 
regarded  as  its  flagship  oper- 


CLOSING  BELL 


DAMAGED  GOODS 

Crown  Cork  &  Seal  is  feeling 
boxed  in  by  weakening  global 
markets.  On  Sept.  22,  the 
packaging  company's  stock 
plummeted  16%,  to  SlXt, 
after  Crown  disclosed  that 
currency  weakness  in  Mexico, 
Canada,  and  Brazil,  as  well  as 
the  strong  pound  in  Britain, 
would  hurt  earnings.  Crown 
expanded  its  global  reach  in 
1996  by  acquiring  a  French 
packaging  company.  Now  it  is 
slamming  the  brakes  on  capi- 
tal spending  and  will  take  a 
$121  million  aftertax  charge 
to  close  plants  and  cut  head 
count  by  7%. 


ation.  "Weisel  viewed  that  as 
a  virtual  breach  of  contract," 
says  Joan  Zimmerman,  an 
executive  recruiter  at  G.  Z. 
Stephens.  Weisel  won't  com- 
ment, but  friends  speculate 
he'll  launch  another  firm. 


DELL  OPENS  A  DOOR 
TO  THE  WEB 

ADD  DELL  COMPUTER  TO  THE 

ranks  of  companies  that  want 
to  be  your  Web  "portal."  On 
Sept.  23,  Dell  announced  that 
its  small-business  and  home 
PCS  will  come  with  software 
to  wliisk  customers  to  the  Net 
and  an  Excite  site  carrying 
the  Dell  brand.  The  offering, 
called  Dell  ConnectDirect, 
will  be  through  a  joint  ven- 
ture with  Excite  and  at&t 
Worldnet.  The  new  service 
reflects  growing  indepen- 
dence from  Microsoft — both 
by  joining  with  Excite,  whose 
portal  rivals  Microsoft's,  and 
by  offering  its  own  browser 
as  well  as  Internet  Explorer, 
which  comes  with  Win98. 


BAHLE  SOARS  AT 
BAHLE  CREEK 

SNAP,  CRACKLE,  KAPUT.  TWO 
top  execs  have  quit  Kellogg 
as  market  share  and  profits 
sag.  Thomas  Knowiton,  52, 
stepped  down  as  North 
America  president  on  Sept. 
21,  six  days  after  Donald 
Fritz,  51,  quit  as  Europe 
head.  Wall  Street  suspects  the 
new  president,  Carlos  Gutier- 
rez, is  wielding  the  broom. 
Kellogg  says  it  won't  com- 
ment on  speculation.  As  price- 
cutting  squeezes  margins, 
market  share  has  slipped  to 
31%  from  35%  in  1996.  More 
than  2,000  staff  positions  are 
being  reviewed. 

BAYER  BETS  BIG 
ON  BIOTEOH 

GENE  SLEUTHS  HAVE  YET  TO 
produce  drugs,  but  they're 
having  no  trouble  finding  big 


HEADLINER:  JAMES  GOODWIN! 


THIS  IS  YOUR  NEW  CAPTAIN  SPEAKING 


It  isn't  every  day  that  la- 
bor toipedoes  a  top  exec's 
chances  to  take  over  the 
corner  office.  Then  again, 
UAL,  which  will  be 
55%-ovraed  by  its 
unions  in  2000, 
isn't  your  typi- 
cal company. 
That's  why 
James  Goodwin, 
54,  is  ual's  new 
president. 

Goodwin,  a  32-year 
veteran  of  United  Aiiiines' 
parent  who  rose  through 
the  ranks  to  run  ual's  in- 
ternational and  then  North 
American  operations,  was 
installed  on  Sept.  22  after 
President  and  CEO-in-wait- 
ing  John  Edwardson  re- 
signed abi-uptly  on  Sept. 
18.  Edwardson  had  clashed 
with  the  pilots'  and  me- 


chanics' unions  over  issues 
ranging  from  pay  hikes  to 
a  unionization  drive  for 
counter  workers. 

Union  officials 
seem,  pleased  with 
Goodwin.  "The 
interaction  the 
pilots  have  had 
with  him  have 
been  quite  posi- 
tive," says  pilots' 
union  spokesman 
Madison  Walton,  not- 
ing that  Goodwin  recently 
helped  establish  a  new  sys- 
tem for  getting  pilots  to 
their  hotels  more  quickly 
after  flights.  But  company 
watchers  say  Goodwin  still 
may  not  be  the  next  chief 
executive  when  CEO  Gerald 
Greenwald  is  expected  to 
retire  in  July.  j 
By  David  Leonhardtl 


bucks.  In  the  largest  genetics 
deal  yet,  Bayer  will  pay  $465 
million  over  five  years  for 
access  to  genetic  data  pro- 
duced by  Millennium  Phar- 
maceuticals of  Cambridge, 
Mass.  Millennium  says  it  will 
identify  225  gene-based  pro- 
teins within  five  years  to 
help  treat  cancer,  pain,  and 
more.  Bayer  plans  to  use 
new  technology  to  test  the 
value  of  the  drug  targets. 
Both  companies  say  the  deal 
won't  produce  treatments 
anytime  soon. 

IS  GOLDMAN'S  IPO 
ON  HOLD?  

so  MUCH  FOR  MARKET  TIMING. 

Goldman  Sachs'  long-antici- 
pated initial  public  offering 
may  be  delayed  because 
financial  stocks  are  taking  a 
diubbing  from  the  emerging- 
markets  meltdown  and  a 
weak  IPO  market.  The  firm 
won't  comment.  But,  says 
one  insider,  "the  likelihood  of 


postponement  is  growm 
given  the  uncertainty  an 
volatility  in  the  market 
With  that  may  come  serioi 
morale  problems.  The  valu 
of  partners'  and  nonpar 
ners'  proposed  stakes  hav 
been  reduced  to  slivers 
the  market,  and  employee 
who  had  been  told  what  th' 
would  get  in  an  IPO  may 
left  with  nothing  but  frui 
tration  over  how  they're  va 
ued.  "In  many  respects,  the 
have  already  destroyed  tV 
partnership,"  says  a  rival 

ETCETERA... 


■  Cabletron  Systems  post€ 
its  fourth  straight  quarter 
falling  profits,  down  75%. 

■  Polaroid  is  reshuffling  i 
top  management  team  as  i 
profits  plummet. 

■  Ameiica  Online  will  m£ 
over  a  million  CD-ROMs  wee' 
ly  of  its  new  aol  4.0  servic 

■  The  Senate  passed  ban 
ruptcy  overhaul  legislati( 
by  a  vote  of  97  to  1. 
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TWA  RECOGNIZES  the  spirit  of  the  original  aviators 
in  today's  business  traveler.  Because  we  share  it. 

And  while  that  notion  may  seem  a  bit 
romantic,  the  people  of  TWA  know  it's 
simply  about  respect.  We've  even  named  our 
frequent  flyer  program  after  you:  Aviators!" 
Where  you're  recognized  with  dedicated 
check-in  facilities,  priority  boarding  privileges, 
and  more.  And  there's  Trans  World  First^"  our 
landed  and  enhanced  first-class  service. 


We've  added  60%  more  of  the  big,  comfortable 

first-class  seats  you  ask  for  every  time  you  fly. 

Every  airline  claims  experience,  skill  and 
know-how  when  it  comes  to  flying.  At  TWA, 
we  say  the  exact  same  thing.  About  you. 
That's  why  every  day,  on  every  flight,  we're 
making  it  our  mission  to  help  you  accomplish 
yours.  And  that's  just  one  of  the  ways  we 
recognize  you,  today's  aviator. 
We  want  to  be  your  airline." 


TWA 


#1  Domestic  Airline  for  Frequent 
Travela'  Satisfaction  Long  Flights 


For  more  information,  call  your  travel  professional  or  TWA  at  1-800-221-2000.  Visit  us  online  at  www.rwa.com 

Frequent  Flyer  Mtigazinc/J.D.Pvwer and Asiociates  1998 Airline  Cmtomrr  Sattsfutticn  Study — US.  Fhgtm 
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is  yet.  But  he  does  understand  how 
vital  information  is  to  the  success  of 
the  company.  And  with  a  StorageTel<'" 
solution  in  place,  he  knows  his  users 
can  access,  move  and  share  that 
information  effortlessly,  across  the 
enterprise.  (Not  a  bad  thing  when  you're 
the  new  guy.) 


IRST  DM  ON  THE  JOB. 

rse  he  already  knows  everything) 

With  the  latest  StorageTek  innovations, 
you  can  manage  information  in  ways 
you  never  thought  possit)le.  Our  unique 
OPENstorage"  solutions  combine  the 
y,M  best  of  disk  and-  tape  with  ultra-SCSI 

and  fibre  channel  connectivity,  for 
exceptional  speed  of  access  across  NT*' 
NOS  and  UNIX®  platforms.  And  you'll 
have  the  power  to  corrtrbl  it  all  from  a 
smgle  location. 

StorageTek  solutions  give  you  maximum 
scalability,  so  you  can  handle  growth 
with  ease.  And  built-in  redundancy 
•    •'  eliminates  single-point  failure,  "so  your 

1^;  data  is  always  available.  All  of  which 
means  storage  you  can  feel  confident 
about  from  day  one.  Jo  learn  more,  call 
V  1-800-STORTEK  today,  or  visit  us  pri 
'  the  Web.  Next  thing  you  know,  you'll 
know— well,  pretty  much  everything. 
www.storagetek.com/firstday 


StorageTek. 

Information  Made  Powerful  " 


©  1998  Storage  Technol6gy  Corporation.  StorageTek  is  a  registered  trademark  and  OPENstorage  and 
|iiMp,fijiatidn  Made,  Powerful  . are  trademarks  of  Storage  Technology,  Corporation.  All  other  trademarks  and 


jgistered  traderriafks  are  property,  of  their  respective  o' 
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;an  this  man 

save  bill  clinton's  hide? 


I 


n  a  corner  of  Deputy  Chief  of  Staff  John  D.  Podesta's 
White  House  office  sits  a  table  piled  with  kitschy  X-Files 
memorabilia.  Dubbed  "the  shrine,"  it  is  a  testament  to 
3  devotion  to  all  things  techie,  from  sci-fi  to  the  arcana  of 
cry]3tion  policy. 

But  these  days,  Podesta  doesn't  have  much  time  for  Mulder 
d  Scully.  A  whippet  of  a  man  with  a  nervous  laugh,  Podesta, 

has  emerged  from  the  shad- 
es to  dii'ect  the  battle  to  save 
Clinton  Presidency.  That 
ts  him  at  center  stage  in  The 
Rated  Files — a  drama  pitting 
inton  against  Independent 
lunsel  Kenneth  W.  Starr. 
)hn  s  in  the  eye  of  the  stoiTn — 
ike  that  cesspool,"  commiser- 
is  former  Deputy  Chief  of 
iff  Harold  M.  Ickes. 
Podesta's  job  could  get  a  lot 
igher  fast:  He  is  the  leading 
house  candidate  to  succeed 
ief  of  Staff  Erskine  B.  Bowles, 

0  is  heading  home  to  North 
rolina  soon  to  weigh  a  i-un  for 
/emor.  Podesta  won't  specu- 

about  a  possible  promotion, 

his  boss  is  effusive.  "He 
nvs  how  to  get  things  done 
Congress.  He  finishes  things, 
d  he  makes  me  laugh,"  says 
wles. 

'odesta's  wiy  sense  of  humor  has  made 
.  popular  with  other  Clintonites,  too. 
,  says  one  associate:  "John  can  go  from 
.ig  a  stitch  to  being  very  abrapt,  moody, 

1  secretive."  Perhaps  such  funks  are 
lerstandable,  considering  his  challenge, 
hough  Clinton  weathered  both  the  re- 
?e  of  Stair's  report  and  the  ailing  of  Ms 
)licit  Aug.  17  grand  jury  testimony, 

nocrats  still  fear  the  scandal  will  dev-   

ite  candidates  this  fall. 

JHT,  FIGHT,  FIGHT."  Podesta  is  trying  to  dampen  the  pes- 
ism.  He  is  blitzing  Capitol  Hill  to  give  pep  talks  to  panicky 
noci-ats  and  dangling  a  deal  that  could  result  in  a  quick  cen- 
9  of  the  President.  And  he  has  inshed  in  reinforcements  to 
;ter  ties  to  the  HiH,  tapping  sevei-al  fonner  Wliite  House  lob- 
3ts  as  volunteer  firefighters.  "They're  trying  to  make 
mocrats]  feel  more  seciu-e  and  get  them  out  of  town"  to  liit 

campaign  trail,  explains  a  lobbyist  advising  Team  Podesta. 
en  the  idea  is  to  work  on  a  few  membei"s  who  ai-e  sti-aying." 
ty  pols  cheer  Podesta's  efforts,  but  doubts  Linger.  "Tliere's  no 

I'd  rather  have  in  a  bunker  with  me,"  says  Democratic  con- 
ant  Joe  Tiippi.  "The  question  is,  can  anyone  get  out  of 

bunker  aHve'?" 

Iltimately,  Podesta's  scandal-control  strategy  rests  on 


Podesta,  chief  of 
scandal  control,  may 
soon  succeed  Bowles 
as  chief  of  staff 


shifting  Clinton's  defense  away  fi"om  legalistic  claims  that  he 
didn't  commit  perjuiy  to  the  more  salable  notion  that  sexual 
indiscretions  don't  warrant  removal.  By  harping  on  the  idea 
that  Republicans  are  engaging  in  a  vendetta,  the  White 
House  hopes  to  keep  Democratic  and  independent  voters 
from  straying  in  November. 

It  may  be  working.  According  to  a  CBS  News  poll  conducted 
after  the  gi'and  juiy  videotape 
aired,  the  President's  job  ap- 
proval rating  soared  to  68%, 
fi'om  59%.  Says  Democratic  con- 
sultant Michael  Berman:  "The 
hemon'haging  has  stopped." 

Republicans  insist  that  Clin- 
ton's good  tidings  will  be  short- 
lived. And  they're  irked  that  a 
longtime  activist  such  as  Podes- 
ta could  soon  be  directing  de- 
fense strategy  fi'om  the  Chief  of 
Staff's  office.  Hill  Republicans 
view  the  more  conservative 
Bowles  as  "an  honest  broker," 
says  a  gop  leadership  aide.  But 
Podesta  is  "a  paitisan  who  will 
fight,  fight,  fight  to  the  end." 
VALLEY  GUY.  Podesta— a  lawyer 
who  has  been  involved  in  na- 
tional politics  since  1968  and  di- 
rected research  on  opposition 
candidates  for  the  '88  Dukakis 
campaign — has  strong  ties  to  la- 
bor and  other  liberal  groups.  As  a  top 
staffer  for  Senators  Patrick  Leahy  (D-Vt.) 
and  Thomas  A.  Dasclile  (D-S.  D.),'now  Mi- 
nority Leader,  Podesta  often  butted  heads 
with  Republicans.  "He  always  was  the 
most  laiowledgeable  person  in  the  room," 
recalls  Leahy.  Adds  Daschle:  "John  has 
one  of  the  best  networks  in  town." 

But  Podesta  isn't  just  a  liberal  carica- 

  tui'e.  On  the  Hill,  he  became  fascinated 

with  technology  and  is  now  well-versed 
on  data  encryption  and  privacy  issues.  His  heart  may  be  with 
labor  and  environmentalists,  but  his  head  is  in  the  Inifoirnation 
Age.  "Podesta  is  one  of  the  few  people  in  the  White  House  at- 
tuned to  Silicon  Valley,"  says  Dan  ScWu;  a  f»p  teciinology  con- 
sultant in  California. 

Republican  stalwarts  dismiss  Podesta  as  a  second-stiinger 
who  isn't  up  to  the  job  of  leading  Clinton's  sui-vival  fight.  But 
those  who  have  watched  liis  steady  climb  say  it's  risky  to  un- 
derestimate liim.  'Jolm  will  never  have  the  buddy-buddy  rela- 
tionship with  the  President  that  Erskine  has,"  says  a  fiiend. 
"But  maybe  that's  not  what  Clinton  needs  right  now.  Maybe  he 
just  needs  a  lawyer  with  political  smarts."  And  a  touch  of  X- 


Files  pai'anoia,  too. 


By  Lee  Walczak  and  Richard  S.  Dunham 
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Finance 


INVESTING 


MUTUAL  FUNDS: 
THE  BEARS  HAVE  IT 

Last  quarter's  double-digit  gains  belonged  only  to  those  who  bet  on  market  declines 


jtlet. 

rstor 


wrs, 

"A  lot  of  people  would  have  thrown  ii 
the  towel  by  now,  but  we  haven't,  am  i^-n 
we  think  histoiy  will  prove  us  right; 
Minter's  tenacity  has  been  costly:  A  stka 
the  end  of  1990,  the  Comstock  Partnen  si,  ali 
Strategy  0  Fund  had  $1.2  billion  in  as  letli 
sets.  It  now  has  about  $90  million.  ssi 
"RISK  DIDNT  PAY."  The  bears  manage(  ffeo 
to  snag  6  of  the  top  10  slots  among  th(  (of(.c 
best-performing  mutual  funds  for  th(  iijtli 
quarter  and  garnered  virtually  all  o  bjto 
the  double-digit  returns.  ProFund  Ad  ikentti 
visors  LLC's  $49  million  UltraBear  Pro 
Fund,  which  seeks  to  produce  a  retun  rifci 
of  twice  the  inverse  of  the  s&p — to  b  'ifi 
up,  say,  10%  on  a  day  when  the  s&P  ii  Hiec; 
down  5% — saw  its  strategy  rack  up  i  ieefi 
17.4%  gain,  hitting  its  target.  The  fun(  iiy, " 
has  90%  of  its  assets  in  money-marke  tisthi 


The  bears 
eiyoyed  a 
long-awaited 
triumph, 
giabbing  the 
top  six  slots 


AaaiTJgh!  That  about  sums  up  the 
tliird-quaiter  peifonnance — or  lack 
thereof — for  equity  mutual  funds. 
Or  for  most  funds  of  any  kind. 
With  U.  S.  diversified  equity  funds 
plunging  an  average  of  14.8%,  vs.  the 
9.5%.  tumble  of  the  Standard  &  Poor's 
500-stock  index,  U.  S.  diversified  equity 
funds  are  on  track  to  rack  up  their  fifth 
year  of  underpeiformance  against  the 
broad  index.  Among  equity  fimds,  not 
one  category  tracked  by  Morningstar 
Inc.  managed  to  eke  out  a  positive  re- 
tm-n  as  of  Sept.  21.  To  get  even  more  of 
a  feel  for  how  depressing  a  quarter  it 
was,  consider  this  undei-whelming  vic- 
tory: The  veiy  best-performing  equity 
fund  gi'oup,  utilities,  sported  a  ^.2% 
total  return.  "It  was  the  quarter  that 


put  the  feai"  of  God  back  into  investors," 
says  Kurt  Brouwer  of  investment  ad- 
visoiy  finn  Brouwer  &  Janachowski.  "It 
reminded  people  that  risk  exists." 

The  few  funds  that  managed  to 
achieve  double-digit  gains  were,  not  siu*- 
prisingly,  designed  to  profit  fi'om  a  bear 
market.  After  being  down  6%  for  the 
quarter  before  July  17,  when  the  stock 
mai'ket  peaked,  Pnident  Beai"  fimd  man- 
ager David  Tice  has  since  seen  his  fund 
roar  back,  racking  up  an  18.4%-  gain  for 
the  quarter.  Tice  and  other  bearish  fund 
managers  have  waited  a  long  time  for 
such  a  triimiph.  Says  Charles  L.  Minter, 
portfolio  manager  of  two  other  bear 
fimds,  Comstock  Paitners  Capital  Value 
A  fund,  which  gained  14.8%,  and  Com- 
stock Partners  Strategy  0,  up  11.5%: 


THE 

BEST 

RETURNS 


♦APPRECIATION  PLUS  REINVEST- 
MENT OF  DIVIDENDS  AND  GAPITAt- 
GAINS  BEFORE  TAXES;  JULY  1 
THROUGH  SEPT.  2).  1998 
itolWNINGSTARlNC. 


TOTAL  RETURN* 

TOTAL  RETURN 

PRUDENT  BEAR 

18.44% 

STRONG  AMERICAN  UTILITIES 

0.58% 

ULTRABEAR  PROFUND  . 

17.38 

FLAGSHIP  UTILITY  INCOME  A 

0.40 

COMSTOCK  PARTNERS  CAPITAL  VALUE  A 

14.84 

FIDELITY  SELECT  HEALTH  CARE 

0.31 

COMSTOCK  PARTNERS  STRATEGY  0 

1L46 

VANGUARD  LIFESTRATEGY  INCOME 

0.31 

POTOMAC  U.S./SHORT 

10.49 

MATHERS 

0.31 

RYDEX  URSA 

10.45 

VANGUARD/WELLESLEY  INCOME 

0.27 

INVESCO  GROVffH  &  INCOME 

6.60 

KEMPER  RETIREMENT  VII 

-0.19 

FIDELITY  SELECT  COMPUTERS 

5.82 

RYDEX  OTC 

-0,23 

LEXINGTON  STRATEGIC  INVESTMENTS 

5.56 

FIDELITY  SELECT  UTILITIES  GROWTH 

-0.24 

SMITH  BARNEY  TELECOMM  INCOME 

4.06 

FIDELITY  FREEDOM  INCOME 

-0.36 

SMITH  BARNEY  INTERNATIONAL  BALANCED  A 

3.93 

STAGECOACH  LIFEPATH  OPPORTUNITY  A 

-0.46 

LINDNER  BULWARK  INV 

3.01 

FIDELITY  ASSET  MANAGER:  INCOME 

-0.47 

EATON  VANCE  GREATER  INDIA  B 

2.63 

AMERICAN  CENTURY  UTILITIES 

-0.57 

BARR  ROSENBERG  MARKET  NEUTRAL  INV 

2.30 

INVESCO  STRATEGIC  HEALTH  SCIENCES 

-0.62 

RIGHTIME  MIDCAP 

2.24 

CLIPPER 

-0.63 

FRANKLIN  UTILITIES  1 

2.23 

CALAMOS  STRATEGIC  INCOME  A 

-0.74 

MERRILL  LYNCH  UTILITY  INCOME  B 

1.83 

AMERICA'S  UTILITY 

-0.90 

PRINCIPAL  UTILITIES  A 

1.65 

RYDEX  TECHNOLOGY  ADV. 

-0.90 

GALAXY  II  UTILITY  INDEX  RET. 

1.52 

MORGAN  STANLEY  DEAN  WinER  UTILITIES 

B  -0.99 

APEX  MID  CAP  GROWTH 

1.20 

AMERICAN  CAPITAL  EXCHANGE 

-1.00 

COUNTRYWIDE  UTILITY  A 

1.08 

PUTNAM  UTILITIES  GROV(fTH  &  INCOME  A 

-1.02 

VANGUARD  SPECIALIZED  UTILITIES  INCOME 

1.03 

KEMPER  RETIREMENT  VI 

-1.05 

LEUTHOLO  CORE  INVESTMENT 

0.94 

FEDERATED  UTILITY  A 

-1.12 

RIGHTIME  BLUE  CHIP 

0.86 

COPLEY 

-1.14 

RIGHTIME  SOCIAL  AWARENESS 

0.60 

CONCORDE  INCOME 

-1.18 
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instruments  and  10%  in  exchange- 
:raded  futures  and  options  con- 
tracts that  are  bets  on  a  declining 
Tiarket.  ProFund,  geared  towai'd 
nvestors  who  want  to  profit  from 
ihort-tenn  movements  in  the  mar- 
iet,  allows  shareholders  unlimited 


Bull,  and  Bull  ProFund.  Right 
low,  ProFund  has  a  lot  of  people 
in  the  sidelines,  with  $60  million  in 
he  firm's  money  market  funds. 


HOW  THE  BIG  FUNDS  FARED 


he  downdraft.  Of  the  top  50  per- 
ormers,  14  were  income-oriented 
itility  funds,  which  shone  in  a 
ailing-rate  environment.  A  num- 
ler  of  "lifestyle"  funds,  which  in- 
est  in  a  mix  of  stocks,  bonds,  and 
ash,  also  showed  up  in  the  top  50. 
Vhile  their  returns  won't  enhance  any- 
ne's  lifestyle — t^e  five  such  funds  on 
he  hst  of  winner-s  were  down  an  aver- 
ge  of  0.35%' — they  won't  crimp  it  either, 
nd  in  the  third  quaiter,  that  was  some- 
liing  to  be  thankful  for  Sums  up  John 
lekenthaler,  director  of  research  at 
lomingstar:  "It's  the  worst  quarter-  for 
Lock  funds,  across  the  board,  since  the 
Tiird  quarter  of  1990." 
The  carnage  caused  many  investors 
)  flee  from  risky  securities  and  seek 
uality.  "The  big  theme  for  the  quar- 
ir  is  that  risk  didn't  pay,"  notes  Reken- 


FUND 

yCT  ACCCTC 

BILLIONS 

lUlAL 

RETURN* 

FIDELITY  MAGELLAN 

$62.3 

-10.18% 

VANGUARD  INDEX  500 

55.5 

-9.38 

WASHINGTON  MUTUAL  INVESTORS 

46.7 

-6.89 

INVESTMENT  COMPANY  OF  AMERICA 

45.2 

-6.77 

FIDELITY  GROWTH  &  INCOME 

38 

-8.11 

VANGUARD/WINDSOR  II 

30.1 

-11.51 

FIDELITY  CONTRAFUNO 

30.1 

-9.06 

VANGUARDAVELLINGTON 

24.5 

-4.58 

AM,  CENT-20TH  CENT  ULTRA  INV 

22.7 

-11.82 

FIDELITY  PURITAN 

22.4 

-6.66 

ly,  much  to  cheer  about?  Another 
diversification  play,  supposedly 
with  a  defensive  bent,  would  be 
real  estate  funds.  But  they  under- 
peiformed  the  s&p  and  were  about 
even  with  the  decline  in  the  aver- 
age U.  S.  diversified  equity  fund, 
losing  14.3%. 

HAMMERED.  Size  didn't  matter  this 
quarter,  as  large-cap,  mid-cap,  and 
small-cap  funds  posted  average 
losses  topping  10%.  Losses  were 
large  among  the  industry's  biggest 
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thaler.  "Really  high-risk  securities  like 
emerging-market  and  high-yield  debt, 
or  small-cap  stocks,  got  annihilated. 
Medium-risk  securities,  such  as  better- 
quality  blue-chip  stocks,  just  got 
whipped."  The  exception  to  the  trend: 
high-quality  securities  such  as  Ti-ea- 
suries.  Indeed,  the  highest  return  came 
from  long-term  government  fimds,  wliich 
rose  4.9%'. 

Other  investors  sought  shelter  in  tra- 
ditional defensive  issues,  such  as  utUities 
or  precious  metals.  That  helped  in- 
vestors beat  the  s&p's  9.5%'  loss.  But 
are  losses  of  4.2%  and  7.8%,  respective- 

TOTAl  RETURN* 


to  have  smaller  losses  than  the 
s&p.  Fidelity  Magellan  is  still  the 
largest  fund,  at  $62.3  biUion,  but  it 
lost  10.2%'.  The  best-performing 
megafunds:  VanguardAVellington, 
which  had  a  4.6%'  loss,  and  Fideli- 
ty Puritan,  down  6.7%.  Throughout  the 
long  bull  market,  these  fimds  tended  to 
trail  their  bigger,  more  equity-oriented 
brethi-en,  since  they  ai'e  hybrids  and  in- 
vest in  bonds.  But  in  this  environment, 
their  bond  holdings  helped  limit  the 
damage. 

Bond  funds  were  hammered  far  less 
than  equity  funds,  but  even  they  didn't 
escape  the  bloodbath.  The  average  re- 
tiuTi  of  1,285  taxable  bond  fimds  tracked 
by  Morningstar:  -0.65%.  While  many 
bond  funds  gi'ound  out  gains  of  1%  or 
2%,  a  few  lower-rated  bond  groups  had 
major  meltdowns.  High-yield  bond  funds 
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LEXINGTON  TROIKA  RUSSIA 

-64.11% 

RYDEX  ENERGY  SERVICES  INV 

-32.18% 

VONTOBEL  EASTERN  EUROPEAN  EQUITY 

-47.37 

DREYFUS  AGGRESSIVE  GROWTH 

-32.08 

MONTGOMERY  LATIN  AMERICA  R 

-41.96 

FIRSTAR  MICROCAP  RET 

-32.03 

EXCELSIOR  LATIN  AMERICA 

-40.44 

GOLDMAN  SACHS  SMALL-CAP  VALUE  A 

-32.0 

INVESCO  LATIN  AMERICAN  GROV/TH 

-39.85 

T  ROWE  PRICE  LATIN  AMERICA 

-31.87 

AIM  LATIN  AMERICA  GROWTH  A 

-37.72 

LEGG  MASON  EMERGING  MARKETS  PRIM. 

-31.65 

GOVEn  LATIN  AMERICA  A 

-36.6 

FREMONT  EMERGING  MARKETS 

-31,39 

ABN  AMRO  LATIN  AMER.  EQUITY  COMM. 

-35.35 

VICTORY  SPECIAL  GROWTH 

-31,27 

lAI  VALUE 

-35.28 

CORBIN  SMALL-CAP  VALUE 

-30.9 

SMITH  BARNEY  EMERGING  MARKETS  B 

-34.24 

LINDNER  INTERNATIONAL  INV 

-30.88 

SAFECO  SMALL  CO.  STOCK  NO  LOAD 

-34.21 

FIDELITY  SELECT  BROKERAGE  &  INV 

-30.78 

AMERICAN  HERITAGE 

-34.21 

DREYFUS  PREMIER  AGGR.  GROWTH  A 

-30.7 

FEDERATED  LATIN  AMER.  GROVffH  A 

-33.97 

MONTGOMERY  SMALL-CAP  R 

-30.68 

FRONTIER  EQUITY 

-33.76 

USAA  EMERGING  MARKETS 

-30.34 

BT  INVESTMENT  LATIN  AMER.  EQUITY 

-33.74 

AIM  EMERGING  MARKETS  B 

-30.33 

IVY  SOUTH  AMERICA  A 

-33.72 

VAN  ECK/CHUBB  CAPITAL  APPREC. 

-30.32 

NEWCAP  CONTRARIAN 

-33.33 

GOVEH  SMALLER  COMPANIES  A 

-30.29 

AMERICAN  HERITAGE  GROWTH 

-33.33 

WACHOVIA  EMERGING  MARKETS  A 

-30.26 

MERRILL  LYNCH  LATIN  AMERICA  B 

-33.17 

NORWEST  ADV  SMALL  CO.  STOCK  A 

-30.08 

CRABBE  HUSON  SPECIAL  PRIM. 

-33.11 

TEMPLETON  LATIN  AMERICA  1 

-30.01 

CRABBE  HUSON  SMALL-CAP  PRIM. 

-32.85 

STATE  STREET  RESEARCH  GLOB.  RES.  B 

-29.74 

GINTEL 

-32.77 

PIONEER  EMERGING  MARKETS  A 

-29.68 

FIDELITY  SELECT  ENERGY  SERVICE 

-32.55 

TEXAS  CAPITAL  VALUE  &  GROWTH 

-29.63 

FIDELITY  LATIN  AMERICA 

-32,55 

AIM  DEVELOPING  MARKETS  A 

-29.52 

VAN  KAMPEN  LATIN  AMERICAN  A 

-32,31 

REGENT  EASTERN  EUROPEAN 

-29.38 

Russia  was 
the  hardest 
hit,  but  Latin 
America 
funds  were 
close  behind 
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Finance 


THE  BOND-FUND  LEADERS 


slid  8.0'vc.  and  emerging-markets  bond 
funds  plunged  32.5'~f.  That  biuTied  a  lot 
of  investors,  since  up  until  April  about 
^09f  of  the  money  coming  into  bond 
:unds  was  in  emerging-market  debt, 
according  to  David  C.  Masters,  senior 
fund  analyst  at  Standard  &  Poor's 
Micropal.  Brouwer  calls  the  stampede 
out  of  emerging  markets  a  triumph  of 
perception  over  reahty.  "Latin  America 
is  doing  pretty  well,  but  once  the  dam 
biu-st  in  Russia,  eveiyone  started  dump- 
ing eventhing,"  he  says.  "These  coun- 
tries ai-e  priced  as  though  they're  going 
away.  There's  definitely  value  in  Latin 
America." 

FEELING  GOOD.  Some  bond-fund  man- 
agers bucked  the  dowTiwai'd  trend.  One 
manager  feeling  good  is  David  W. 
Schi'oeder.  who  counts  three  funds  he  ei- 
ther manages  directly  or  oversees 
among  the  quaiter's  top  10  perfonnei-s. 
He  had  the  top-perfoiTning  bond  fimd 
for  the  quaiter:  the  .'§154  million  Amer- 
ican Century-Benham  International 
Bond  Fund,  up  9.79?.  One  big  reason 
for  the  gain:  the  flight  to  quality.  The 
fund  focuses  on  high-quahty  bonds — 
bonds  rated  AA  or  higher — and  65%  of 
fund  assets  must  be  invested  in  gov- 
ernment or  agencj'  seciuities.  Schroeder 
describes  the  fund  as  "a  faiiiy  diversi- 
fied, high-quality  cmTency  play"  aimed 
at  presening  dollar  ptu'chasing  power 
when  the  dollai'  is  falling  against  G-7 
currencies  such  as  the  Japanese  yen 
and  German  mark.  Schroeder.  whose 
fund  is  80%  invested  in  Etu'opean  ciu-- 
rencies,  figures  about  6.7%  of  its  gain 
came  fi'om  its  cturency  play  this  quar- 
ter. Schi'oeder's  other  winners  are  two 
zero-coupon  Treasiuy  bond  fimds. 

Wliile  the  U.  S.  equity  mai'ket  caused 
a  lot  of  investors  pain,  ventming  into 


TAXABLE  FUNDS 

TOTAL  RETURN* 


TAX-FREE  FUNDS 

TOTAL  RETURN' 


AMER.  CENT-BENHAM  INTL.  BOND 

9.68% 

CALIFORNIA  MUNI 

3.84% 

GUINNESS  FLIGHT  GLOBAL  GOVT.  BOND 

9.58 

CALIFORNIA  INV  TAX-FREE  INCOME 

3.35 

MANAGERS  GLOBAL  BOND 

9.07 

SECURITY  MUNICIPAL  A 

3.16 

VONTOBEL  INTERNATIONAL  BOND 

8.73 

NORTHERN  CA  TAX-EXEMPT 

3.15 

STRONG  INTERNATIONAL  BOND 

8.42 

FIRST  INVSTRS.  MULTI-SI  INS.  T/F  CA  A 

3.11 

DEUTSCHE  EUROPEAN  BOND  B 

8.23 

CGM  AMERICAN  TAX-FREE 

3.10 

NORTHERN  INTERNATIONAL  FIXED-INCOME 

8.07 

COLONIAL  CA  TAX-EXEMPT  A 

3.07 

AMER.  CENT-BENHAM  TARGET  MAT  2010 

7.66 

CITIFUNDS  NATIONAL  TAX-FREE  INC. 

3.07 

AMER.  CENT-BENHAM  TARGET  MAI  2025 

7.46 

U.S.  GLOBAL  INVESTORS  TAX-FREE 

2.99 

RYOEX  U.S.  GOVERNMENT  BONO 

7.31 

OPPENHEIMER  CA  MUNICIPAL  A 

2.98 

AVERAGE  OF  1,285  FUNDS 

-0.65 

AVERAGE  OF  1,378  FUNDS 

2.04 
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the  equity  markets  of  less  developed 
countries  proved  excruciating.  The 
biggest  loser:  the  S20  milUon  Le.xington 
Troika  Russia  Fund,  down  64.1%.  The 
best-pertbnning  equity  market  in  1997. 
Russia  has  become  1998's  worst-per- 
foiTning  mai'ket  because  of  a  political  and 
economic  coUapse,  says  Lawi-ence  Kantor, 
managing  dii'ector  of  Le.xington  Manage- 
ment Coi-p.  Kantor  isn't  giving  up  on 
Russia  and  is  positioning  his  ftmd  to 
pounce  on  a  recoveiy  once  the  imcer- 
tainty  ends.  The  fund  is  now  about  30% 
in  Russian  oil.  telecom,  and  utility  com- 
panies that  Kantor  says  have  good  cash 
flow,  with  the  balance  in  U.  S.  Treasmies. 

The  turmoil  in  Russia  spilled  over 
into  the  emerging  markets,  and  the 
damage  there  is  severe.  Latin  Ameiican 
equity  funds  fell  more  than  33%.  and 
diversified  emerging-markets  funds  fell 
26%.  Of  the  10  worst-perfomiing  funds 


in  the  three  months  ending  Sept.  21,| 
seven  were  focused  or  heavily  investec 
in  Latin  America.  Sticking  to  more-de 
veloped  equity  markets  didn't  helj 
much,  with  Etu'ope  funds  falhng  an  av- 
erage of  19.6%«-. 

So  fai",  despite  the  mai'ket's  violent 
havior.  investoi-s  aren't  stampeding  out  o^ 
mutual  ftmds.  About  So.4  billion  flowed 
out  of  funds  in  August,  says  Carll 
Wittnebeit.  director  of  reseai'ch  for 
Tabs  Financial  Senices  Inc.  But  he  esti-| 
mates  that  equity  fimds  could  see  a  S2C 
billion  inflow  in  September,  an  average| 
monthly  rate  for  1998.  "We  tliink  people 
are  now  putting  money  in  money-mai'ket 
fimds  that  eai'her  wotild  have  gone  in 
equity  funds.  People  get  scai'ed.  and  vvaiti 
for  the  mai'ket  to  stabilize  and  go  up."j  ^ 
That  may  mean  steeling  themselves  foi] 
at  least  a  few  more  quaitei*s  of  pain. 
By  Suzanne  Woolley  in  New  York 
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UTILITIES 

-4.18% 

MID-CAP  VALUE 

-16.72% 

INTERNATIONAL  HYBRID 

-6.14 

WORLD 

-16.99 

DOMESTIC  HYBRID 

-6.43 

MID-CAP  GROWTH 

-17.02 

HEALTH 

-6.60 

NATURAL  RESOURCES 

-17.34 

PRECIOUS  METALS 

-7.77 

FINANCIAL 

-17.58 

JAPAN 

-8.21 

FOREIGN 

-17.85 

LARGE-CAP  GROWTH 

-10.76 

EUROPE 

-19.64 

LARGE-CAP  BLEND 

-10.81 

SMALL-CAP  VALUE 

-20.37 

TECHNOLOGY 

-10.98 

SMALL-CAP  BLEND 

-22.17 

DIVERSIFIED  PACIFIC/ASIA 

-11.39 

SMALL-CAP  GROWTH 

-22.56 

LARGE-CAP  VALUE 

-11.49 

DIVERSIFIED  EMERGING  MKTS. 

-25.97 

PACIFIC/ASIA  EX-JAPAN 

-11.76 

LATIN  AMERICA 

-33.27 

COMMUNICATIONS 

-13.2 

U.S.  DIVERSIFIED  EQUFTY 

-14.75 

REAL  ESTATE 

-14.33 

ALL  EQUITY 

-13.99 

MID-CAP  BLEND 

-15.24 

S&P  500  INDEX 

-9.46 

UNALIGNED 

-16.37 

Japan  funds 
all  bested  the 
S&P  500 
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Your  time  is  as  valuable  as  your  money.  That's  why  OLDE  offers  professional  investment  advice  with 
commission  savings.  Most  discount  brokerage  firms  don't  provide  advice:  OLDE  does.  And  unlike 

full-service/full-cost  brokerage  firms,  OLDE  also  offers  significant  cost  savings. 

This  rare  combination  of  advice  with  discount  commissions  gives  OLDE  the 
unique  ability  to  help  you  save  time  and  money  ~  a  combination  no  other  major 


Money  market  funds 

•  Stocks,  bonds,  mutual  funds  and  unit  investment  trusts 
i       •  Secure  client  access  to  account  information  via  www.OLDE.com 


9? 


•  Investment  research 

•  Free  account  transfer  service 
•  Offices  nationwide 
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BY  GENE  G.  MARCIAL 

TWO  SUITORS 
FOR  3COM? 

Shares  of  3Com  (COMS)  have  been  hot 
lately — in  spite  of  the  mai'ket  slump. 
From  a  low  of  2S  on  Aug.  31,  the  stock 
of  the  No.  2  maker  of  computer-net- 
working equipment  has  leaped — to  32M 
on  Sept.  22.  "V\Tiat's  going  on? 

Investor  optimism  that  an  earnings 
turnaround  is  at  hand  is  buojing  the 
stock,  to  be  sure.  3Com  posted  better- 
than-expected  eaiTiings  for  its  first  quar- 
ter, ended  Aug. 
SOMEBODY  IS       28.  foUowing  soKd 
BUYING  LATELY      fiscal  fourth-quar- 
ter results.  The 
stock  is  worth 
37  to  40  a  share 
based    on  its 
earnings  growth 
alone,  figures 
money  manager 
Tom  Galvin  at 
Forstmann-Leff 
Associates,  a 
New   York  in- 
vestment firm. 
But  bulls  are 
" '  bujing  for  anoth- 

■  -  er  reason:  There 
is  speculation  3Com  may  soon  be  ac- 
quii'ed.  For  some  weeks,  rumors  have 
swirled  that  both  chipmaker  Intel  and 
telecom-geai-  giant  Lucent  Technologies 
are  interested  in  3Com,  which  produces 
modems,  remote-access  products, 
adaptei-s,  hubs,  and  sv,itches  for  Ether- 
net and  other  high-speed  networks.  A 
New  York  hedge-fund  manager  who  is 
accumulating  3Com  thinks  that  either 
Intel  or  Lucent  will  acquire  3Com  this 
yeai* — and  then  uill  sell  the  parts  i: 
doesn't  need. 

He  figures  that  3Com,  with  a  cur- 
rent market  cap  of  Sll  billion,  is  worth 
50  a  share,  or  SI  7.8  billion,  in  a  buy- 
out. This  pro  notes  that  Intel  is  on  the 
prowl  for  an  acquisition  to  get  a  bigger 
shiai*e  of  the  PC  macket.  possibly  by  pro- 
\iding  devices  that  would  enable  users 
to  do  computer  networking  at  home.  To 
do  that,  he  says.  Intel  needs  to  ina-ease 
its  role  in  network  adaptei-s.  or  net- 
work interface  cards  that  allow  desk- 
top computers  to  connect  to  local  ai-ea 
networks.  Some  analysts  ai-gue,  howev- 
er, that  Intel  may  face  antia-ust  issues  if 
it  goes  after  3Com.  That  hasn't  stopped 
ceitain  hedge  funds  from  bming  3Com 


^  3COM 

STOCK  PRICE 

,i  
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shai'es  on  the  prospects  of  a  takeover. 

3Com  is  the  world's  top  supplier  of 
Ethernet  adapters,  with  59%  of  the 
market  for  fast-Ethernet  adapters. 
3Com  and  Intel  have  been  "battling  in  a 
price  war  to  gain  share  in  this  seg- 
ment," notes  Aydin  Tuncer,  an  analyst  at 
Standard  &  Poor's. 

Lucent  is  also  said  to  be  looking  for 
an  acquisition  to  help  it  compete  with  ri- 
val Cisco  Systems,  the  dominant  router 
supplier,  in  the  enterprise,  or  corporate 
and  small-business,  market. 

"Lucent  needs  3Com's  line  to  fill  the 
gap  in  its  entei-prise  networking,"  says 
the  New  York  investment  manager. 
3Com  spokesman  Bob  Ingols  said  the 
companVs  strategy-  is  to  grow  its  mar- 
kets, and  it  isn't  looking  to  be  acquired. 
"We  do  a  lot  of  business  with  both  Intel 
and  Lucent,"  he  adds.  Lucent  spokes- 
man .Jeff  Baum  and  Intel's  Robert 
Manetta  said  they  don't  comment  on 
takeover  rumors  as  a  matter  of  policy. 

XOMED  GETS  A 
WHIFF  OF  GROWTH 

Eai".  nose,  and  throat.  The.-e  ai'e  pow- 
eiing  the  upward  diive  of  Xomed 
Surgical  Pixducts  (xoilD),  a  little-known 
company  whose  stock  zoomed  from  26  a 
share  in  late  March  to  nearly  38  on 
Sept.  22.  The  reason:  Xomed  is  a  pure 
play  in  the  niche  field  of  surgical  tools 
for  disorders  affecting  these  parts  of 
the  head  and  neck. 

Despite  the  stock's  huge  rise.  "Xomed 
is  still  ven.-  much  unden'alued,"  argues 
Sam  Navarro  at 
COMING  ;vG  Baring  Fui-- 

TO  A  HEAD         man  Selz,  an  in- 

,,   vestment  firm. 

Xomed  should  hit 
52  in  a  year  or  18 
months,  he  says. 
Earnings  of  Xo- 
med. which  makes 
powered  tissue- 
removal  systems 
and  other  mi- 
croendoscopy  in- 
struments— have 
been  gixjwing  259c 
a  year.  That  rate 
should  quicken  to 
35%  over  the 
next  two  years,  says  Navan-o.  He 
forecasts  eamirigs  of  SI. 11  a  share  for 
1998  and  S1.41  in  1999,  vs.  1997s  82c. 

Navarro  thinks  demand  for  Xomed's 
devices  is  being  spuired  by  increased 
n"eatment  ^including  c-osmetic  surgery) 
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for  head  and  neck  problems,  sinus  and 
nasal  ailments,  chronic  snoring  and 
sleep  disorders,  and  ear  disorders. 

Treatments  are  "evohing  with  new 
minimally  invasive  techniques  never  be- 
fore provided,"  notes  Navarro.  He  ex- 
pects that  Xomed  will  foiTn  partner- 
ships with  some  drugmakers.  Recently, 
Xomed  signed  a  pact  with  Sofamore 
Danek  for  world  marketing. 

CHECKING  THE  FALL 
AT  IVI  CHECKMATE 

This  year's  slide  at  ivi  Checkmate 
(Ciuv)  is  just  one  example  of  small- 
cap  stocks  that  have  been  battered. 
From  nearly  7  in  .June,  shares  of  this 
provider  of  electronic  pavments  slumped 
to  4X  by  Sept.  22.  Obviously,  a  massive 
rush  for  the  exits  took  place.  But  not 
everv'one  has  given  up. 

Some  believe  m  Checkmate  will  be  a 
winner — thanks  in  part  to  interest  from 
Ingenico.  This  French  company  owns 
9%  of  rvi  Checkmate,  with  the  right  to 
raise  its  stake  to  15%.  Some  think  In- 
genico will  add  to  its  holdings — maybe 
beyond  15%.  Chairman  Jean-Jacques 
Poutrel  says  Ingenico  intends  to  make  a 
'Verv'  important"  acquisition  to  botst  In- 
genico's  "position 


A  MASSIVE  RQSH 
FOR  IRE  EXITS 


IVI 

CHECKUATE 

AltKLf  CU3SE 


in  several  coun- 
tries." Some  in- 
vestors think  rvi 
Checkmate  is  the 
target,  m  Check- 
mate CEO  Barrj- 
Thomson  acted 
swiftly  to  put  a 
poison  piU  in 
place.  Meanwhfle, 
France's  Groupe 
BuU  is  said  to  be 
poised  to  buy  a 
stake  in  Ingenico. 

Steve  Shook  of 
investment  fimn 
Interstate/Johnson 
Lane  in  Charlotte.  N.  C,  has  put  out  a 
strong  buy  rating  on  m  Checkmate, 
which  was  formed  in  .June,  wJien  Check- 
mate Electronics  and  Canada's  Interna- 
tional Verifact  merged.  Its  products  in- 
clude point-of-sale  check  readers, 
signature-capturing  devices,  and  elec- 
tronic processing  equipment.  Shook's 
target  for  the  stock;  11a  share. 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 


International  Business 


ASIA 


THE  MAIN  OBSTACLE  TO 
RECOVERY?  POLITICIANS 


More  than  a  year  into  the 
economic  crisis,  Asia's 
leaders  are  still  running 
away  from  painful  choices 

It  was  certainly  juicy  stuff.  There  at 
a  press  conference  on  Sept.  22  was 
Malaysian  Prime  Minister  Mahathir 
Mohamad,  explaining  why  he  had 
ordered  hooded  pohcemen  to  burst  into 
the  home  of  Anwar  Ibrahim,  his  for- 
mer deputy  prime  minister,  and  drag 
him  off  to  prison.  Anwar  was  arrested, 
Mahathir  explained,  because  he  was  a 
vicious  sodomite,  a  menace  to  public 
morals.  He  even  offered  lurid  details  of 
Anwar's  sex  life. 

Anwar  was  a  menace  all  right — a 
memice  to  politics  lis  usual.  He  ha<^l  made 
noises  advocating  economic  reform  that 


ran  straight  into  opposition  from  Ma- 
hathir, who  has  long  kept  close  ties  be- 
tween corporate  Malaysia,  the  banks, 
and  the  government.  Mahathir-  sacked 
Anwar  in  part  because  he  called  for 
changes  to  that  cozy  relationship.  Then, 
in  the  days  before  his  impi-isonment,  tens 
of  thousands  of  people  poui'ed  into  the 
streets  of  Kuala  Lumpur  to  ex}3i"ess  their 
support  for  Anwar  and  his  message.  But 
the  police  did  theu'  work  well,  and  the 
crowds  scattered. 

Those  crowds  may  march  again  to 
demand  refonn.  Or,  deprived  of  Anwar; 
the  opposition  may  end  up  retreating 
in  confusion.  Either  way,  the  recent 
events  in  Malaysia  and  elsewhere  un- 
derscore a  scary  tr"uth:  Thr'oughout  the 
region,  politics  is  fast  becoming  the  chief 
obstacle  to  economic  recovery.  When 
the  crisis  began  knocking  down  Asia's 
economies  back  in  July,  1997,  the  hope 


was  that  the  hardships  would  cause 
fundamental  overhaul  of  the  syster 
Sheer  necessity  would  dr-ive  chang  piiblit! 
Gone  would  be  the  bad  banking  pra 
tices,  the  cronyism,  and  the  poKtical  f  »to's  c' 
voritism  that  pushed  several  Asif 
countries  so  deep  into  debt  that  th( 
had  to  go  to  the  International  Mon 
tar-y  Fund  for  help.  Tr-ansparency, 
countability,  and  profitability  would 
the  rallying  cry  of  the  new  politics. 

More  than  a  year  later,  politiciai 
throughout  the  r-egion  are  choosing 
steer  clear-  of  painful  choices.  Many  a 
simply  too  weak  or  too  closely  linked 
vested  interests  to  undertake  sweepii 
change.  Structural  bottlenecks,  burea 
cratic  resistance  and  labor  issues  slow 
even  thwart  reform.  Those  who  ha; 
implemented  changes,  as  irr  South  Kor 
or  Thailand,  have  little  to  show  f 
them.  "It's  hard  to  see  how  these  peoi 
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'ho  are  so  deeply  entwined  in  creating 
16  problems  can  turn  around  and  cre- 
le  the  solutions,"  says  Marshall  Git- 
er  of  Bank  of  America  in  Hong  Kong. 
Now,  the  risk  is  that  instead  of  re- 
efining  themselves  as  leaner  Tigers 
;ady  to  grow  again,  the  Asian  countries 
ill  remain  so  mired  in  the  old  ways  of 
)ing  business  that  reform  will  founder 
hen,  the  old  problems  will  fester,  weak- 
ling the  foundation  of  recoveiy  and  set- 
ig  the  stage  for  futiu"e  disaster 
)OTHLESS.  The  political  malaise  mani- 
sts  in  different  ways.  In  Japan,  where 
•onomic  stagnation  has  become  the 
irm,  Pi-ime  Minister  Keizo  Obuclii's  i-ul- 
g  Liberal  Democratic  Paity  cannot  dis- 
antle  the  old  patronage  machine  (page 
).  In  South  Korea,  President  Kim  Dae 
mg  runs  a  weak  government  that  is 
iting  to  play  politics  the  old-fashioned 
iy  by  hitting  its  opposition  with  cor- 
ption  probes  rather  than  setting  up 
f-ong  institutions  that  can  tinly  com- 
t  cronyism.  That  leaves  the  conglom- 
ates,  or  chaebol,  with  the  upper  hand. 
^  long  as  this  underdeveloped  political 
stem  continues,  the  chaebol  will  not 
)ve  to  overhaul  themselves,"  says  Jun 
ng  In,  an  economics  professor  at  Hong 

University  in  Seoul.  "Rather,  they 
11  try  to  expand  further  to  increase 
3ir  mfluence  in  the  political  system." 
In  Indonesia,  Pi"esident  B.J.  Habibie's 
ise  association  with  the  discredited 
haito  has  resulted  in  weak  leadersliip. 
privatization  progi-am  was  supposed  to 
roduce  real  competition  to  key  indus- 
3s.  Instead,  local  magnates  ai-e  object- 
<;  to  the  terms  of  privatization,  and 
3es  for  serious  sell-offs  ai-e  fading  fast, 
formers  had  hoped  for  a  serious  in- 
ay  into  the  Suhartos' 
siness  empire  and 
)secution  for  possible 
mes  of  coiTuption.  But 
!  investigation  is  likely 

have  no  bite,  given 
it  the  attomey  genei-al 
;  publicly  stated  he  hi\s 
reason  to  doubt 
harto's  claim  that  he 
i  stashed  no  money 

•oad. 

Sometimes  the  elect- 
government  is  pro- 
orm,  but  the  opposi- 
1  is  strong  enough  to 
nt  its  best  efforts.  In 
iUand,  where  the  gov- 
iment  of  Chuan  Leek- 
has  backed  a  laud- 
e  platform,  senators 
0  represent  real  es- 
s  interests  are  intent 
blocking  the  passage 
aws  that  would  speed 
foreclosiu'es.  A  dead- 
S  it  can  hang  onto  a 


MAHATHIR 

Will  his  attacks  on 
Anwar  and  his 
supporters  trigger  a 
backlash  like  the  one 
that  toppled  Suharto'? 


OBUCHI 

In  Japan,  where 
stagnation  drags  on, 
the  Liberal  Democrats 
cannot  dismantle  the 
old  patronage  machine 


piece  of  property  for  five 
years  before  a  bank  can 
claim  it. 

Nothing  represents 
the  difficulties  of  reform 
as  well  as  the  effort  to 
fix  the  banks.  The  bank- 
ing sector  has  long  been 
the  cornerstone  of  the 
region's  crony  capitalism. 
When  times  were  good, 
Asia's  bankers  routinely 
funneled  easy  money  to 
favored  companies  with 
little  regaixl  for  the  credit- 
worthiness of  projects. 
Lots  of  that  money  end- 
ed up  in  the  pockets  of 
politicians  or  their  fol- 
lowers. Now,  the  same 
players  are  dragging 
their  feet  on  reform  and 
defying  political  pressiu'e 
to  clean  up  their  acts. 

Thailand  announced  a 
bank  restincturing  plan 
last  month,  but  none  of 
the  banks  so  far  has  agreed  to  it. 
Stronger  banks,  Uke  Bangkok  Bank  and 
Thai  Farmere  Bank,  figau-e  they  can  sur- 
vive without  government  help.  But  the 
smaller  ones  are  teetering.  "In  this  kind 
of  environment,  I  see  nothing  but 
mounting  bad  assets,"  says  Michael  V. 
Fimg,  a  banldng  analyst  at  Beai-  Steams 
Asia  Ltd. 

South  Korea  and  Malaysia  are  as- 
suming more  control  over  the  banking 
sector.  Both  are  pushing  ahead  with 
mergers  in  hopes  of  squeezing  out  ex- 
cess banking  capacity  and  nmtiu-ing  bet- 
ter-run banks.  But  most  analysts  say 
these  are  half-hearted 
gestures.  South  Korea 
may  reduce  its  banks 
tVi)m  30  to  15,  but  there's 
little  sign  of  change  in  a 
l  ianking  cultui'e  that  has 
1  iroduced  staggering  loan 
liisses.  Essentially  the 
lianks  cannot  afford  to 
allow  the  chaebol  to  fail, 
nr  they  themselves  will 
incm-  staggering  bad-loan 
losses.  Most  analysts  es- 
timate that  it  will  cost 
at  least  $70  billion  to 
cover  bad  loans  and  re- 
capitalize banks,  far 
more  than  the  $37  billion 
pledged  by  the  govern- 
ment last  year.  "Hope- 
lessly ailing  companies 
have  been  kept  alive," 
says  Koi'ea  University  fi- 
nance professor  Park 
K\aing  Suh.  "Unless  you 
separate  bad  fii'ms  fi'om 
good  ones,  the  banking- 


system  bailout  will  be 
like  pouring  water  into 
a  bottomless  jar." 

Malaysia's  banking 
,-ystem  has  turned  in- 
ward. Capital  controls 
have  allowed  the  leader- 
ship to  lower  interest 
rates  more  than  three 
percentage  points  since 
early  September,  easing 
the  pain  of  the  countiy's 
heavily  indebted  business 
gi'oups.  In  a  bid  to  stim- 
ulate growth,  the  gov- 
ernment is  also  forcing 
banks  to  increase  their 
loan  portfolios  by  8%, 
which  amounts  to  an  es- 
timated $1.8  billion  a 
month  for  the  rest  of  the 
yeai'.  The  Malaysian  gov- 
ernment is  also  pouring 
money  into  banks  to 
keep  the  system  afioat. 
Since  creditworthy  com- 
panies are  already  hard 
to  find  in  Malaysia,  the  danger  rises 
that  "loans  will  go  out  to  companies 
that  othei-wise  would  not  sui'vive,"  says 
Andrew  Lee,  an  analyst  at  hsbc  Secu- 
rities Malaysia  in  Kuala  Lumpur. 

As  Mahathir  lashes  out  at  Anwai"  and 
his  supporters,  many  wonder  whether 
the  turmoil  will  trigger  a  popular  back- 
lash similar  to  the  one  that  toppled  In- 
donesian President  Suharto  in  May.  In 
the  short  term,  Mahathir  has  the 
stronger  hand.  "It  won't  happen 
overnight,"  but  the  countiy  will  even- 
tually move  to  support  Anwar,  predicts 
Marina  Yusof,  a  fonner  member  of  Par- 
liament and  outspoken  ciitic  of  Maliatlui'. 
Certainly,  if  Mahathir's  policies  to  bol- 
ster Malaysia  Inc.  fail  to  improve  the 
economy,  he  wnll  be  increasingly  vul- 
nerable to  attack.  In  an  ominous  move 
for  Mahathir,  Thomson  Bankwatch  Inc. 
cut  Malaysia's  credit  rating  to  junk. 

The  irony  is  that  politicians  such  as 
Mahathir  have  legitimate  things  to  say 
about  the  jjunishing  effects  of  global 
capitalism.  He  and  other  Asian  leaders 
have  been  j^ointing  out  for  months  how 
hedge  funds  have  been  pounding  their 
markets,  making  recovery  vastly  more 
difficult.  Mahathir  has  understandably 
maintained  that  the  system  needs  con- 
trols to  fend  off  speculative  abuses  and 
give  Asia  time  to  reorganize.  But  capital 
controls  without  serious  reform  just 
prop  up  the  old  practices  that  got  Asia 
into  trouble  in  the  first  place.  And  a 
political  solution  to  the  crisis  is  still  a 
long  way  off. 

By  Joyce  Bamathan  a)id  Mark  L. 
Clifford  in  Hong  Kong,  with  JonatJian 
Moore  in  Kuala  Lumpur,  Bnice  EinJvom 
in  Bangkok,  and  Moon  Ihlwan  in  Seoul 
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COMMENTARY 


Bv  Brian  Bremner  and  Emilv  Thornton 


BAD  BANKS:  WHY  JAPAN'S  POLS  ARE  PARALYZED 


How's  this  for  a  nightmare  sce- 
nario? As  the  fi'agile  tince  be- 
tween Japan's  iiiUng  Liberal  De- 
mocratic Paity  and  the  opposition 
um'avels,  all  hope  of  a  credible  bank 
rescue  disappears.  The  goverament  of 
Prime  Minster  Keizo  Obuclii  falls. 
The  Xildiei  stock  index  falls  several 
thousand  points  within  weeks.  One 
major  Japanese  bank  after  another 
publicly  declai'es  its  insolvency.  Cred- 
it evaporates,  and  the  economy  lui'ch- 
es  fi"om  recession  to  depression.  In  a 
final  humiliation.  Japanese  authorities 
under  intense  pressm^e  fi'om  the  U.  S. 
in\ite  a  team  of  experts  fi'om  the 
Bank  for  Intemational  Settlements  to 
come  in  and  sort  out  the  mess. 

This  is  not  as  outlandish  as  it 
might  seem.  Alicia  Ogawa.  managing- 
director  of  Salomon  Smith  Barney, 
thinks  the  Japanese  financial  crisis  is 
now  "so  extremely  dangerous"  that 
it  will  take  inten'ention  from  some 
international  organization  to  force  a 
resolution.  That's  because  the  en- 
trenched interests  working  against  a 


healthy  shakeout  of  the  banking  sec- 
tor are  enormous.  Japan  still  has  the 
financial  resoiu-ces  to  restractiu-e  the 
banks.  But  most  of  its  politicians  ai-e 
using  all  theu'  energ}-  and  expertise 
to  hide  the  dimensions  of  the  prob- 
lem, not  solve  it.  "This  is  really  a  cri- 
sis of  political  leadership,"  says  Ya- 
stihisa  Shiozaki,  an  LDP  member  of 
the  Diet  and  key  financial  ad\iser  on 
banking  reform. 
PET  PROJECTS.  At  the  heait  of 
Japan's  political  problem  is  a  deep 
feai"  of  reveahng  just  how  wide- 
spread the  rot  is.  If  the  ldp  eldei-s 
dehvered  a  trae  accounting  of  the 
banking  disaster,  they  might  cast  the 
party  into  the  political  wilderness  for 
years.  After  all,  the  bubble  economy 
came  and  went  on  the  ldp's  watch. 
And  the  collusion  between  the  ldp 
and  the  banks — wiiich  donated  .S4 
million  to  the  paity  last  yeai- — is 
probably  monumental.  If  tine  refoiTn 
took  place,  the  banks  would  have  to 
open  their  books  to  pubUc  scintiny. 
Voters  would  then  leam  how"  the 


banks  channeled  hundreds  of  milhons 
of  soft  loans  to  ldp  pet  projects,  and 
how  some  of  those  loans  went  to 
sweetheart  investment  deals  for  the 
politicians.  Rumors  that  top  ldp 
cadres  benefited  ft-om  such  schemes 
have  long  circulated. 

The  LDP  is  not  the  only  pohtical 
force  that  has  an  interest  in  conceal- 
ing the  tmth.  The  Ministiy  of  Fi- 
nance regulates  the  banking  industiy, 
and  it  would  have  plenty  to  answer 
for  should  all  the  details  of  the  bank 
scandals  came  out.  One  example:  MOF 
auditors  sat  idly  by  while  Long-Tenn 
Credit  Bank  of  Japan  (ltcb),  now  fac- 
ing possible  insolvency,  was  caught 
up  in  a  stiing  of  scandals,  including 
the  collapse  of  eie  Intemational.  the 
most  comipt.  politically  connected 
real  estate  developer  of  the  bubble 
yeai-s.  Xo  one  knows  how  many  simi- 
lai-  scandals  have  yet  to  unfold,  and 
how  badly  mof's  failm-es  have  htul 
the  economy.  "People  will  want  to 
know,  what  were  the  finance  inspec- 
tors doing'?"  says  Yoshiliiko  Miyauchi, 


64  ? 


■CTCBE^  5,  1998 


ikers 


9? 


"Sprint's  international  calling 
plan  helps  my  team  build 
our  jingle  business  overseas." 
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The  Sickest  Banks 


LONG-TERM      :  Its  stock  is  down  some  90%  since  January.  It  faces  government 
CREDIT  BANK      takeover  and  possible  liquidation.  It  needs  at  least  $7  billion  to 
write  off  dud  loans  and  rebuild  reserves. 

FUJI  BANK         Burdened  with  $17  billion  in  problem  loans.  But  the  bank  denies 
:  persistent  rumors  of  huge  derivative  losses. 

SAKURA  BANK      Level  of  dud  loans:  $1 1  billion.  It  may  be  able  to  raise  $2  billion 
from  members  of  its  keiretsu. 

NIPPON  CREDIT  :  Owes  nine  insurance  companies  some  $1.5  billion  and  needs  to 

;  reschedule  payment.  It  will  probably  have  to  merge  with  another  bank. 


president  of  leasing  giant  Orix  Coi-p. 
MOF  alumni  also  hold  senior  positions 
thi-oughout  the  troubled  bank  sector. 

So  it's  no  surprise  that  the  latest 
bank-rescue  plan  has  started  to  come 
apart.  Pressured  to  come  up  with 
something  before  Prime  Minister 
Obuchi's  Sept.  22  visit  with  President 
Clinton,  the  LDP  made  some  key  con- 
cessions to  the  opposition  bloc  led  by 
Naoto  Kan,  head  of  the  Democratic 
Party  of  Japan  (dp.j).  According  to 
the  agreement,  mof  would  lose  its 
authority  over  banking  regulation, 
though  nobody  was  sure  when.  A 
new  collection  agency  would  buy 
problem  loans  from  lenders.  A  com- 
mittee, free  of  .mof  control,  would 
oversee  bank  bailouts  and  enforce 
tougher  disclosure  rules.  The  plan 
also  included  a  framework  for 
putting  LTCB  under  special  public 
ownership.  The  opposition  took  that 
as  a  sign  that  the  LDP  would  disman- 
tle a  controversial  $100  billion  bank- 
bailout  fund  set  up  in  Febmary. 
BRAIN-DEAD.  The  backtracking  stalled 
almost  immediately.  It  became  clear 
over  the  weekend  that  the  ldp  did 
not  want  to  shut  dowai  the  $100  bil- 
lion fund,  which  it  had  set  up  to  res- 
cue the  banks  on  easy  tenns  without 
forcing  them  to  disclose  emban'assing 
details,  sack  their  bosses,  or  declare 
bankinptcy.  The  banks  are  depending 
on  this  fund  for  a  soft  landing,  but 
Kan  and  the  opposition  see  it  as  a 
way  to  prop  up  brain-deafl  institu- 
tions with  taxpayer  money.  Instead, 
Kan  wants  any  public  funds  to  go  to 
the  bank's  borrowers  and  depositors, 
not  the  banks'  managers.  To  achieve 
that,  he  wants  any  bailout  conditioned 
on  banks'  adoption  of  wholesale  man- 
agement changes,  tougher  lending 
practices,  and  full  disclosure. 

The  LDP  also  seems  intent  on  car- 
lying  through  the  forced  merger  of 
LTCB  with  a  healthy,  unwilling  Sumi- 


tomo Bank,  a  classic  MOF  ploy  to  cov- 
er up  bank  disasters.  The  opposition 
thinks  nationalization  would  give  au- 
thorities more  clout  to  clean  up  ltcb 
fast  or  shut  it  down.  "Banks  that  will 
fail  should  be  allowed  to  fail,"  says 
Motohisa  Ikeda,  a  dp.i  member  and 
bank  committee  chairman  in  the  low- 
er house  of  the  Diet.  The  LDP  and 
the  opposition  say  they  will  tiy  to 
revise  the  reform  bill.  But  given 
their  differences,  it  will  be  tough. 

An  immensely  popular  figui'e,  Kan 
offers  a  lively  counterpoint  to  the 
gray  monoHth  of  ldp  policy.  But  it's 
too  bad  this  raucous  debate  did  not 
start  five  years  ago.  Now,  it's  hard  to 
see  hov/  a  long  and  draw^n-out  battle 


OPPOSING  VIEW 

Kan  wants  any  public  funds 
given  to  banks  to  be  conditional 
on  tougher  lending  practices 
and  full  disclosure 


between  the  ldp  and  the  opposition 
can  be  avoided.  Obuchi  may  already 
be  planning  to  blame  political  tiuTnoil 
for  any  failure  to  pass  a  bank-bailout 
plan.  "We  have  to  deal  with  Parlia- 
ment, and  it  will  [pass]  the  measures 
needed  to  achieve  stabilization,"  he 
said  at  a  New  York  press  conference. 

Many  political  analysts  think  that 
Obuchi's  failure  to  deliver  a  \iable 
bank  plan  to  Clinton  will  weaken  him 
even  further.  If  that's  true,  then  the 
most  progi'essive  members  of  the 
ldp  could  bolt  for  the  dp.t  and  de- 
prive the  LDP  of  a  working  majority 
in  the  lower  house.  The  ldp  could 
then  ti-j^  to  form  another  govern- 
ment. Should  that  effort  fail,  a  gener- 
al election  would  ensue  that  could  re- 
sult in  \ictory  for  a  Kan-led  coalition. 

Kan's  brinkinanship  is  helping  to 
expose  the  shell  game  being  played 
by  the  ldp.  The  risk  is  that  a  bitter 
electoral  campaign  would  paralyze 
poHey  and  spook  the  markets.  Big 
Tokyo  banks  have  been  all  but  cut 
out  of  international  money  markets, 
wiiich  are  charging  the  Japanese  a 
premium  of  up  to  70  basis  points 
over  benclimark  lending  rates  for 
any  fresh  capital.  The  banks  are  also 
under  assault  at  home  by  the  steep 
decUnes  in  the  Nikkei  and  a  new 
batch  of  loans  tui'ning  sour  because 
of  plummeting  corporate  profits. 

With  no  political  leadership, 
there's  no  bank  w^orkout.  With  no 
bank  workout,  there's  no  recovery. 
"These  are  tough  times,"  says  Honda 
Motor  Co.  President  Hirojoiki  Yoshi- 
no,  "and  if  no  [bailout]  agreement  is 
reached,  things  could  get  tougher." 

Indeed,  if  the  government  can't 
take  the  lead  on  overhauling  the 
banking  sector,  the  markets  will — 
and  it  won't  be  pretty,  ltcb  was 
pushed  to  the  edge  of  insolvency  by 
a  sudden  and  sustained  sell-off  this 
summer  that  has  driven  its  stock 
down  90%',  to  about  15^  per  share. 
The  stock  plunge  drove  up  ltcb's 
cost  of  boiTowing  to  unsustainable 
levels.  Other  banks  could  suffer  the 
same  fate,  given  the  govemment's 
refusal  to  disclose  credible  numbers 
on  the  banks'  balance  sheets.  If 
Tokyo  came  clean  about  the  condition 
of  the  banks,  then  at  least  investors 
would  have  real  numbers  to  work 
with.  That  would  be  a  fh'st  in  Japan. 
But  the  politicians  ranning  the  coun- 
tiy  cannot  bring  themselves  to  do  it. 

Bremner  and  Thornton  cover  the 
Japanese  economy. 
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Have  It  All 
This  Fall. 


Triple  Mites. 
Only  At 


\vi.s,  we  try  harder.  That  means  Avis 
i[)le  put  their  all  behind  services 

assure  you  a  fast,  stress-free  rental 

offers  designed  to  give  you  more 
le.  So  only  Avis  could  bring  you 

Have  It  All  This  Fall  Event,  with 
ngs,  bonuses  and  that  famous 
e  try  harder."  spirit. 

From  October  1  through  December  15, 
e  it  All  means  you  can  receive  a 
cial  bonus  —  triple  the  hequent 


tlyer  miles  or  hotel  points  you  normally 
get  on  qualifying  rentals  worldwide — 
when  your  rental  of  two  or  more  days 
includes  a 
Saturday 
night. 

And, 
of  course. 


Participating  Airlines  &  Hotels 


American  Airlines' 
Continental  Airlines 
Alaska  Airlines 
America  West  Airlines 


United  Airlines 
Delta  Air  Lines 
Reno  Air 


And  don't  forget.  Avis  cars  come  with 
Avis  people,  and  trying  harder  is  what 
we  do  best.  So  we'll  try  harder  to  make 
sure  you  Have 
It  All  This  Fall. 

For  more 
information 
and  reser- 


Hilton 

Hyatt  Hotels  and  Resorts" 
Best  Western  International 


at  Avis,  you  can  get  reliable  services 
like  Roving  Rapid  Return'  and  Preferred' 
service  to  check  you  in  and  out  fast. 


vations,  call  Avis  at  1-800-331-1212. 
reserve  online  at  www.avis.com  or 

call  your  travel  consultant  today 


irlant  Information:  Offer  good  on  qualifying  rentals  Oct,  1  -  Dec.  15,  1998,  at  participating  airport  locations  worldwide.  An  advance  reservation  is  required.  Blackout  periods 
ipply.  Bonus  miles  or  points  awarded  for  paid  consecutive-day  rentals  between  2  and  14  days.  A  flight  or  hotel  stay  within  24  hours  of  your  rental  may  be  required.  To  receive 
or  points,  members  of  Avis'  Preferred  program  must  provide  their  frequent  traveler  program  membership  number  at  time  of  reservation.  All  other  renters  must  provide  their  pro- 
membership  number  at  rental  counter  All  standard  airtine  and  hotel  program  mles  and  conditions  apply 

AriuTii  <i[i  Airlines  is  .i  teiJislrrrd  Ir.idf'iiwrk  nl  AnuTK.iii  Airliiici^,  liic 

matures  GM  cars,  ©1998  Wizard  Co..  Inc. 


Schoolkids  take  initiative  and 
push  their  stalled  school  bus 
(and  a  few  of  their  schoolmates) 
towards  a  gas  station. 


Group  Disability,  Life  and  Dental  •  Variable  Universal  Life  and  Annuities  •  Long  Term  Care  •  Mutual  l  unds 
Individual  and  Small  Group  Health  •  Preneed  •  Provider  Excess  •  Credit  Related  Insurance  Services 


A  community  that  isn't  afraid  to  get  out  and  push 
teaches  us  something  about  effort  and  commitment. 


'•S  •-    -'x''^?  V  / 
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FORT  IS 

Solid  partners,  flexible  solutions^' 


Fords: 

Along  the  road,  weVe  learned  what  it  means  to  serve  the  community  and 
when  you  need  a  hand,  we  can  pitch  in  with  insurance  and  investment 
solutions  for  businesses  and  individuals.  Call  your  insurance  professional 
or  Fortis  at  1-800-377-7282,  or  log  on  to  www.us.fortis.com. 


International  Business 


COMMENTARY 

By  Ian  Katz 


0  BRiSIL  MAO  QUER  VOLTAK  ATMS. 

AVANCA 

brasIl 

FERNiNDO  HtHUmt  PKESIDEUTE 


BRAZIL  DOESN'T  NEED  A  BAILOUT.  IT  NEEDS  LEADERSHIP 

the  painful  news  thi'ough  sub- 
ordinates. 

Cai'doso  should  also  have 
more  faith  in  voters.  \VHle 
the  steep  interest  rates  and 
spending  cuts  may  tip  the 
countiy  into  recession.  Brazil- 
ians trast  Cardoso  as  the 
leader  who  ended  frightful 
h\']3ei'inflation.  "He's  the  stabi- 
lizer." says  EiTiest  W.  Browm, 
Latin  America  economist  for 
Morgan  Stanley  Dean  Witter 
in  New  York.  "Thej^'re  not 
voting  for  him  because  he's 
the  guy  who's  going  to  bring 
gi'o\\th." 

PRICKLY.  It's  ci-ucial  for  Cai'- 
doso to  use  the  campaign  to 
convince  voters  of  the  ur- 
gency of  slashing  bloated  pub- 
lic pajToUs  and  revamping  the 
social  sectuity  and  tax  sys- 
tems. These  moves  have  been 
bogged  down  in  Congi'ess. 
Now,  after  a  financial  neai'-panic.  is 
the  right  time  to  rally  popular  pres- 
stu'e  on  Congress  to  put  the  economy 
on  a  sound  footing.  Last  fall,  it 
seemed  that  Cardoso  would  do  just 
that  after  a  capital  flight  triggered  by 
Asia's  mess.  But  when  money  began 
returning,  Cai'doso  let  the  agenda  sUp 
onto  the  back  burner. 

Finally,  Cai'doso  should  shed  Bra- 
zil's prickly  nationalistic  reluctance  to 
agree  to  any  IMF 

  teiTns  in  return 

for  loans.  Since 


Encouraged  by  pledges  of  support 
for  Brazil  from  President  Bill 
Clinton  and  the  Group  of  Seven, 
Sao  Paulo's  battered  stock  market 
soared  in  mid-September  by  a  near- 
record  45%  in  just  thi'ee  days.  The 
rush  of  dollars  out  of  the  country 
slowed  to  less  than  .$400  million  per 
day  on  average,  down  fi'om  daily  out- 
flows of  more  than  SI  billion  earlier 
in  the  month.  Brokers  and  analysts 
chii-ped  optimistically  about  the  eas- 
ing of  Brazil's  crisis,  touched  off  by 
financial  tumult  in  Russia  and  Asia  in 
late  July. 

Whoa,  there.  The  line  of  .$30  billion 
or  more  in  credits  to  Latin  America 
that  the  Intemational  Monetaiy  Fund, 
the  G-7  countries,  and  other  interna- 
tional lenders  may  assemble  would  be 
only  a  reprieve.  Brazil,  the  countiy  at 
the  vortex  of  Latin  America's  financial 
stoiTn,  has  to  take  drastic  measiu'es — 
with  or  without  an  agreement  with 
the  IMF— to  cui'b  its  mnaway  deficit 
spending  and  its  $276  billion  domestic 
debt.  Othei-wise,  capital  flight  will  re- 
siune — and  upset  the  rest  of  Latin 
America  again. 

WTiat  Bi-azUian  President  Fernando 
Hemique  Cardoso  and  his  ad\isers 
cleaiiy  hope  is  that  the  prospect  of 
multilateral  aid  to  Latin  America  will 
cahn  the  tui-bulence  and  give  Brazil  a 
respite.  But  with  an  economy  twice 


CANDIDATE  CARDOSO:  Wide  lead,  timid  steps 


the  size  of  Russia's,  Bi-azil  is  too  big 
to  be  bailed  out  by  the  IMF  or  G-7. 
Brazil  must  save  itself. 

The  place  to  begin  is  at  the  top. 
Cai'doso,  limning  for  reelection  Oct.  4, 
has  to  stall  acting  less  Uke  an  inse- 
cui-e  candidate  and  more  like  a  deci- 
sive leader.  Although  he  has  a  wide 
lead  in  polls,  he  delayed  boosting  in- 
terest rates  to  damp  speculation 
against  Brazil's  currencj^  He  hiked 
the  rate  on  Sept. 

10  to  a  draconian   

49.75%.  Faster 
action  could  have 
slowed  the 
shrinking  of  re- 
ser\-es  to  about 
$48  billion  from 
$70  billion  m 
July. 

Now,  to  win 
back  the  confi- 
dence of  the  markets,  Cardoso  needs 
to  push  thi'ough  hefty  spending  cuts 
to  cui'b  the  $60  bUhon  budget  deficit, 
equal  to  nearly  8%  of  gross  domestic 
product.  Pi'oposals  on  Sept.  8  to  tiim 
$3.4  billion  fi-om  this  year's  budget 
disappointed  the  mai'kets  as  too  timid. 
And  to  show  that  he's  committed  to 
tougher  measui-es,  he  should  announce 
them  himself,  rather  than  releasing 


XT         •     xl       J.'  J-  n  lor  loans,  ^mct 

Now  IS  the  time  to  rally  the  i980s  debt 

1  cnmch,  Bi-azil  has 

popular  pressure  on 
Congress  to  take  up  a 
budget-cutting  agenda 


acted  coolly  to- 
w*ard  the  IMF,  at 
least  in  public,  be- 
lie\ing  that  pos- 
tui-e  plays  well 
with  votei^s.  But 
IMF  credits  and 
\isible  support  w^ould  further  allay  de- 
valuation feai-s.  Cardoso  has  brought 
Brazil  a  long  way  fi'om  inflationary- 
chaos,  and  he  is  capable  of  shaping 
public  opinion.  With  more  decisive 
leadei-ship,  a  stronger  Brazil  can 
emerge  fi'om  the  crisis. 

Katz  is  BUSIXESS  week's  Sdo  Paulo 
bureau  chief. 
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Fortunately,  there's  a  globa 
delivery  service  as  good  as  UPS. 

UPS  Worldwide.  Just  imagine,  the  same  fast,  reliable  service  you're  used  to  over  here,  all 
around  the  world.  In  fact,  UPS  guarantees  on-time  delivery  to  over  200  countries  worldwide. 
Your  shipments  get  electronic  customs  clearance.  On-line  tracking,  in  16  different  languages; 
'And  better  yet,  we're  so  confident  we'll  get  your  shipment  there,  we'll  give  you  your  mone^f^i 
back  if  we  don't!  That's  a  promise  that  sounds  good  in  arty  language.  So  when  you're.' 
shipping  overseas,  do  the  same  thing  you  do  at  home.  Just  call  1-800-PICK-UPS. . 

MOVING  at  the  SPEED  of  business: 

'         i    V'V-    /  IV--^;':'^         .  J^800-PICK-U  PS/ www.ups.cojn 


)  1998  United  Parcel  Service  of  America,  Inc.  'Call  for  guarantee  details.   .  ] 


"OUR  INTERNET  ACCESS  SERVICE  NEEDED  MORE 
CAPACITY.  AND  WE  NEEDED  IT  FAST." 


At  GTE  WHOLESALE  MARKETS,  our  goal  is  to  provide  innovative  communications  solutions  to  businesses  within 
the  communications  industry.  Whether  it  involves  network  management,  network  capacity,  or  resale  services,  we  have  an  intimate 
understanding  of  the  problems  these  companies  face.  And  the  experience  and  expertise  to  solve  them.  We  begin  by  establishing  a 
relationship  with  customers  based  on  open  communication  and  an  understanding  of  their  business,  which  allows  us  to  focus  squarely 
on  their  needs.  Then  we  look  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

-.'''<^ 

>SoOTe  time  ago,  an  ISP  "backbone"  provider  faced  a  major  dilemma:  Customer  demand  for  Internet  capacity  had 
outstripped  their  ability  to  provide  it.  They  needed  to  build  more  and  quickly-  That's  when  they  called  in  GTE 
Wholesale  Markets.  Partnering  closely  with  the  ISP,  we  introduced  them  to  a  new  networking  configuration  called  CyberPOP. 
Instead  of  the  traditional  method  of  routing  ISDN  lines  through  multiple  points,  this  system  employs  a  trunkside  connection 
that  permits  the  equipment  to  be  located  in  existing  GTE  switching  centers,  which  in  turn  allows  capacity  to  be  added 
much  more  rapidly.  Over  the  next  two  years,  in  fact,  the  rate  at  which  we  installed  circuitry  for  this  provider  went  from 
1,000  ports  a  month  to  more  than  twelve  times  that.  This  rate  far  exceeded  their  expectations,  enabling  them  to  increase 
their  business  and  coverage  opportunities  very  rapidly. 

If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call  GTE  Wholesale  Markets  at 
1-888-483-9594,  or  contact  us  on  the  Internet  at  www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And  best  of  all, 
we're  flexible.  So  you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 
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BY  JOHN  TEMPLEMAN 


ITRALIA:  BUSINESS  IS  SWEATING 
THE  LABOR  PARTY  RALLIES 


Minister  John  Howard  of  Australia  may  have  been 
ing  his  luck.  First,  he  took  a  big  gamble  by  calling 
irly  general  election  for  Oct.  3 — six  months  before  he 
e  then  upped  the  ante  by  making  a  new  10%  goods- 
ces  tax  (GST)  the  centerpiece  of  his  "stronger  Aus- 
mpaign.  Even  so,  Australia's  booldes  initially  made 
:kls-on  favorite  to  defy  political  gi'avity  and  win. 
iw,  in  the  closing  weeks  of  the  campaign,  Howard's 
s  in  the  Australian  Labor  Party  are  rallying — after 
;er  start.  Major  polls  have  given  Labor  its  best  re- 
;e  March,  putting  it  between  one 
ercentage  points  ahead  of  Howard's 
Party-led  coalition.  Labor  leader 
:ley  has  attacked  Howard  for  being 
■  ideas  for  tackling  Australia's  eco- 
les,  which  are  multiplying:  slowing 
contracting  exports  to  Asia,  dwin- 
iness  investment,  and  expectations 
unemployment.  "His  vision  [has 
I  element,  and  that's  a  goods-and- 
tax,"  says  Beazley. 
OD.  The  focus  on  tax  policy  has 
ther  issues  into  the  background, 
nple,  the  movement  to  dump  the 
onarch  as  Australia's  head  of  state, 
he  countiy  a  republic,  doesn't  feature  in  the  cam- 
)r  does  Australia's  economic  role  in  Asia.  And  while 
eading  parties  clash,  the  populist  One  Nation  Party 
the  hackles  of  neighbors  by  proposing  strict  controls 
ration — mainly  fi'om  Asia — and  by  pushing  for  pro- 
trade  policies  and  big  tax  cuts, 
•d  hopes  he  can  regain  the  high  ground.  He  timed 
ion  to  coincide  vdth  a  peak  in  the  nation's  feel-good 
issie  athletes  won  a  record  198  medals  at  the  recent 
ivealth  Games  in  Malaysia.  And  the  final  play-offs  of 
rugby  league  and  Australian-rales  football  champi- 
viW  fall  around  election  time.  Meanwhile,  Howard  is 


HOWARD:  Talking  a  new  tax 


sweetening  his  GST  plan  with  $7.7  billion  in  income-tax  cuts. 

While  his  prescription  generally  pleases  business,  some 
executives  worry  that  the  promised  tax  cuts  will  be  a  burden 
on  the  budget.  They  also  fret  that  Howard's  achievements  in 
cutting  outlays  will  be  flittered  away  for  reasons  of  political 
expediency.  "Now  is  not  the  time  to  lose  the  urge  for  reform," 
says  Donald  R.  Argus,  ceo  of  National  AustraHa  Bank  Ltd. 

So  far,  Howard  has  had  an  almost  free  ride  with  his  re- 
forms. Labor  still  bears  the  scars  of  its  massive  defeat  in 
1996.  And  until  recently,  that  has  ciimped  its  opposition  to  his 
policies.  But  the  tax  issue  is  getting  Labor 
leaders  back  in  the  game. 

The  odds  favor  them.  In  the  past  20 
years,  thi-ee  attempts  to  introduce  a  tax  on 
consumption  have  failed.  Polls  show  that 
voters  remain  waiy  of  Howard's  proposal,  al- 
though they  accept  a  need  for  tax  reform. 
Labor's  tactic  is  to  rejigger  the  existing 
wholesale  sales  tax  and  offer  tax  cuts  about 
half  the  size  of  the  government  package. 

A  close  election  without  a  clear  victor 
could  propel  Australia  into  the  nightmare 
of  having  One  Nation  hold  the  balance  of 
power — through  its  handful  of  seats.  That 
could  weaken  the  Australian  dollar  fuither 
and  intensif^^  the  economic  downdraft  from  Asia.  "Any  radical 
view,  be  it  right-  or  left-wing,  is  seen  as  a  risk  by  the  mar- 
kets," says  Christopher  Furness,  senior  market  strategist 
at  London  consultancy  4CAST. 

The  traditional  paities  have  tried  to  ignore  One  Nation  and 
its  leader,  Pauline  Hanson.  The  tactic  failed  in  Queensland,  the 
party's  main  regional  base.  And  it  is  allowing  Hanson  to 
frame  some  big  national  issues.  It's  as  if  mainstream  politi- 
cians are  so  oveiwhelmed  by  problems  that  they've  given  up 
on  their  biggest  challenge — defining  Australia's  identity  and  its 
place  in  the  woiid  in  the  21st  century. 

By  T)-acey  Aubin  in  Canberra 


OBALWRAPUP 


ft  GRABS  THE  VODKA 

;1  with  a  mountain  of  economic 
ns,  new  Prime  Minister  Yev- 
rimakov  is  reaching  for  the 
-but  not  to  take  a  swig,  as 
f  his  compatriots  do.  Instead, 
ov  plans  to  nationalize  the 
ndustry  and  reestablish  a 
style  monopoly  over  produc- 
d  sales. 

move  could  be  a  hit,  even 
it  would  probably  raise  prices, 
thousands  of  Russians  die  an- 
Tom  drinking  poor-quality  boot- 


leg vodka.  It  may  restore  to  the 
government  some  of  the  estimated 
$5  billion  a  year  in  lost  taxes  from 
illegal  production  and  imports.  And 
the  government  would  gain  badly 
needed  access  to  hard  currency  from 
vodka  exports. 

ISRAEL  HAWKS  ITS  MISSILES 

►  Successful  testing  of  Israel's 
Arrow  antiballistic-missile  system 
on  Sept.  14  could  put  it  into  export 
orbit.  High-ranking  defense  indus- 
try officials  say  a  number  of 
foreign  countries  are  interested  in 


buying.  They  include  Turkey,  which 
is  worried  about  missile  programs 
in  neighboring  Iran,  Iraq,  and 
Syria,  and  Japan,  over  whose  territo- 
ry North  Korea  recently  lobbed  a 
missile. 

Israeli  soui'ces  say  they  are  tiying 
hard  to  interest  the  U.  S.  in  using  the 
system  to  defend  Ameiican  troops  in  , 
global  hot  spots.  The  Arrow's  maker, 
Israel  Aircraft  Industries  Ltd.,  could 
do  with  a  boost.  After  years  of  heavy 
losses,  it  reported  a  $19.7  milHon  net 
profit  on  sales  of  $929  million  in  the 
first  half  of  1998. 


Dl  IQIMFQQ  \a;FFK  /  nrmRFR  R     IQQR  75 


Disc  ABS 


Suffer,  Stronger 
UniFrame  Structure  Quadra-Trac  IF" 

Electronically  Controlled  On-Demand  4WD* 

Multi-Speed  Automatic 
Transmission*  * 


Quadra-Drive  ' — Our  Most 
Advanced  4WD  System  Ever* 


Anti-Theft  Sentry  Key 
Immobilizer 


Powerful  Quad 
Halogen  Headlamps 


Improved 
Steering  System 


Enhanced  Quadra-Coil' 
Suspension 


IT'S  ONLY  FITTING  TH//\Tl 
THE  CHANGES  TIJR 

Inspired  by  nature.  Enjoyed  by  mankind.  To  find  out  more  about  the  all-ij 


THE     ALL-NEW  JEl 

THE  MOST  CAPABL 


^0 


'  Biisccl  (in  AM(  I  <)\  ci.ill  nii-  and  od-road  pcrlormance  tests  using  Ciiand  Cherokee  with  a\'.ulable  Quadia-Dri\e'  '  and  V8  e|. 


4.7L  235  HP  Power  Tech 
V8  Engine** 


Jeep 


THERE'S    ONLY  ONE 


Exclusive  Infrared 
Dual  Zone  Climate 
Control 


Next  Generation 
Air  Bags^ 


13  Personalized 
Programmable  Features 


Reduced  Vehicle 
Noise  and  Vibration 


FuU-Size  '  Spare  Tire  Inside, 
Under  Cargo  Area 


Vari-Lok  '  Progressive 
Front  and  Rear  Axles* 


AND  CHEROKEE 

^ORT  UTILITY  EVER* 


>1  nal  'Always  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  for  children.  Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 
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SPACE  MOGULS 


GETTING  IRIDIUM 
OFF  THE  GROUND 

Ed  Staiano  is  racing  to  power  up  a  global  wireless  system 


It  was  a  crucial  meeting.  So,  last 
April.  Iridium  c  eo  Edward  F.  Sta- 
iano boai-ded  a  12-hom-  flight  to  Bei- 
jing despite  a  terrible  cold  and  sore 
thi'oat.  Once  in  China,  his  condition  was 
so  bad  he  could  bai-ely  speak.  Still.  Sta- 
iano wasn't  about  to  miss  his  one  chance 
for  a  powwow  with  China's  powerful 
Minister  of  Infonnation  Industiy,  Wu 
Jichuan.  And  when  Wu  offered  him  an 
odd-looking  Chinese  cold  remedy.  Sta- 
iano gamely  downed  the  dai'k.  steaming 
brew  without  flinching.  The  meeting 
was  a  success,  and  Iridium  got  it.^  cov- 
eted Cliinese  license. 

Doing  whatever  it  takes  to  ad\ance 
the  ball  has  long  been  standai'd  operat- 
ing procedui'e  for  the  62-year-old  for- 


mer ilotorola  Inc.  hotshot.  But  these 
days,  with  the  debut  of  Washington- 
based  Iridium's  hugely  ambitious  global 
wireless-phone  system  falling  behind 
schedule  and  its  stock  price  plummeting 
by  nearly  half  since  May.  Staiano  is 
even  more  diiven  than  usual.  Indeed, 
he  has  staked  his  reputation  on  the 
monumentally  complex  system,  which 
relies  on  66  sateUites.  reams  of  soft- 
wai-e  code,  and  scores  of  sensitive  agi-ee- 
ments  with  foreign  goveniments. 

In  recent  months,  Staiano  has  been 
under  especially  intense  pressui'e  as  the 
Sept.  23  deadline,  set  five  yeai's  ago. 
for  the  system's  inception  has  come  and 
gone.  Over  the  summer,  two  satellites 
failed  and  had  to  be  replaced.  Then  a 


rocket  explosion,  hunicanes,  and  even  a 
Ughtning  strike  delayed  launching  the 
last  set  of  Iridiimi  satelKtes.  Even  more 
troubhng.  a  spate  of  computer  gUtcb 
on  the  gi'ound  has  postponed  offering 
senice  until  Nov.  1  at  the  eaiiiest. 

Staiano  insists  he  isn't  fazed.  Known 
as  "Fast  Eddie"  dming  his  Motorola 
days,  he  built  the  electronic  giant's  huge 
cellular-phone  business  fi'om  zip  to  $11 
biflion  dming  a  fi-enzj-  of  gi'owth  in  thi 
late  '80s  and  "GOs.  Still,  Iridium's  SS."? 
billion  sateUite  network  is  an  enoiTnous 
technological  and  mai-keting  challenge.  D 
all  goes  as  planned,  it  will  pro\ide  s 
reliable  dial  tone  anwhere  on  the  globe 
But,  even  assuming  its  numerous  tech- 
nical snags  can  be  worked  out.  Iridi- 
um's S3,000  handsets  and  up  to  S7-a- 
minute  airtime  charges  maki 
commercial  success  fai*  fi'om  certain. 
NUMBERS  GAME.  WTiat  is  certain  is  thsd 
Staiano  has  been  pushing  liis  team  q 
500  engineers  and  sales  staffers  with  i 
ferocity  that  borders  on  obsession.  A< 
recent  board  meetings — which  consisf 
of  28  telecom  executives  and  investor 
from  around  the  world — Staiano  ha; 
taken  to  egging  on  members  in  fi'oni 
of  their  peei-s  for  falling  behind  sched 
ule,  says  one  executive  present  at  th( 
meetings.  At  one  recent  boai-d  meeting 
membei-s  were  i-anked  with  little  gi-eeii 


WHAT  SAVIN  IS 
DOING  TO 
MAKE  XEROX  YOUR 

X-OOCUMENT 
OUTPUT  COMPANY. 


You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital 
document  solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technology  ayti 
essential  to  boosting  productivity  in  today's  digital  offices.  Like  our  fast,  versatile, 
connectable  digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print, 
sort,  duplex  and  staple -right  from  your  desktop.  And  full-color  digital  imaging  systems  that 
turn  electronic  documents  into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
^   ^„    themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
"^^^^^^  Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
most  easy  to  work  with  name  in  the  business.  With  smart,  energetic, 
highly-trained  Savin  professionals  willing  to  do  whatever  it 
takes  to  give  you  the  satisfaction  and  service  you  deserve. 
To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact 
us  at  1-800-234-1900  or  www.savin.com. 
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every  annual  report  ever  issued  in  the  tiistory  of  the  newJiM'k  stock  exchange 
sent  from  wall  street  to  silicon  valley  in  1.48  secoi 


I 

Whether  a  small  business,  or  a  corporate  giant,  every  bit  of  information  has  value,  it  hold!^^' 
ideas,  proposals,  presentations,  contracts,  research,  much  of  it  confidential,  consider  the  Qwes 
NORTEL    Macro  Capacity    Fiber  Network,  combining  Nortel's  optical  networking  technology 
iiORTHERN  TELECOM    with  the  world's  purest  fiber,  it  is  capable  of  transmitting  over  two  trillion  bits  o 


Itimedia  information  per  second,  all  at  the  speed  of  light,  with  Qwest 
^Isolute  Data  Integrity/  only  one  bit  of  error  is  possible  in  every 
:i  drillion  bits,  in  today's  business  world,  this  makes  Qwest  every  bit  as 
/  jable,  as  every  bit  of  information.  www.qwest.net 


ride  the  liiht 


Qwest 


People 


yellow,  or  red  race  cars — ^gi'een  cars  for 
those  who  were  ahead  of  schedule  and 
yellow  and  red  ones  for  those  who  had 
fallen  behind. 

If  there  is  one  thing  Staiano  hates, 
it's  being  behind  schedule.  As  it  be- 
came clear  Iiidium  might  miss  its  dead- 
line, he  canceled  all  employee  vacations 
in  August  and  September.  But  for 
many  staffers,  a  missed  vacation  is  the 
least  of  their  worries.  Late  last  year, 
for  instance,  Staiano  gave  Vice-Presi- 
dent Craig  W.  Bond  four  weeks  to 
identify  every  wireless-phone  number 
now  in  use  around  the  globe  to  ensure 
that  Indium  doesn't  assign  those  num- 
bers to  its  customers.  "We  pulled  out 
all  the  stops  to  do  as  much  as  physi- 
cally possible,"  recalls  Bond.  At  the 
end  of  four  weeks.  Bond's  team  had 
rounded  up  60%  of  the  planet's  phone 
numbers,  but  Staiano  said  the  results 
were  "  'totally  unacceptable.'  "  Says 
Bond:  "He  gives  absolutely  no  leeway. 
He  shows  no  mercy." 

Staiano  insists  he  has  little  choice. 
With  a  Si  billion  bank 
loan  due  at  the  end 
of  the  yeai",  and  Glob- 
alstar  Limited  Part- 
nership, a  Loral 
Space  &  Communica- 
tions Ltd. -backed 
competitor,  set  to  of- 
fer a  competing  yet 
more  affordable  satel- 
Hte  sen'ice  late  next 
year,  Staiano  needs 
paying  customers. 
The  Globalstar  sys- 
tem, which  makes 
more  extensive  use  of 


Staiano  hates  missing  a  deadline. 
"He  gives  absolutely  no  leeway,"  says 
staffer  Craig  Bond.  "He  shows  no  mercy" 


EDWARD  F.  STAIANO 

BORN  1936  Williston  Park,  N.Y. 

EDUCATION  BS  1958,  MA 
1960,  Bucknell  University;  PhD 
1967,  mechanical  engineering, 
University  of  New  Mexico 


GREATEST  TEEN  ACHIEVE- 
MENT Playing  accordion  solo  at 
Carnegie  Hall  at  age  16. 

LIFETIME  AMBITION  To  be 

considered  in  the  same  league 
as  Alexander  Graham  Bell. 


he  has  ever  taken  is  five  days.  "You 
have  to  be  prepared  to  walk  the  same 
mile  that  the  technical  people  in  the 
trenches  do  every  day,"  he  says.  "I 
pride  myself  on  equal  pressure  on 
eveiyone." 

The  son  of  an  Italian  immigi'ant  fa- 
ther and  a  Canadian-born  mother, 
Staiano  grew  up  in  a  working-class 
neighborhood  where  few  kids  ever  con- 
sidered going  to  college,  let  alone  mn- 
ning  a  multibillion-dollar  business.  His 
father,  Dominick,  ran  a  produce  busi- 
ness on  Long  Island,  X.  Y.,  where  Ed, 
the  middle  child,  grew  up  with  his  two 
sisters.  More  interested  in  hanging  out 
than  in  pui'suing  an  education,  Staiano 
was  "very  happy  driving  a  truck  for 
"^my  dad  for  8200  a 
week,"  he  says.  But 
papa  had  loftier  am- 
bitions for  his  only 
son.  To  persuade  Ed 
to  go  to  college, 
Dominick  Staiano 
even  offered  to  buy 
him  a  car.  That 
clinched  the  deal. 

Once  at  Bucknell 
University.  Staiano 
seemed  to  excel  only 
at  partying  with  his 
fraternity  pals  and 
working  on  the  huge 


gi'ound  networks  than    wooden  floats  for  the 


Iridium's,  cost  just 
$2.6  billion,  and  its 
handsets  are  likely  to 
retail  at  a  third  the 
price  of  Iridium  sets. 
Staiano  maintains 
Ii'idium's  one-year 
lead  ancPbetter  tech- 
nology,' will  still  give 
it  the  edge  over 
Globalstar. 


FIRST  JOB  Driving  a  delivery 
truck  for  his  father's  produce 
business. 

WHY  HE  WENT  TO  COUUiaC 

Didn't  want  to  spend  his  life 
loading  and  unloading  potato 
trucks. 


MANAGEMENT  PHILOSOPHY 

"A  good  manager  can  never 
have  favorites." 

PARTY  TIME.  To  main-    Staiano's 

tain  his  own  edge  and     FAMILY  Married,  one  daughter,  despite 
two  grandchildren. 


boost  morale  among 
the  ranks,  the  6-foot, 
4-inch  Staiano  .starts 
each  day  with  a 
tlu'ee-mile  mn  at  iy.HO 
a.m.,  eats  a 
sandwich  at  his  desk 
for  lunch,  and  works 
seven  days  a  week. 
The  longest  vacation 


LONGEST  VACATION  EVER 
TAKEN  Five  days.  "Four  or  five 
days  is  all  I  can  take  in  a 


homecoming  parade. 
As  a  result,  he 
wound  up  on  acade- 
mic probation.  "I 
didn't  buy  any  books 
the  first  year,"  he 
says.  "I  was  there 
because  I  wanted  my 
car."  Some  teachers, 
though,  were  im- 
pressed with 
potential 
his  poor 
showing.  "He  had  a 
lot  on  the  ball  be- 
yond some  of  the 
other  kids  who  were 
getting  better 


turkey    I!^'^^®^  A^^^^J ''   gi-ades,"  says  retired 


HOBBIES  Woodworking,  cook- 
ing. Staiano's  specialty:  home- 
made marinara  sauce. 


professor  Charles  H. 
Coder.  A  summer 
school  course  in  en- 
gineering proved 


Coder  right.  "It  was  like  a  switch"  go 
ing  on,  says  Staiano,  who  develops 
an  instant  passion  for  the  field.  StaiaJi 
went  on  to  earn  a  doctorate  and  wa 
teaching  at  Bucknell  before  he  wen 
to  work  for  Motorola  in  1973. 

In  1984,  Staiano  became  head  of  th 
then  tiny  cellular-phone  unit.  By  199< 
the  division  he  ran  was  generating  $1 
billion,  40%  of  the  company's  total  re\ 
enues.  And  Staiano  had  long  since  es 
tablished  his  reputation  as  an  unjaeld 
ing  boss.  Former  Motorola  enginee 
Chris  Jenner,  now  an  executive 
Sphere  Communications,  recalls  a  sen( 
of  monthly  quality  review  meetings 
the  spring  of  1990.  They  tended  to  laS' 
four  hours  and  proceeded  along  pr€ 
dictable  hnes.  "One  day.  Ed  sticks  hi 
head  in,"  says  Jenner.  "He  went  on 
tii'ade:  "You  call  this  a  quality  re\iew?' 
For  the  next  18  months,  Staian 
presided  over  each  meeting.  Stailmg  a 
6:30  a.m.,  they  lasted  12  hours.  Strag 
glers  arriving  just  two  minutes  lat 
were  met  with  a  cold  stare  froi 
Staiano.  "It  was  definitely  effective, 
says  Jenner,  who  adds  that  he  admire 
Staiano's  work  ethic. 
STREET  TROUBLE.  By  1996,  Staiano  ha 
hit  a  wall.  Motorola  was  stumbling,  an 
Staiano.  now  in  charge  of  30,000  worl 
ers,  "wasn't  having  fun  anymore,"  h 
says.  Meantime,  Motorola  had  spun  o 
its  Iridium  ventui'e  and  was  looking  fc 
a  CEO.  As  a  member  of  the  search  con 
mittee,  Staiano  thi'ew  his  hat  into  th 
ring  and  got  the  job. 

At  Iridium,  Staiano's  first  stop  we 
Wall  Street,  to  raise  .$2.8  billion  neede 
to  complete  the  system.  But  many  ii 
vestoi-s  balked.  Staiano  appeased  skeptic 
by  agi'eeing  to  make  Iridium  handsel 
compatible  with  gi-ound-based  cellulf 
systems.  Calls  can  now  b^^pass  Iridiiu 
satellites  when  within  range  of  e.xistin 
netW'Orks,  making  them  more  affordab. 
but  less  lucrative  for  Iridiiun. 

Now,  after  blitzing  the  media  with 
$180  million  ad  campaign.  Iridium  hi 
yet  to  commence  senice.  Staiano  insislti 
he's  not  disappointed.  "To  pick  a  datil 
five  yeai's  ago  and  be  within  a  month  > 
it  is  phenomenal,"  he  says.  Still,  for  tl 
man  w  ho  hates  to  miss  a  deadline,  thes 
are  an.xious  times  indeed. 

By  Catherine  Yang  in  Waskingto 
and  Roger  0.  Crockett  in  Chicago 
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Your  largest  client  needs  help  fast 
Who  are  your  three  best  Java 
programmers  not  on  assignment? 


Do  you 
knowp 


ORACLe 

A  p  p  1  i  c  a  t  i  o  nS 


You  can  spend  millions  of  dollars  on  application  software  and  still  not  have  the  intormation 
yoLi  need  to  run  your  business.  That's  because  most  apphcation  software  automates  |ust  the 
back  office — or  just  the  front  oftice.  Oracle'  applications  intej;rate  your  entire  business  — 
sales,  service,  supply  chain,  manufacturing,  accounting,  projects,  human  resources. 
Everything.  Our  applications  capture  all  the  information  needed  to  provide  a  complete  view 
of  what's  going  on  in  your  business.  Every  decision  you  make  is  based  on  up-to-date 
information  and  impact  on  shareholder  value.  We  call  it  business  intelligence.  And  it's  from 
Oracle.  Now  you  know.  If  you'd  like  to  know  even  more  —  and  who  wouldn't — call  Oracle. 

1-800-633-0921,  ext.  16349,  or  visit  uww.onule.cowl  infol  17  tochiy.      NoW    yOU  koOW 

©1998  Oracle  Corporation,  All  rights  reserved,  Oracle  is  a  registered  trademark  of  Oracle  Corporation. 
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Ferdinand  Piech 
is  determined  to 
make  Volkswagen 
into  a  global  force 

Volkswagen's  lovable  New  Beetle 
might  have  died  an  early  death 
were  it  not  for  the  fanatical  ambi- 
tion of  Chief  Executive  Ferdinand 
Piech.  In  1993,  when  vw  was  reeling 
from  a  $1.1  billion  loss,  many  managers 
viewed  the  little  car  as  an  unaffordable 
plaything.  One  opponent,  research  and 
development  chief  Ulrich  Seiffert,  went 
so  fai-  as  to  liide  the  fu-st  full-size  model 
from  Piech  for  two  weeks  when  it  ar- 
rived at  Wolfsbm-g  headquarters  fi-om 
vw's  Cahfoi-nia  design  studio.  But  Piech, 
whose  gi-andfather  had  conceived  the 
original  Beetle  at  Adolf  Hitler's  behest, 
rolled  over  the  naysayers,  stuffed  the 
car  with  the  technology  he  loves,  and 
drove  it  to  popular  acclaim. 

Reincarnating  the  Voll^swagen  Beetle 
is  just  one  part  of  Piech 's  all-consuming 
\ision:  to  mold  Eui'ope's  leading  auto 
mass-marketer  into  one  of  the  world's 
mightiest,  most  respected  carmakers. 
Since  taking  the  wheel  at  vw  in  1993, 
the  61-year-old  engineer  has  pursued 
that  goal  with  obsessive  zeal. 

He  has  consolidated  power,  sweeping 
out  dozens  of  top  managers  who  didn't 
follow  his  lead.  More  important,  he  has 
launched  an  aggi'essive  product  offen- 
sive, ft-om  the  $10,500  Lupo  mini-car 
just  introduced  in  Em-ope  to  a  12-cylin- 
der  Super  Passat  sedan  that  could  cost 
up  to  $85,000  and  debut  in  2001.  Piech's 
goal:  to  shed  vw's  plebeian  image  and 
move  the  brand  upmarket.  "We're  ti-y- 
ing  to  redefine  the  status  game,"  says 
Jens  Neumann,  a  member  of  Volkswa- 
gen's management  board  and  longtime 
Piech  lieutenant. 

SPENDING  SPREE.  Piech's  latest  gambit 
is  an  audacious  assault  on  the  ultra-lux- 
ur>'  market.  In  just  three  months,  he 
has  bought  Rolls-Royce  Motor  Cars  for 
$640  million — only  to  lose  the  rights  to 
the  coveted  Rolls  brand  to  BMW; 
plunked  down  some  $110  million  for 
Lamborghini,  the  Italian  maker  of  fii'e- 
breathing,  $240,000  sports  cars;  pur- 
chased Cosworth,  the  British  specialty 
engine  maker,  for  $178  milHon;  and 
snapped  up  Bugatti,  a  bankrupt  Italian 
sports-car  maker 

Piech's  dramatic  moves  are  often 
\iewed  with  awe — and  sometimes  be- 


HARD-DRIVIN 
BOSS 


82 


JSINESS  'WEEK  /  OCTOBER  5.  1998 


Portrait 

Of  A 
Car  Buff 

APR.  17, 1937  Born  in  Vienna, 
Austria,  to  Anton  and  Louise 
Piech,  the  daughter  of  engineer 
Ferdinand  Porsche. 

1942  Anton,  CEO  of  Volks- 
wagen's precursor,  oversees 
production  of  the  Beetle's  Jeep- 
like cousin. 

1963  With  an  engineering  degree 
from  Zurich's  Technical  Institute, 
the  younger  Piech  lands  his  first 
job,  testing  engines  at  sports-car 
maker  Porsche. 

1968  Promoted  to  head  of  devel- 
opment and  of  racing  at  Porsche. 
Spends  millions  to  win  Manufac- 
turer's Championships  in  1969, 
1970,  and  1971,  firmly  establish- 
ing Porsche's  racing  credentials. 

1972  Blocked  from  becoming 
Porsche  CEO,  joins  Audi  as  direc- 
tor of  special  projects  in  R&D. 

1975  Promoted  to  head  of  R&D. 
Establishes  Audi  as  a  technology 
leader  with  such  innovations  as 
the  Quattro  all-wheel-drive  and 
world-beating  aerodynamics. 

1988  Overcoming  resistance 
from  Audi's  Works  Council, 
named  CEO.  Continues  to  consult 
84-year-old  mother  on  business 
matters. 

1993  Succeeds  Carl  Hahn  as 
Volkswagen  CEO.  Lures  cost-cut- 
ter Jose  Ignacio  Lopez  from  Gen- 
eral Motors,  sparking  a  three- 
year  legal  battle  with  GM  over 
charges  Lopez  stole  confidential 
GM  documents. 

1998  Tries  to  push  VW  upmarket. 
Buys  Italian  sports-car  specialist 
Lamborghini  and  Britain's  Rolls- 
Royce.  BMW  outfoxes  Piech,  win- 
ning rights  to  the  Rolls  name  and 
trademark. 


wilderment — by  everyone  from  com- 
petitors to  VW  shareholders.  From  his 
controversial  huing  in  1993  of  General 
Motors  Corp.'s  cost-cutting  ace  Jose 
Ignacio  Lopez  to  his  fathering  of  more 
than  a  dozen  children  by  at  least  four 
women,  Piech  seems  to  make  up  his  own 
rules  in  life.  He  declined  to  be  inter- 
viewed for  this  story.  But  conversations 
with  former  colleagues  and  classmates 
paint  a  picture  of  a  combative  yet  inse- 
cure man  who  is  cMven  hy  a  de*^])  desire 
to  match  his  gi'andfa- 
ther's  mythical  statui'e. 
"He  wants  to  prove 
that  he  has  been  un- 
derestimated for 
years,"  says  a  former 
Volkswagen  e.xecutive. 

Whatever  his  per- 
sonal cjuirks,  Hech  has 
steered  vw  into 
astounding  success. 
When  he  took  over, 
the  carmaker  was  so 
inefficient  that  it  could 
make  a  profit  only  by 
working  factories  over- 
time— a  bad  predica- 
ment when  the  industry  is  in  a  sales 
slump.  Piech  hammered  vw  into  a  com- 
pany fit  to  comjjete  with  such  giants  as 
GM,  Ford,  and  DaimlerChrysler  In  just 
five  years,  he  turned  around  the  mori- 
bund SEAT  and  Skoda  brands,  widened 
vw's  lead  in  Eui'ope,  engineered  a  come- 
back in  the  U.  S.,  and  strengthened  the 
company's  grip  in  emerging  markets 
fi'om  Central  Europe  to  Latin  America. 
"He  is  the  most  brilliant  and  forward- 
looking  CEO  in  the  business  today,"  says 
an  analyst  for  a  major  vw  investor  who 
rarely  praises  the  company. 

In  Em'ope,  vw  has  gTabbed  1.2  points 
of  market  share  since  1993,  bringing  it 
to  17.5%  (charts,  page  84).  Archrival 
GM,  meanwhile,  has  slipped  nearly  two 
points  to  a  distant  second,  at  11.3%.  In 
the  U.  S.,  the  first  market  to  get  the 
New  Beetle,  the  $16,500  Bug,  launched 
this  spring,  is  powering  vw's  revival. 
The  perky  car  draws  shoppers  into 
showrooms,  where  they  are  suddenly 
buying  eveiy  model  in  sight,  vw's  U.  S. 
sales  are  up  61%-  so  far  this  year,  and 
the  company  expects  to  deliver  200,000 
cars  in  1998,  the  most  since  1984. 

Analysts  expect  vw  to  report  about 
$1.3  bUlion  in  net  income  in  1998,  on  sales 
of  $75  billion — an  earnings  jump  of  60%. 
But  consei-vative  Gemian  accounting  im- 
derstates  performance,  vw  will  actually 
eai-n  $2.1  billion  in  1998,  and  $2.6  bilhon 
in  1999,  based  on  inteinational  accounting 
niles,  figau'es  John  K.  Lawson,  auto  ana- 
lyst at  Salomon  Brothers  in  London. 


TRACKMAN 
In  the  1960s,  Piech  helped 
turn  Porsche  into  a  maker  of 
world-beating  race  cars 


The  danger  with  Piech  is  that  his 
personal  ambition  could  cause  him  to 
overreach.  Moreover,  his  iron  giip  on 
vw  means  there  ai'e  few  checks  and  bal- 
ances on  his  decisions.  Piech  has  slmmk 
vw's  management  board  to  just  five 
members,  from  nine  before  he  took  the 
top  job.  He  holds  personal  responsibility 
for  R&D,  production,  purchasing,  and  the 
vw  brand — areas  typically  assigned  to 
individual  directors.  Critics  say  that  the 
Ro]]s-R(i\'ee  hhmder,  which  leaves  vw 
,  with  only  the  lesser- 
loiown  Bentley  brand 
after  2002,  shows  the 
CEO  has  too  much  in- 
fluence, especially  over 
the  company's  20- 
member  supervisory 
board.  "At  vw,  noth- 
ing happens  without 
Piech,"  says  a  fonner 
colleague. 

Piech's  success  has 
been  fueled  by  engi- 
neering knowhow,  a 
passionate  love  of 
cars,  and  enormous 
wealth.  His  family's 
sprawling,  Salzburg-based  business  em- 
pire, which  includes  hotels  and  auto  im- 
porters across  Europe,  is  estimated  to 
be  worth  more  than  $3  billion.  That 
background,  some  say,  gives  Piech  a 
psychological  advantage  in  confronta- 
tions with  ordinary  mortals  for  whom 
job  loss  is  a  financial  threat. 
QUANTUM  LEAP.  Former  classmates  say 
that  as  a  student  at  Zurich's  Swiss  Fed- 
eral Institute  of  Technology  in  the  early 
1960s,  Piech  threw  himself  into  auto- 
motive studies  with  single-minded  in- 
tensity. He  tooled  around  in  a  Porsche 
and  spent  his  spare  time  tinkering  with 
it.  Once,  over  Christmas  vacation,  he 
modified  the  engine,  omitting  the  heater 
Then  he  drove  300  miles  from  his  fami- 
ly's home  in  Austria  to  Zurich,  over  the 
snowy,  5,900-foot  Arlberg  pass.  "He  al- 
most froze  to  death,"  says  Wemer  Kalin, 
a  classmate  who  now  works  at  the 
Swiss  embassy  in  Washington.  "I  asked, 
'Don't  you  have  a  heater?'  He  said, 
'There  was  no  room.' " 

Now,  Piech  mainly  tinkers  with  new 
models  that  vw  is  developing,  regularly 
joining  test  chives  of  prototy]3es — a  task 
typically  delegated  to  development  en- 
gineers. His  close  involvement  in  new 
projects  approaches  that  of  a  control 
ft'eak.  After  taking  the  helm  of  vw,  he 
threw  himself  into  work  on  the  Passat, 
a  $21,700  family  sedan  that  made  its 
debut  in  1997.  It  was  the  fii'st  all-new 
car  to  be  developed  on  Piech's  watch, 
and  he  wanted  it  to  help  shake  vw's 


People 


image  as  a  maker  of  solid  but  stodgy 
vehicles.  Using  Mercedes  as  a 
yardstick,   Piech   ordered  a 
quantum  leap  in  quality.  He 
insisted  interiors  be  outfit 
ted  with  rich  fabrics  and 
high-quality  plastics 
that  mimic  leather.  In 
199(3,  before  joiUTialists 
tested  the  fu'st  produc- 
tion models,  Piech  per- 
sonally drove  nearly  60 
cars  to  be  sure  they  were 
in  tip-top  shape. 

The  car  won  rave  reviews, 
beating  Mercedes  and  bmw  model 
comparison  tests  by  German  car  in  i  .  :i 
zines.  That  helped  make  it  a  selluui, 
forcing  vw  to  add  capacity  at  its  plant 
in  Saxony.  Passat  worldwide  sales  this 
year  could  hit  400,000,  up  from  370,000 
in  1997.  "vw  was  able  to  build  up  a 
[price]  premium  over  other  manufactur- 
ers, like  Fiat,  Opel,  and  Foixl,"  says  Di- 
eter Zetsche,  a  Mercedes  managing  di- 
rector. "That's  quite  an  achievement." 
DARK  SIDE.  Piech's  lifelong  fascination 
with  cars  gives  him  a  nose  for  cutting- 
edge  technology  that  wows  customers. 
In  the  1970s  and  eariy  1980s,  while  re- 
search director  at  Audi,  he  propelled 
such  breakthroughs  as  full-time  four- 
wheel-drive  for  passenger  cars.  The 
aerodynamic  design  for  the  Audi  100, 
launched  in  1982,  stunned  the  world 
with  its  curvy  contours  and  record-low 
vdnd  resistance.  The  car  won  awards 
and  spawned  copycats,  including  Ford 
Motor  Co.'s  TauiTis,  which  quickly  be- 
came the  best-selling  car  in  the  U.  S. 
And  in  the  1990s,  Piech  promoted  a 
newly  developed  direct-injection  diesel 
engine  that  combined  the  fuel  economy 
of  a  diesel  with  the  quiet,  zippy  peribr- 
mance  of  gasoline  engines.  Such  com- 
petitors as  GM  and  Renault  are  just  now 
beginning  to  catch  up. 

Piech's  visionary  leadership  has  a 
dark  side.  vw's 
achievements  since 
\99'i  have  come  in  a 
virtual  autocracy. 
Piech's  will  prevails 
from  the  r&d  center 
all  the  way  up  to  the 
management  board. 
Executives  who  ques- 
tion his  ideas  and  deci- 
sions often  get  the 
boot.  In  his  fti'st  three 
years  at  the  helm, 
Piech  tossed  out  more 
than  20  top  managers, 
including  two  Audi 
CEOS.  At  meetings, 
"critical  questions 


aren't  askexh 
because  people  know 
things  can  rapidly  get  un- 
comfortable," says  an  ex- 
ecutive who  worked  close- 
ly with  Piech  for  several 
years. 

Colleagues  know  immediately  when 
the  boss  is  upset.  His  blue  eyes  flash 
with  anger,  and  he  intimidates  subor- 
dinates with  long  .silences.  Indeed,  in 
an  era  when  team-building  and  employ- 
ee empowerment  are  in  vogue,  Piech 
prefers  fear  as  a  motivator.  Former  vw 
executives  say  Piech  likes  to  keep  peo- 
ple off  balance,  making  siuprise  visits  to 
offices,  vw's  technical  center,  or  the  vast 
Wolfsburg  factory. 

Even  when  a  loyal  subordinate  does 
well,  Piech  is  stingy  with  compliments. 
Close  ally  Neumann  has  received  few 
kudos  from  the  boss  for  resuscitating 
vw's  U.  S.  operations — which  the  com- 
pany considered  abandoning  just  five 
years  ago.  "He  is  not  a  man  who  ex- 
pi'esses  his  praise,"  says  Neumann  of 
Piech.  Piech's  heavy  hand  so  riled  vw 
managers  in  late  1994  that  they  sent 
an  open  letter  to  supervisory  board 
Chairman  Klaus  Liesen.  "Herr  Doktor 
Liesen,"  it  began,  "this  company  is  inn 
by  a  man  with  psychopathic  traits." 


BEETLE 
Despite  critics 
Piech  loaded  the  car 
with  technology  and 
drove  it  to  acclaim 


VW  HAS  PULLED  AHEAD 
IN  EUROPE... 


...AND  EARNINGS 
HAVE  SOARED 


'93  '94 
▲  PERCENT 


'93      '94  '95 
EST      A  BILLIONS  OF  DOLLARS 
DATA:  COMPANY  REPORTS,  SALOMON  BROTHERS  INC. 


sen  asked  Piech  to  t 
down  his  rhetoric. 

If  Piech  seems  to 
vw  like  a  personal  fiefd 
the  tendency  may  be  in 
genes.  The  year  he  ^ 
born,  his  maternal  gra 
fathei',  Ferdinand  Pors( 
helped  plan  the  facton 
Wolfsburg  that  would  build  the  f 
Beetles — along  with  parts  for  tar 
aii'craft,  and  other  weapons.  His  fat 
a  Viennese  lawyer  named  Anton 
came  ceo  of  the  fledgling  Volkswa 
in  1941.  At  the  height  of  Worid  War 
Anton  focused  production  on  a  few 
products,  such  as  Beetle-based  Je 
and  aircraft  engines,  in  an  effort 
make  the  state-owned  company  p: 
itable.  Many  of  the  factory's  wort 
were  slave  laborers  from  eastern 
rope.  In  September,  vw  set  up  a  i 
million  fund  to  help  support  th 
workers  still  living. 

The  split  between  the  Porsche 
Piech  clans  dates  to  the  same  era.  I 
haps  sensing  Germany's  fate,  in  li 
Anton  and  his  wife,  Louise  Pors( 
negotiated  an  agreement  with  Fe: 
nand  Porsche  and  Louise's  brother  I 
ry  Porsche  to  take  over  Porsche's 
gineering  businesses  in  Austria, 
portion  of  the  business  located  n 
Stuttgart  remained  ■with  the  Porscl 
After  the  war.  Ferry  began  devel 
ing  sports  cars  ba 
on  the  Beetle,  pr 
ucts  that  would  s 
make  Porsche  woi 
renowned.  The  fa 
lies  have  since  agr 
to  joint  ownershil 
both  the  German 
Austrian  companj 
but  friction 
nonetheless  smolde 
between  the  two. 

It  rankles  Pi 
that  he  can't  basi 
the  glory  of 
Porsche  name, 
played  a  key  role! 
burnishing  the  spo 
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Mitsubishi  Continues 
To  Ship  More 
Embedileil  DRAM 
Than  Aii  Other 
Suppiiers  Combined. 


E    N    A    B    L    E  D 


eRAM  ""  stands  {or  "embedded  londorn 
access  memory"- Mitsubishi's  brand  name 
for  Its  silicon  process  technology,  products 
and  systems  expertise  that  integrate  memory 
and  system-level  core  functions  in  the  same 
integrated  circuit  to  enable  unprecedented 
system  performance.  eRAM  encompasses 
Mitsubishi's  proven  ability  to  combine  memory 
-  especially  DRAM  -  microprocessor  and 
other  logic  core  functions  in  a  single  piece  of 
silicon.  And,  it's  scalable  across  your  product 
lines,  which  helps  you  save  design  costs  ond 
get  to  market  foster 


Mitsubishi's  HyperDRAM™  process  technology  and 


manufacturing  capabilities  are  helping  companies- 


DVD 

Digital  Camera 
LCD  Controller 


Network  Switch 
Palmtop  PC 

across  a  wide  range  of  applications-to  revolutionize        Portable  Graphics 

Printer 

industries  by  integrating  systems  into  a  single  piece  of  silicon.  And  it  can 


do  the  same  for  you.  We've  shipped  over  12  million  embedded  DRAM 


systems-on-a-chip  during  the  past  three  years'  That's  more  than  all  other 


suppliers  combined.  Our  process  technology  is  moving  to  the  0. 1  8|jm 


level  and  lower-  fast.  Embedded  DRAM  isn't  a  dream,  it's  a  reality 


What  else  would  you  expect  from  a  leader; 
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car  makei"'s  image.  Fresh  from  univer- 
sity, he  joined  Porsche's  engine-test  de- 
partment in  1963,  and  by  1968,  he  was 
named  head  of  development  and  of  rac- 
ing. Immediately  and  obsessively,  he 
launched  an  all-out  campaign  to  win  the 
coveted  Manufacturer's  World  Champi- 
onship and  its  most  famous  race,  the 
24-hour  Le  Mans.  "Nobody  beheved  it 
could  be  done  because  of  the  financial 
strain  and  the  manpower  strain,"  says 
Brian  Redman,  a  Briton  who  drove  for 
Porsche  in  1969  and  1970.  Porsche  in- 
vested millions  in  race  cars,  refining  the 
existing  908  model  and  building  a  radi- 
cally new,  240-mile-per-houi*  car,  the  917. 
QUATTRO  COUP.  Piech  persevered,  and 
his  efforts  paid  off  grandly.  In  1970, 
Porsche  won  9  of  the  season's  10  races, 
including  Le  Mans  for  the  ftrst  time.  In 
1971,  Porsche  dominated  again,  winning 
eight  of  11  races.  That  cemented  the 
company's  reputation  as  a  maker  of 
world-beating  race  cars.  "In  eveiything 
that  [Piech]  tackles,  he  wants  to  be 
No.  1,"  says  a  former  colleague. 

Despite  his  success,  Piech's  domi- 
neering, free-spending  ways  angered 
some  Porsche  family  members.  When 
it  became  clear  that  he  would  never  be 
CEO,  Piech  bolted,  taking  a  job  in  Audi's 


R&D  department. 
There,  he  began  a 
20-year  climb  to  the 
top  of  vw,  rising 
through  the  engi- 
neering ranks  to  be- 
come Audi  CEO  in 
1988.  With  sporty 
cars  and  cutting- 
edge  technology,  he 
invigorated  a  brand 
that  had  been  derid- 
ed as  the  boring 
choice  of  retired  civ- 
il servants.  At  the 
Geneva  auto  show 
in  1980,  Audi  un- 
veiled the  Quattro, 
a  200-horsepower 
coupe  that  was  the 
fu"st  modem  produc- 
tion car  with  full- 
time  all-wheel  drive. 
Soon,  all  Audi  models  were  being  of- 
fered with  four-wheel  drive,  and  rivals 
were  scurrying  to  develop  competing 
models.  That  success  earned  Piech  the 
top  job  at  vw  in  1993. 

There,  one  of  Piech's  pet  projects 
was  to  update  his  gi'andfather's  classic, 
the  Beetle.  The  new  version,  now  being 


launched  in  Europe,  was  initially  based 
on  the  same  platform  as  vw's  small 
Polo.  Piech  believed  it  would  be  too  j^j,, 
cramped  and  ordered  designers  to 
shape  it  ai'oimd  the  larger  Golf  He  also 
crammed  it  with  the  latest  technical 
goodies,  such  as  standard  side  airbags. 
There  were  plenty  of  skeptics  inside 


Ms 
imineen: 
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SOLOACT 
Piech's  iron  grip 
on  VW  means 
there  are  few 
checks  and 
balances  on  his 
decisions.  Will 
he  overreach? 

VW  who  didn't  un- 
derstand how  the 
car  plucked  at  peo- 
ple's heartstrings 
and  thought  the 
company  should 
pour  its  scarce  re- 
sources into  the 
more  practical  Golf. 
But,  as  usual,  Piech 
prevailed. 
I'ipch  still  maintains  close  ties  with 
;  '.  ^-yeai'-old  mother,  Louise.  A  savvy, 
niineering  woman,  she  leveraged 
Izburg-based  Porsche  Holding  into 
1 '  i  if  Austria's  largest  companies  after 
itdu  died  suddenly  in  1952.  Over  the 
ai's,  Piech  has  made  regular  pilgiim- 
es  to  confer  with  her  at  the  family's 


red-shuttered,  lakefront  home  outside 
Zell  am  See,  a  pretty  resort  town  in 
central  Austria.  He  sits  on  the  supervi- 
sory board  of  Porsche  Holding,  one  of 
vw's  largest  importers,  and  is  a  board 
member  of  Stuttgart-based  Porsche,  in 
which  the  Piech  family  has  a  34%  stake. 

There  is  more  to  his  tremendous 
power  within  vw  than  family  history, 
however.  Ever  since  opposition  from 
Audi's  works  council  delayed  for  a  full 
year  his  promotion  to  ceo  of  the  divi- 
sion, Piech  has  forged  a  strategic  al- 
liance with  vw's  labor  bosses.  During 
the  crisis  of  1993,  Piech  avoided  layoffs, 
even  though  he  had  himself  estimated 
the  company  had  30,000  excess  work- 
ers. Instead,  he  agreed  to  a  20%  re- 
duction in  work  time,  to  28.8  hours  a 
week,  with  a  16%"  pay  cut.  In  return, 
vw's  labor  reps,  who  by  law  hold  half 
the  seats  on  vw's  supervisory  board, 
have  backed  Piech's  power  grabs  and 
approved  his  expansion  plans. 

Like  most  workaholics,  Piech  has  lit- 
tle time  for  recreation.  One  consistent 
pastime  over  the  years,  however,  has 
been  making  children.  He  has  three 
with  his  cun-ent  wife,  Ursula,  who  was 
nanny  to  his  three  children  with  his 
live-in  companion  during  the  1980s.  He 


also  has  five  children  fi'om  his  fh'st  mar- 
riage. Tlie  Gemnan  press  claims  he  has  a 
total  of  13  children,  a  figure  he  has  nev- 
er disputed.  Now,  industry  executives 
whisper  that  he  is  expecting  his  14th 
child — and  not  with  his  wife.  He  was 
once  quoted  as  saying  that  the  more 
children  he  fathered,  the  gi-eater  the 
chance  that  his  genius  would  be  passed 
to  the  next  generation. 
GLARING  RISKS.  Such  odd  fancies  fuel 
Piech's  reputation  among  many  fomier 
vw  executives  and  investors  as  an  un- 
pi'edictable,  potentially  dangerous  chief. 
This  is  reflected  in  vw's  stock,  which 
recently  stood  at  3.9  times  expected 
1998  earnings,  compared  with  six  times 
earnings  for  Daimler  Benz.  The  lack  of 
critical  debate  witliin  vw  raises  the  risk 
of  a  major  Piech  blunder. 

Critics  point  to  the  botched  puix-hase 
of  Rolls-Royce  Motors  from  Britain's 
Vickers  PLC  as  an  example  of  how 
tilings  can  go  seriously  awiy.  Piech,  who 
dreamed  of  buying  Rolls  for  at  least  a 
decade,  pushed  the  $640  million  pur- 
chase despite  two  glaring  risks.  Rights 
to  the  Rolls-Royce  name  and  trademark 
belonged  to  Rolls-Royce  PLC,  the  aero- 
space company,  which  has  no  connec- 
tion to  the  luxury-car  maker.  Moreover, 


DOES  YOUR  LENDER  UNDERSTAND 
HOW  THIS  GAVE  AN  ENTIRE 
INDUSTRY  A  LIFT? 

Every  company,  in  every  industry,  is  being  asked  to  do  more,  charge  less  and  get  it  done  faster.  At 
'iL  CIT  Group,  a  $23  billion  corporation,  we  help  thousands  do  just  that.  From  mining  to  construction  to 
nuifacturing,  we  call  on  an  insider  s  knowledge  of  the  industries  we  serve  to  create  financings  ivhich  help 
'■  customers  use  everything  at  their  disposal. 

Just  ask  any  of  our  construction  custoniers.  who  could  also  tell  you  that  new  hydraulic  shovels  dig 
cubic  yards  in  a  single  load,  double  the  capacity  of  the  largest  machines  five  years  ago.  Or,  to  see  what  we 
re  done  for  companies  like  yours  since  1908,  visit  u'ww.c/tgroi/p.com  or  call  1 -800-CIT-1908. 
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INSTRUCTION  •CONSUMER  •  MANUFACTURING  •  RETAIL  •  SERVICE  •  TECHNOLOGY  •  TRANSPORTATION  •  WHOLESALE 


ANY  FRIENDSHIP  CAN  B 
WITHSTAND  THE  TEST  OF  TIMF 


TRY  WITHSTANDING  THE 
TEST  OF  POLITICS. 


For  over  half  a  centun,^  the  govern- 
ments of  Saudi  Arabia  and  the  United 
States  have  enjoyed  a  warm  and 
productive  relationship.  Saudi  kings  and 
American  presidents  have  developed 
friendships,  while  ever\'day  Saudis  and 
Americans  have  benefited  in  many  ways 
from  these  \'aluable  connections. 
The  United  States  and  Saudi  .-Xrabia 
share  man\'  common  interests,  but  chief 
among  them  is  the  firm  belief  that 
their  people  are  their  most  important 
natural  resource. 


Thus,  the  September  meeting  between 
President  Clinton  and  Crown  Prince 
.-Xbdullah,  representing  King  Fahd,  is 
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looked  upon  with  great  anticipation 
as  the  latest  opportunity-  to  underscore  ^\ 
and  expand  on  the  long-standing  good- 
will enjoyed  by  the  United  States  and 


Saudi  Arabia.  Common  interests  and  the' 


bonds  of  trust  and  understanding  have 
grown  and  developed  since  the  nineteen 
thirties,  since  which  time  the  leaders 
of  the  two  nations  have  met  on  many  1 1. 
occasions  such  as  this  to  further  nurture 


>-%^  this  deep  commitment. 
l^f^pF'         Tlirough  tlie  years,  this 

■rii  KingAhduiAztz. 

worlcing  partnership  with 
^^^^  the  United  States  has  helped 
,j,au,a.a„gsauj.  make  the  goal  of  a  devel- 


f  • 


oped  Saudi  economy  and  a 
bettei  life  in  Saudi  Arabia  a 
reality.  Over  $900  billion  has 
f\  been  invested  in  modernize- 
.  ^  A,«^w  tion  programs.  Entire  new 
cities  have  been  carved  out 
of  the  desert.  Vast  industrial 
complexes  have  emerged. 
The  latest  transport  and 
communications  networks 
criss-cross  the  country. 


'  with  capacity  approaching 


Investment  behind  the  conversion  of 


raw  materials  to  finished  products - 


both  public  and  private— is  close  to  the 


$50  billion  mark,  while  the  amount  of 


loans  granted  to  finance  industrial 


projects  exceeds  $5  billion. 


Schools  and  colleges  for  boys  and 


girls  have  increased  nearly  sevenfold. 


and  hospitals,  medical  services  and 


social-service  facilities  have  become 


exceptional  in  quality. 


Clearly  Saudi  Arabia  is  poised  to 


enter  the  21st  century  with  great  energy 


coupled  with  an  attitude  of  unbridled 


enthusiasm.  It  is  with  this  optimism  that 


we  look  forward  to  a  new  century  of 


Desalination  projects  abound,       close  cooperation  and  solid  partnership 

with  the  government  of  the  United 
States,  and  with  its  most  important 
natural  resoujxe,  the  American  people. 


600  million  gallons  per  day 
vs.  the  4.6  million  in  1970. 


Royal  Embassy  of  Saudi  Arabia,  Washington,  D.C. 


People 


rival  BMW,  which  supplied 
the  engine,  transmission,  cli- 
mate control,  and  electron- 
ics for  the  new  $216,400  Sil- 
ver Seraph  model,  thi-eatened 
to  halt  deliveries  if  vw 
won  Rolls. 

TOUCHY  ISSUE.  Nonethe- 
less, members  of  vw's  super- 
visory board  0.  K.'d  the  purchase, 
partly  because  Piech  assured  them  that 
these  problems  were  minor  They  were 
stunned  in  September  when  f^mw  won 
the  rights  for  a  mere  $60  million,  steal- 
ing the  gold-plated  brand  from  under 
Piech's  nose,  vw  is  left  with  the  lesser- 
known  Bentley  bi'and.  vw  plans  to  de- 
velop a  smaller,  less  expensive  Bentley 
model  that  would  slot  in  below  the  new 
$203,900  Arnage.  The  company  is  also 
tiying  to  find  a  way  to  win  Rolls  Royce 
back  fi'om  bmw.  "You  haven't  heard  the 
last  word  on  Rolls-Royce,"  says  a  com- 
pany spokesman. 

Piech's  management  style  makes  the 
issue  of  his  succession  a  touchy  one. 
Critics  both  inside  and  outside  the  com- 
pany charge  that,  after  so  many 
purges,  the  ceo  is  now  surrounded 
largely  by  yes-men.  There  is  growing 
concern  that  if  an  accident  befell  Piech 


or  he  left 
the  company 
suddenly,  he  would 
leave  a  giant  power  vacu- 
um. Some  supervisoiy  board 
members  want  to  expand 
vw's  management  board 
again  to  spread  the  work- 
load more  evenly.  "At  some 
point,  those  positions  will 
have  to  be  filled,  because 
there  will  also  be  a  time  after  Piech  at 
vw,"  says  Bernd  Sudholt,  deputy  chair- 
man of  vw's  works  council  and  a  su- 
pervisory board  member. 

With  his  track  record,  however,  and 
with  the  New  Beetle  perpetuating  the 
Volkswagen  cult  around  the  world, 
Piech  can  argue  there's  little  reason  to 


UPMARKET 

Piech  paid  some 
$110  million  for 
Italian  sports-car 
maker  Lamborghini 


reduce  hi 
power.  His  waj 
of  bulldozing  any  oppo; 
sition  means  that  re 
structuring  vw's  man 
agement  would  be  uphil[ 
work.  Piech  is  at  his  fiercest  when  h 
encounters  resistance.  It's  likely  tha 
unless  a  serious  mistake  casts  doub 
on  his  skill,  he  will  keep  on  doing  what 
ever  it  takes  to  live  up  to  his  vauntei 
heritage. 

By  David  Woodruff  in.  Frankfun 
with  Keith  Naughton  in  Detroit 


The  smartest  way  to  Europe. 

The  Prime  Lipper  Europe  Equity  Fund  a  no  Load  Fund 

Average  Annual  Total  Returns'  as  otjune  30.  i998.  jitei  tees 

37.74%    26.14%    21.04%    15.93%  1-800-LIPPER9 

OneYeai  Three  Years  Five  Years  Life  of  Fund  www.lipper.com 

More  and  more,  today's  smart  investors  are  tieading  to  Europe.  But  ttiey're  not  going  alone.  Ttie  Prime  Lipper  Europe  Equity  Fund 
is  your  passport  to  ttie  European  marketplace.  Ttie  Fund  invests  only  in  large  capitalization,  Western  European  growtti  companies 
ttiat  demonstrate  long,  successful  track  records  and  are  poised  to  take  full  advantage  of  ttie  positive  cfianges  in  ttie  European 
economy.  Witti  fund  managers  and  staff  based  in  Europe,  Tfie  Prime  Lipper  Europe  Equity  Fund  seeks  to  provide  attractive  financial 
returns  witfiout  sacrificing  tfie  comfort  of  investment  safeguards.  So  before  you  take  off  for  Europe,  take  a  good  look  at  Prime  Lipper. 
For  more  complete  information,  including  a  prospectus,  call  1-800-LIPPER9  or  visit  our  web  site  at  vi/ww.lipper.com.  Please  read 
ttie  prospectus  carefully  before  investing. 

•Past  performance  is  not  indicative  of  future  results  Tfie  Fund's  net  asset  value  and  investment  return  will  fluctuate,  and  the  value  of  Ifie  Fund's  stiares  may  be 
more  or  less  tfian  original  cost  upon  redemption  Investments  in  foreign  equities  involve  currency,  market  and  political  risks  Performance  information  tfirough  June 
30.  1998  IS  presented  for  tfie  Fund's  Premier  stiares  only  Ttie  Fund  offers  otfier  classes  of  stiares  whicti  are  subject  to  additional  fees  and  expenses  whicti  will 
affect  ttieir  performance  Ttie  performance  information  for  the  Fund  reflects  the  performance  of  its  predecessor  partnership  for  periods  prior  to  April  1,  1996  As 
a  mutual  fund,  the  Fund  is  subject  to  certain  restrictions  under  the  Investment  Company  Act  and  the  Internal  Revenue  Code  to  which  its  corresponding  partnership 
was  not  subject  Had  the  partnership  been  registered  under  the  Act  and  subject  to  the  provisions  of  the  Code,  its  investment  performance  may  have  been 
adversely  affected  Fee  waivers  and  reimbursements  are  currently  in  effect  for  the  Fund,  without  which  total  returns  would  have  been  lower  Total  returns  include 
the  reinvestment  of  income,  dividends,  and  capital  gam  distributions.  Not  attitiated  witti  Lipper  Analyticat  Services 


If  you're  reading  this,  you've  obviously  opted  for  the  latter.  Excellent  choice.  If  you  blindly  enter 
the  digital  copier  market,  you  can  wind  up  with  a  machine  that's  actually  slower  than  your  analog  copier. 
Or  non-networkable.  Or  remarkably  user-unfriendly. 

Do  your  homework,  though,  and  you  can  discover  a  rarity.  The  Oce  3165  Digital  Copier/Printer.  What 
makes  it  special?  For  starters,  it's  the  most  productive  in  its  class,  printing  faster  (62  ppm)  and  going  longer 
between  service  calls  than  other  digital  copiers.  It's  also  truly  networkable,  which  means  you  can  print, 
collate  and  staple  right  from  your  desk.  And  it  links  quickly  and  painlessly  with  virtually  any  network. 

As  for  user-friendliness,  Oce  has  created  the  Image  Logic  system  to  optimize  graphics  with  the  touch  of  a 
button,  while  the  proprietary  Copy  Press  technology  virtually  eliminates  paper  jams.  And  these  features  are  just 


typical  of  the  technological  superiority 


can  reinforce  the  sense  that  you 


built  into  every  Oce  copier.  All  of  which 


have,  indeed,  made  the  right  choice. 


See  how  rewarding  a  little  reading  can  be? 


The  Oce  3165  fully-networkable  Digital  Copier,  Printer 
is  the  most  productive  machine  in  its  class. 


Avoid  an  expensive  niistake.  Get  a  free  copy  of  The 
Digital  Copier  Buyer's  Guide.  Call  1-888-462-3872,  ext.  166. 
Find  even  more  info  at  www.oceusa.com 


«    E         B    fl    fi    I    N    S         BEHIND         BETTER  D    0    C    U    M    E    N    T  S 


The  Corporation 


STRATEGIES 


P&G'S  HOnEST  NEW 
PRODUCT:  P&G 

A  soup-to-nuts  redesign  aims  for  global  speed  and  focus 


At  Washington  State's  Clark  Coun- 
ty Fair  last  month,  coffee  lovers 
got  a  front-row  seat  at  a  corpo- 
rate revolution  in  the  making.  The 
local  sales  force  for  Procter  &  Gamble 
Co.  was  out  in  force  at  the  Pancake 
Feed,  distributing  samples  of  p&g's  Mill- 
stone Coffee.  To  the  amazement  of  the 
Fred  Meyei-  supermarket  employees 
running  the  pancake  breakfast,  the 
Procter  reps  worked  the  crowd,  chatting 
with  customers,  even  taking  turns  in 
the  full-size  coffee-maker  costume  with 
the  cup-and-saucer  hat.  "You  don't  gen- 
erally see  them  out  there  doing  that 
kind  of  grassroots  work  with  cus- 
tomers," says  Jeanne  Lawson,  a  Fred 
Meyer  buyer  Procter  is  better  known 
for  serving  up  advertising  dollars  and 
display-design  tips,  she  says.  "I'd  never 
seen  anything  like  it." 

But  then,  p&g  has  never  needed  or- 


dinary customers  quite  so  badly.  Bat- 
tered by  disappointing  revenue  gTowth 
and  demanding  retail  customers,  Procter 
&  Gamble  is  a  company  in  a  bind.  Two 
years  ago,  its  executives  boldly  declared 
that  the  consumer-products  giant  would 
double  its  net  sales  by  2006,  to  $70  bil- 
lion. P&G  has  consistently  missed  its 
gTowth  targets  ever  since.  Olestra,  the 
company's  high-profile  fat  substitute, 
more  than  a  decade  in  development,  is 
showing  weak  sales.  And  global  eco- 
nomic turmoil  is  crimping  overseas  op- 
erations. Shares  have  dropped  from  $94 
apiece  in  July  to  $70.  The  behemoth  so 
used  to  leading  the  pack  is  looking  lost. 

So  P&G,  a  company  notorious  for  se- 
crecy, has  set  itself  on  a  remarkably 
outward-looking  self-improvement  plan. 
Breaking  from  decades  of  tradition,  it 
has  sought  external  advice.  It  is  under- 
going a  structural  shift  prompted  at 


least  in  part  by  outsiders — namely,  it 
big  chain-store  customers.  And  it  is  a 
ready  rolling  out  an  aggi'essive  glob; 
marketing  blitz,  from  working  the  fai 
grounds  to  marshaling  the  Internet 

Chief  Executive  John  E.  Pepper  wi 
step  down  about  two  years  early  t 
make  way  for  President  and  Chief  0{ 
erating  Officer  Durk  I.  Jager,  who  wi 
chive  the  changes.  It's  a  shift  away  froi 
internal  themes  of  recent  yeai's  in  whic 
Pi'octer  focused  heavily  on  such  tasks 
cost-cutting  and  shedding  underpei 
forming  brands.  But  even  as  the  giai 
revs  its  engines  to  push  for  faster  sak 
gi'owth,  critics  wonder  if  it  can  ove: 
come  both  economic  tiu'moil  around  tl 
world  and  what  will  surely  be  cultur: 
tui'moil  within  its  own  ranks.  "This  is 
very  big  deal,  for  Procter  and  for  a 
the  companies  that  watch  Procter 
moves,"  says  Watts  Wacker,  chairman 
consulting  fii-m  Fu-stMatter  in  Westpoi 
Conn.  "But  gi'eat  j^lans  often  come  wi\ 
gi'eat  obstacles." 
SIMPLIFY,  SIMPLIFY.  In  preparation  f( 
the  task,  Pepper  and  other  top  exe< 
have  been  traversing  the  country,  visi 
ing  the  CEOs  of  a  dozen  major  comp|| 
nies,  including  Kellogg  Co.  and  3M,  i 
search  of  advice.  Pepper  went  to  JaCj 
Welch  at  General  Electric  Co.  to  leai 
how  the  company  streamlined  glob 
marketing.  He  persuaded  Hewlet 
Packard  Co.  ceo  Lewis  E.  Piatt  li 
share  enough  secrets  about  new-produ! 
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This  Is  Either  A  Portrait  Of 


A  Fannie  Mae  Homeowner 
Or  a  Fannie  Mae  Investor, 


hen  tamilics  have  needed 
help  in  becoming  homeowners,  we've 
left  them  smiling.  And  when  investors 
have  come  to  us  for  outstanding  returns, 
we've  done  the  same. 

At  Hannie  A\ae,  we've  helped  over 
30  million  families  afford  homes.  We've 
also  achieved  more  than  a  decade  of 
-^leady  earnings  growth  in  a  wide  variety 
ot  interest  rate  environments.  Over  the 
last  ten  years,  our  stock's  total  rate 
ol  return  to  investors  stands  at  an 
impressive  59.5  percent  per  year.  You'll 
lind  Fannie  Aiie  common  stock  actively 
iraded  on  the  New  York  Stock  Fxchange 
under  the  ticker  symbol  FNjVV. 

Call  us  at  1-800-245-7810  for  a 
copy  of  our  annual  report.  Or  visit  our 
W^eb  site  at  www.lanniemae.com  for  more 
information.  Hither  way.  what  you'll  sec 
will  leave  you  smiling. 


SFannieMae 


VMB  /TGOI//G 
16  Mi  TO  UT  A 

pATA  IMM^ 

V6ice  A/ETWoRK?i 


1998  Lucent  Technologies 


We  make  the  things  that  make  communications  workr 
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development  to  make  a  30- 
minute  instnictional  video  for 
P&G  staffers.  The  message 
fi'om  all  was  clear,  says  Pep- 
per: "What  thousands  of  peo- 
ple have  been  telling  us  is 
that  we  need  to  be  simpler 
and  move  faster." 

The  result  of  this  unprece- 
dented road  trip  is  Organiza- 
tion 2005,  a  shuffling  of  the 
p&G  hierarchy  and  a  new 
product-development  process 
designed  to  speed  innovative 
offerings  to  the  global  mar- 
ket. The  old  bureaucracy, 
based  on  geogi'aphy,  will  be 
reshaped  into  seven  global 
business  units  organized  by 
category,  such  as  baby  care,  beauty 
care,  and  fabric-and-home  care.  The 
global  business  units  will  develop  and 
sell  products  on  a  worldwide  basis,  eras- 
ing the  old  system  that  let  Procter's 
countiy  managers  inle  as  colonial  gov- 
eiTiors,  setting  prices  and  handling  prod- 
ucts as  they  saw  fit. 
SWIFT  ROLLOUT.  This  new  global  \ision 
has  already  had  an  accidental  test  run. 
Last  year,  p&g  introduced  an  extension 
of  its  Pantene  shampoo  line.  The  ad 
campaign  for  the  product  was  almost 
entirely  \isual,  with  images  of  beautiful 
women  and  their  lustrous  hau;  and  had 
a  veiy  limited  script.  That  meant  the 
campaign  was  easily  translated  and 
shipped  to  P&G  markets  around  the 
world  without  the  usual  months  of  test- 
ing and  tinkering.  The  result:  P&G  was 
able  to  introduce  the  brand  extension  in 
14  countries  in  six  months,  vs.  the  two 
years  it  took  to  get  the  original  sham- 
poo into  stores  abroad.  "It's  a  success 
story  that  gets  cjuite  a  bit  of  talk  inter- 
nally," says  Chris  T.  Allen,  a  market- 
ing professor  at  the  University  of 
Cincinnati,  who  spent  his  sabbatical  yeai* 
working  in  the  P&G  new-products  de- 
partment. "I  see  the  reorganization  as 
an  attempt  to  do  more  Pantenes  on  a 
regular  basis." 

P&G  didn't  come  to  this  global  focus 
entirely  on  its  own.  Its  biggest  chain- 
store  customers,  such  as  Wal-Mart 
Stores  Inc.  and  French-owned  Carre- 
four,  have  been  agitating  for  just  such  a 
progi-am  to  miiroi"  their  own  global  ex- 
pansion. It  has  been  Topic  A  at  retail 
conventions  for  months,  says  Robin 
Lanier,  senior  vice-president  for  industry 
affairs  at  the  International  Mass  Retail 
Assn.  Wliile  P&G  craves  an  international 
image  for  its  products,  retailers  want 
something  more  tangible:  a  global  price. 
As  it  stands,  prices  are  negotiable  on  a 
countiy  or  regional  basis.  What  an  in- 


PROCTER  &  GAMBLE'S  GAMBLE 

THE  PRESSURE  Big  international  retailers  such,  as 
Wal-Mart  Stores  and  Carrefour  are  pushing  suppliers 
such  as  P&G  for  standardized  worldwide  pricing, 
marketing,  and  distribution 

THE  PLAN  Procter  is  undergoing  a  major  shift  in  its 
organization,  moving  away  from  its  country-by-country 
setup  to  a  handful  of  powerful  departments  that  will 
supervise  categories  such  as  hair  care,  diapers,  and 
soap  on  a  global  scale 

THE  RISKS  Procter's  plan  will  take  two  years  to 
implement  and  depends  heavily  on  increasing  market 
share  and  sales  volume  in  international  markets,  many 
of  which  are  reeling  from  economic  instability 


ternational  retailer  pays  for  Crest  in 
the  U.  S.  could  be  considerably  less  than 
what  it  costs  the  chain  in  Europe  or 
Latin  Ainerica.  A  consistent  global  price 
gives  big  chains  more  power  to  plan  ef- 
ficiently and  save  money.  Wal-Mart 
Chief  Executive  David  D.  Glass  de- 
scribes his  company's  goal  as  "global 
soui'cing,"  which  includes  worldwide  re- 
lationships on  pricing  and  distribution. 
Moving  p&(;  products  from  regional  to 
global  management  is  "pointing  some- 
what in  that  direction,"  Glass  says. 

In  addition  to  marketing  and  pricing, 
global  business  imits  will  supenise  new- 
product  development.  P&G  will  move 
away  from  its  long-used  "sequential" 
method,  which  tested  products  first  in 
midsize  U.  S.  cities  and  then  gi-adually 
rolled  them  out  to  the  world.  An  ex- 
ample: Swiffer,  a  new  disposable  mop 
designed  by  P&G,  is  being  tested  simul- 
taneously in  Cedar  Rapids,  Iowa;  Pitts- 
field,  Mass.;  and  Sens,  France,  in  hopes 
of  sculpting  a  globally  populai"  product 
right  out  of  the  box. 

Jager  concedes  that  it  won't  be  a 
quick  fix.  The  new  regime  won't  start 
until  Januai-y  and  won't  really  be  func- 
tioning for  about  18  to 
24  months.  He  expects 
to  see  some  top-line 
growth  improvement 
within  12  to  16 
months,  with  obviously 
better  results  two 
years  out.  Many  ob- 
sei-vers  doubt  that  will 
be  fast  enough  to 
make  the  2006  dead- 
line. "[The  plan]  seems 
to  work  on  paper,  but 
it  requires  an  acceler- 
ated sales  growth  in 
the  final  four  years," 
says  Constance  M. 
Maneatv,  an  analyst  at 


MISSING  THE  MARK 

Procter  &  Gamble's  net  sales 
growth  hasn't  been  strong  enough 
to  propel  it  to  its  goal  of 
$70  billion  by  2006 

■  TARGET  ■  ACTUAL 


DATA:  PROCTER  i  GAMBLE  CO 


Bear,  Stearns  &  Co.  "W 
haven't  seen  that  kind  of  sale 
gi-owth  from  them  in  a  while 
Even  if  p&g  could  impk 
ment  its  strategy  more  quid 
ly,  it  would  still  run  into  th 
ugly  realities  of  global  ecc 
nomic  markets.  For  its  exti 
$35  billion  in  revenu 
through  2006,  Procter 
counting  on  about  $8  billi 
from  emerging  markets 
Eastern  Europe,  China,  a 
Latin  America,  says  Clayt 
C.  Daley  Jr.,  p&g's  treasure 
who  becomes  chief  financi 
officer  in  October  Yet  Asi 
emerging  markets  are  Hkel 
to  remain  mired  in  deep  ec( 
nomic  slumps  for  at  least  two  mor 
years.  Recent  turmoil  in  Russia,  w^hic 
was  a  bright  prospect  for  Procter  just 
year  ago,  has  gotten  so  bad  that  th 
company  has  temporarily  halted  shi{ 
ments  there.  "Growing  in  underdeve 
oped  geographies  is  clearly  questioi 
able,"  says  Jay  Freedman,  an  analyi 
at  Lincoln  Capital,  a  big  institution; 
holder  of  Procter  &  Gamble  stocl 
"Wliatever  they  thought  the  purchai 
ing  power  of  those  new  customers  wj 
going  to  be  is  less  now." 
"A  LOT  OF  EX-CHIEFS."  Procter  has  a( 
ditional  obstacles  closer  to  home.  Hoa 
for  example,  will  tradition-bound  P& 
managers  react  to  the  new  hiei'archj 
"You're  going  from  144  chiefs  to  8.  That 
a  lot  of  ex-chiefs,"  says  consultant  Wacl 
er.  And  everyone  will  be  affected  by  tl 
change  in  tone  that  is  siu-e  to  come  froi 
the  corner  office  Gentlemanly  Peppe 
60,  will  be  succeeded  by  Jager,  a  Dutcl 
born  P&G  lifer  with  a  reputation  for  aj 
gi'essive  mo\-es  and  abrasiveness.  In  tl 
1980s,  he  tmTied  ai'oimd  Procter's  failir 
Japanese  business  with  such  a  fiuy  th; 
his  Japanese  managei-s  called  him  "C'rai 
Man  Durk"  behind  his  back. 

Crazy  or  no,  Jag( 
is  sticking  to  the  20( 
tai-get  date.  He's  was 
ing  no  time  steppir 
into  his  new  role 
champion  of  the  glob 
focus:  Already,  eve 
before  taking  on  tl 
official  title  of  ceo,  I 
has  started  preachir 
the  new  structure 
P&G  managers.  Aft( 
all,  the  clock  is  ticMn 
By  Peter  Galuszk 
in  Cincinnati  an 
Ellen  Neuborne  t 
New  York,  with  Wem 
Zellner  in  Dallas 


PROCTER  S  GAMBLE 
ESTIMATES  GAINS 
OF  6%-7% 
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TIBCO  software  connects  all  your  applications,  databases  and  networks.  You  become 
a  global,  real-time,  event-driven  enterprise.  (Over  500  of  tfie  world's  leading 
corporations  are.)  You  know  instantly  the  relevant  events  that  drive  your  business. 
Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level.  You  win. 

And  that  should  definitely  put  a  smile  on  your  face. 


»]TIBCO 


www.tibco.com 


NEW  YORK  CHICAGO  BOSTON  HOUSTON  PALO  ALTO  TORONTO  WASHINGTON  D  C.  LONDON  AMSTERDAM  COPENHAGEN 
STOCKHOLM  FRANKFURT  LUXEMBOURG  VIENNA  ZURICH  MELBOURNE  SYDNEY  HONG  KONG  SINGAPORE  TOKYO 

<e  1998  TIBCO  All  rights  reserved 


The  new 
center  of  the 


Introducing  the  Pentium^  II  Xeon™  processor. 

m 


The  new  Pentium  II  Xeon  '  processor  is 
designed  to  handle  your  company^  critical 
Pentium*]!    demands.  It  gives  you  the  flexibility  to  run 
leading  server  applications  on  either  UNIX 
or  NT.  Most  important,  with  a  server  based  on  the 
Pentium  II  Xeon  processor,  you'll  get  the  performance 
you  need  and  the  confidence  your  company  demands. 
To  find  out  more  about  the  latest       ■     ■  ■ 
in  Intel  -based  servers,  visit  us  on        IHl^l . 
the  Web. 


www.intel.com/Pentiumn/Xeon 


The  Computer  Inside.'" 


The  Corporation 


STRATEGIES 


DEATH  BE  NOT 
(SO)  PROFITABLE 

Lower  mortality  rates  have 
left  funeral  players  such 
as  Service  Corp.  scrambling 
for  new  growth  sources 


From  education  to  housing  to  health 
care,  the  arrival  of  the  baby 
boomers  has  been  the  defining 
demogi'aphic  event  for  many  an 
industiy.  And  few  companies  have  an- 
ticipated the  boomers'  evo- 
lution as  eagerly  as  $2.7 
billion  Sei-vice  Coip.  Inter- 
national, the  biggest  and 
most  profitable  of  the  fu- 
neral home  consolidators. 
Through  the  past  two 
decades,  the  Houston  com- 
pany has  assembled  nearly 
3,300  funeral  homes  around 
the  world  and  recorded 
rich  25%  operating  profit 
margins,  fueled  by  a 
steady  1%  yearly  rise  in 
deaths. 

But  now,  demogi-aphers 


see  growing  evidence  that  medical  ad- 
vances and  healthier  lifestyles  are  let- 
ting more  of  us  defer  the  day  of  reck- 
oning. In  a  di'amatic  change  from  past 
projections,  age-adjusted  deaths  in  the 
U.  S.  fell  o%  last  year  on  top  of  smaller 
declines  the  prior  two  years,  according 
to  the  Centers  for  Disease  Control  & 
Prevention.  Experts  say  the  key  causes 
are  advances  in  Hiv  treatment,  post- 
surgery  heart  care,  and  new  strides  in 
low-birthweight  infant  survival — and 


WITH  AMERICANS 
LIVING  LONGER... 


...SCrS  BUSINESS 
HAS  SLOWED 


450  - 
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that  the  trend  should  continue.  "Th 
decrease  in  the  death  rate  is  based  o 
solid  pi'ogi'ess  that  shouldn't  reverse 
insists  Dr.  Charles  G.  Hertz,  chi( 
medical  du-ector  of  Metropolitan  Lil 
Insm-ance  Co.  and  editor  of  the  d( 
mogi-aphic  and  health-care  journ; 
Statistical  Bulletin. 

Tliat  news,  while  encoui-aging  ft 
most  of  us,  is  forcing  sci  to  alter  i 
growth  strategy.  After  a  torri 
pace  of  fimeral  home  acquisitions- 
St' I  has  bought  more  than  1,8( 
homes  since  1995 — the  chain  is  dowi 
shifting  its  dealmaking  and  crankir 
up  sales  of  "pre-need,"  or  prearrange 
funerals  to  boost  revenues.  It  recent' 
created  a  finance  division  as  part  of 
plan  to  profit  from  selling  life-insiu*an( 
policies  tied  to  funeral  costs.  Even  wit 
the  market  slowdown,  "we  can  expar 
futui'e  revenues  by  expanding  pre-nec 
[sales],"  insists  sci  President  L.  Willia; 
Heiligbrodt. 

"BRILLIANT."  While  still  enjoying  gi"ow1 
from  acquisitions,  sci's  revenues  per  fi 
neral  home  have  slipped  5%  since  19J 
(chart).  Earnings  this  year  are  still  e: 
pected  to  rise  20%,  to  $400  million,  as 
result  of  price  increases  and  acquis 
tions.  Others  in  the  industiy  have  bet 
harder  hit.  In  July,  the  second-large 
fimeral  home  opei*ator,  Loewen  Grot 
Inc.  of  Bumaby,  B.  C,  put  itself  on  tl 
block,  blaming  "soft"  mortality  rates 
a  failed  tm'naround.  Loewen's  earning 
fell  56%,  to  $11.6  million,  in  the  quart( 
ended  June  30,  on  an  8%  drop  in  re' 
enues  per  funeral  home. 

Investors,  meanwhile,  have  cook 
on  funeral-industry  stocks.  In  additic 
to  concerns  about  the  improving  deal 
rate,  the  entire  sector  is  sagging  ov( 
worries  that  the  consolidators'  fi'enet 
dealmaking  has  driven  up  prices  (i 
funeral  homes  to  the  point  where  mar 
further  acquisitions  don't  make  ec 
nomic  sense.  The  Pauze  Tombstoi 
index  of  death-cai"e  stocks  is  up  1 
compared  with  the  6%  gain  in  tl 
Standard  &  Poor's  50 
stock  index.  SCI,  once 
Wall  Street  darling  b 
cause  of  its  persistei 
20%-plus  annual  earninj 
gains,  is  trading  at  39' 
up  6%  for  the  year. 

It's  not  as  if  funer 
homes  can  exactly  expai 
their  customer  base.  Bi 
SCI  figures  that  it  can  gr;j 
some  ftiture  business  b! 
fore  it  matures.  That  w| 
the  motivation  behind  tv 
recent  buys.  On  July  1 
it  purchased,  for  $164  m; 
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driving  ambition. 


For  decades,  BMW  has  been  committed  to  building  the  Ultimate 
Driving  Machinet  So  it  says  a  lot  that  Rockwell  automation 
products  were  the  choice  to  control  everything  from  production 
lines  to  office  light  switches  at  the  North  American  factory  that 
assembles  the  Z3  roadster,  yt^^^*  Just  as  so  many  other  companies 
count  on  Rockwell  solutions  to  help  achieve  their  own  demanding 


goals.  ^^^^  Whether  it's  the  head-up  display  that  guides  an 
airline  crew  to  a  landing  on  a  misty  morning.    ^^'^  call  center 

technology  that  lets  a  small  business  serve  customers  with 
sophisticated   efficiency.  the   automation   system  that 

mass-produces  the  formula  that' s  earned  a  famous  brand  of  window 
cleaner  its  spotless  reputation.  Powerful  answers  for  companies 
driven  to  excel.  Because   whatever   your  business, 


the    bottom    line    is    this.  \jK^  You  succeed.     We  succeed.''" 


Rockwell 

Electronic  Controls  and  Communications 
www . rockwell . com 


This  is  easier  said  than  done.  Today  the  fight  against  pathogens  of  bacterial  infections  has  become 
a  serious  threat  again.  Because  of  their  enormous  adaptabihty,  they  have  built  up  resistance  to  many 
formerly  effective  antibiotics.  The  scientists  at  our  pharmaceutical  company  Hoechst  Marion  Roussel 
develop  new  medicines  and  alter  the  structures  of  existing  ones  to  set  up  effective  agents  against 
pathogens.  So  disease-causing  bacteria  will  not  have  anything  to  laugh  about  in  the  future. 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  of  corTi?^,, 


1^ 


=  iding  innovation  in  Life  Sciences. 


Hoeclist  AG,  D-65926  Frankfurt,  www.hoechst.com 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Rowe  Price  Blue  Chip  Growtii 
Fund  invests  in  today's  leading 
growth  companies  as  well  as  those 
with  the  ahiiity  to  become  tomor- 
row's industry  leaders.  These  blue 
chip  companies  offer  the  potential 
for  sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates,  the 
fund  has  outperformed  its  Lipper 
Category  Average  since  inception  (6/30/93).  Past  performance  cannot  guarantee 
future  results.  No  sales  charges. 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  of  6/30/98* 

B  Blue  Chip  Growth  Fund 

B  Lipper  Growth  Funds  Average 

29.75%  3006% 

|25.38%  p^fc23.85%  24_92% 

18.91% 


year 


3  years       Sinec  inception 


Call  24  hours  for  your 

iNVf.sTMhNTKiT  fieo  investmeiit  kit 

including  a  prospectus 

1-800-541-6151 


wwwAriiweprice.coin 


Invest  With  Confidence'' 

TRoweftice 


*Fii;iiM's  inchuie  changes  in  principal  value,  reinvested  dividends,  and  capital  i;ain  distributions.  Investtnent  return  and 
principal  value  will  vary,  and  shares  may  he  worth  more  or  less  at  redemption  than  at  original  purchase,  (Source  for 
Lipper  data:  Lipper  Analytical  Services,  Inc.)  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment 
Services,  inc..  Distributor  BtcotWus 


The  fastest  way  to  get  free  information  from  advertisers  in  Business  Week 


Your  one-click 
option  to  connect  with 


our  advertisers. 


BizLmk 

www.businessweek.com/BizLink/ 


see  page  190 
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lion,  an  American  Annuity  Group  Ii. 
unit  that  underwrites  prearranged  f- 
neral  policies.  Three  weeks  later, 
agreed  to  pay  $830  million  for  ru 
funeral  and  cemetery  operator  Equii 
Corp.  International,  a  spin-off  SCI  h.| 
only  finished  divesting  in  January,  19!) 
That  spin-off  had  ftgur-ed  into  sci's  pi) 
for  an  unsuccessful  attempt  to  bi 
Loewen;  now,  it  may  fit  in  with  t; 
new  strategy. 

Since  1995,  sci  has  boosted  its  ann- 
al  sales  of  prearranged  funeral  policiL 
from  $371  million  to  about  $700  millidi 
Typically,  such  sales  don't  immediatejf 
add  to  revenues  until  the  services 
delivered.  But  ovming  the  insurance 
enables  sci  to  profit  immediately  fri 
the  underwriting,  taking  transacti 
profits  of  12%  to  15%  at  the  time 
sale — and  locking  in  future  revenu 
"This  is  a  way  to  sell  pre-need,  servi| 
more  families,  and  make  this  additio: 
profit.  It's  absolutely  brilliant,"  sal 
Daniel  M.  Isard,  president  of  Foresig 
Analysts  Inc.,  a  PhoenLx  death-care  cc| 
suiting  company. 

DEAD  AGAIN.  In  the  meantime,  the 
up  in  funeral  home  prices  is  likely 
crim.p  acquisitions.  SCi  recently  hro. 
up  a  corporate  acquisitions  gi'oup  ai] 
shifted  its  employees  into  funeral,  ce 
tery,  and  finance  divisions.  The  intent 
"to  get  better  decisions  and  better  bul 
ness,"  not  fewer  deals,  says  Heiligbro(| 
While  acquisitions  will  play  a  smal 
role  in  its  future  growth,  "we're  not 
ing  to  abandon  the  acquisitions  bui] 
ness,"  he  insists. 

Of  course,  improved  health  and  m- 
ical  care  don't  mean  that  we  will  li 
forever — and    the    numerous  ba 
boomers  will  inevitably  increase  dem; 
for  funei-al  sei-vices.  "This  isn't  a  prod 
you  can  walk  away  from,"  says  J 
Morgan    Securities    analyst  Jose 
Chiarelli.  Even  if  the  nation's  mortali| 
rate  doesn't  soon  retiuTi  to  the  past  r; 
of  annual  increases,  the  aging  of  t 
boomers  suggests  that  the  number 
deaths  should  begin  to  climb  rapid! 
within  a  decade.  The  fastest-growii 
segment  of  the  U.  S.  population  is  th| 
which  is  65  and  older;  it  is  expected 
double,  to  4  million,  between  1990  a: 
2000.  "A  good  management  team  w 
find  a  way  to  get  through  this  perio( 
says  Chiarelli. 

If  he's  right,  the  years  of  easy  grow 
could  quickly  rettu-n.  But  that's  assui 
ing  medical  advances  don't  intrude 
other  key  causes  of  death,  such  as  ca 
cer.  Death  and  taxes  are  inevitable 
but  the  timing  of  them  may  be  anoth 
thing  altogether 

By  Gary  McWillianis  in  Houst 


'"Superb  portfolio 
analysis/' 


—  Business  Week 
July  27,  1998 


"The  fund  investor's  virtual 
Taj  Mahal. 
The  leading  independent  mutual  fund 
rating  company  puts  on 
quite  an  impressive  online  show." 


-Online  Investor 
September/October  1998 
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"Morningstar  stays 
true  to  its  ferociously 
pro-consumer  vision  v/ith 
the  latest  incarnation  of  its 
extensive  v/eb  site." 


— Worth  Magazine 

Special  Internet  Issue  1998 
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15,000  stocks  and  funds  •  Insightful  features  •  Up-to-tfie-moment  news  •  Portfolio  X-Rays  •  Socialize  bulletin  boards  •  and  more 
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THe  CIO  IS  IN  THE  hot 


seat  as  the  executive 


committee  drills  one  department 


head  after  another  on  escalating  costs.  How  are  you  going  to  '  ;  get  the  newly  acquired  subsidiary 
onto  our  e-mail  systemj?  How  are  you  going  to  ^|hold  down  your  network  administration 
head  count|  as  you  add  hundreds  of  new  users?  How  can  you  afford  to  ^  froll  out  new  apps 
to  the  whole  company  |?  It's  like  the  Spanish  Inquisition,  but  the  food  is  worse.  Her  stomach 
rumbles  from  the  dry  turkey  sandwich  and  yuppie  water  served  at  the  start  of  the  meeting 
as  one  committee  member  wakes  up  long  enough  to  ask  about  the  I  Year  2000  problem| 
he  saw  on  a  CNN  segment.  "Not  a  problem,  we  have  it  covered,"  she  replies.  With  an  unforeseen 
compliment  for  completing  the  global  supplier  extranet|  project,  she  is  excused.  Exiting, 
she  smiles  at  the  beleaguered  marketing  director,  who  is  about  to  be  skewered  because  the 
company's  celebrity  pitchman  has  just  appeared  on  the  cover  of  a  supermarket  tabloid. 
THE  ^^BEST  PARTS^  OF  HER  MEETING  WERE  MADE  POSSIBLE  BY  LOTUS. 

'lotus  Domino  and  Messaging  Migration  Tools.  ^Lotus  Domino  systems  administration  tools.  ^Lotus  eSuite  DevPack' Java  applets. 
'^Lotus  Notes'  and  Domino  are  Year  2000-ready.'  ^Lotus  Domino  Web  Application  Server,  ^www.lotus.com/worktheweb. 


Lotus. 


An  IBM  Company 


ind  Work  the  Weti,  Dornmj  and  eSuite  DevPack  are  KademaiKs  ot  Lotus  Development  Corp.  IBM  is  a  registered  trademark  of  Iniernaiionai  Business  Machines  Corp.  All  other  product  names  are  trademarks  of  their  respective  companies.  'See  www, ibm.com/Year2000 


Science  &  Technology 


COMIVIENTARY 

By  Paul  Raeburn 


HOW  NASA  CAN  SURVIVE  ITS  MIDLIFE  CRISIS 


^l^^^v  October.  1958,  was  a 
VIM^^T  jitteiy  time  in  cold 
MKKKMigiln  Washington.  Nu- 

^^t^^^r      clear  sabers  were 
rattling,  and  eveiyone  was  concerned 
about  an  aiTns  race  in  space.  A  yeai' 
eai'lier,  the  Soviet  Union  had  launched 
a  22-inch,  whiskered  aluminum  ball 
called  Sputnik,  the  world's  first  man- 
made  satellite.  Its  scratchy  radio 
transmission  soon  became  the  bleep 
heai-d  'round  the  world. 

President  Eisenhower  and  Con- 
gi"ess  moved  swiftly  to  respond,  and 
on  Oct.  1,  1958 — 40  years  ago  this 
week — the  National  Aeronautics  & 
Space  Administration  opened  for 
business.  The  space  race  was  on. 
LOST  FOCUS.  As  NASA  celebrates  its 
40th  birthday  with  a  small  gathering 
at  its  headquarters,  it  might  look 
back  on  those  frenzied 
eai-ly  days  with  long- 
ing. In  1958,  NASA 
didn't  have  to  explain 
its  mission.  With  the 
constant  thimm  of  the 
cold  war  in  the  back- 
gi'ound,  the  need  for  a 
space  progi-am 
seemed  beyond  ques- 
tion. Although  NASA 
was  a  civilian  agency, 
one  of  its  principal  ob- 
jectives was  "to  gain 
statui'e  for  the  nation 
in  the  general  stioig- 
gle  with  world  com- 
munism," according  to 
a  1959  review  by  the 
RAND  Coi-p.  that  has 
just  been  declassified. 

NASA  accompUshed 
that  goal  by  surpass- 
ing the  Soviets,  beat- 
ing them  to  the  moon 
and  pulling  ahead  in 
unmanned  exploration 
of  the  planets.  Now, 
NASA  finds  itself  in  a 
midlife  crisis,  seaix-h- 
ing  for  a  new  mission. 
On  two  fronts — the 
human  exploration  of 
space  and  scientific 
discoveiy — NASA 
sagged  badly  during 
the  past  two  decades. 


On  the  human  fi'ont,  the  space 
shuttle  never  generated  the  pure  ex- 
citement of  the  moon  flights,  n.asa 
also  stumbled  with  the  space  station. 
Since  1984,  NASA  has  spent  more 
than  $20  billion  on  the  station  and 
has  yet  to  get  a  single  piece  of  haixl- 
ware  off  the  gi'ound.  An  independent 
re\iew  in  Apiil  pi'edicted  that  the 
station  will  not  be  completed  until 
2005,  three  years  late  and  $7  billion 
over  budget.  And  nasa  has  now- 
asked  for  $660  million  to  bail  out  its 
Russian  partners,  ciippled  by  theu- 
failing  economy. 

NASA's  unmanned  scientific  re- 
search progi'am  likewise  lost  its  fo- 
cus. Missions  went  over  budget, 
some  were  canceled,  and  the  Hubble 
space  telescope  was  sent  aloft  with  a 
bad  case  of  astigmatism. 


NASA  can  and  should  get  back  on 
track.  The  agency  should  acknowi- 
edge  that  it  is  dedicated  to  both  of 
its  primaiy  objectives — the  scientific 
missions  and  the  human  exploration 
of  space,  w^hich  is  a  worthy  goal  in- 
dependent of  its  scientific  value.  Con- 
gressional support  to  meet  these 
goals  remains  strong:  Although 
NASA's  budget  has  been  trimmed  dur- 
ing the  past  few  years.  Congress  has 
given  NASA  almost  as  much  money  in 
the  1990s  (after  adjusting  for  infla- 
tion) as  it  did  in  the  1960s,  during 
the  Apollo  heyday. 
CULTURE  CHANGE.  Dming  the  past 
few  years,  nasa  has  finally  begun  to 
shake  off  its  toi-por  and  get  moving 
again.  Much  of  the  credit  should  go 
to  NASA  Administrator  Daniel  S. 
Goldin,  an  aerospace  engineer  who 
took  over  the  agency 
in  1992  after  25  years 
at  TRW'  Inc.  Goldin 
"has  changed  the  cul- 
tm-e,"  says  Mai'cia  S. 
Smith,  a  longtime  sci- 
ence poHcy  analyst  at 
the  Congi'essional  Re- 
search Service.  He  has 
made  "faster,  better, 

NEW  MISSION: 

John  Glenn  (bottom, 
second  from  left),  the 
first  Mercury  astro- 
naut to  orbit  the 
earth,  retrains  for 
another  trip 
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The  50  yard  line. 

Center  Court. 
Behind  the  dugout. 

At  the  net. 
On  the  18th  hole. 

hese  are  just  a  few  of  the  locations  Four 
*oints®  Hotels  can  take  you  when  you  join 
iheraton  Club  International. 

ith  Sheraton  Club  International  (SCI)  frequent  guest  program  you  will 
irn  ClubMiles  which  can  be  used  for  free  nights  and  free  flights.  And 
jcoming  a  member  of  SCI  is  so  easy.  Just  dial  1-800-247-CLUB  (2582) 
pick  up  an  application  at  any  Four  Points  Hotel  front  desk. 

len  this  fall,  every  time  you  stay  at  a  Four  Points  Hotel  in  the  U.S.  or 
anada,  as  a  member  of  SCI  you'll  be  automatically  registered  in  our 
rAY-4-SPORTS  sweepstakes*  and  get  one  step  closer  to  your 
yorite  seat. 

RAND  PRIZE: 

e  lucky  grand  prize  winner  will  receive  an  all-expense-paid  trip  for  two  to  a  professional  sports 
impionship  event  of  his  or  tier  choice"  in  the  U.S.  or  Canada,  including  airfare,  lodging,  car 
ital,  two  tickets  to  a  single  event,  and  $300  spending  money. 

)  GREAT  FIRST  PRIZES: 

1  first  prize  winners  will  receive  two  tickets  to  a  regular  season  professional  or  college  sports 
!nt  and  a  two-night  Bed  &  Breakfast  package  at  a  Four  Points  Hotel. 

/ERYBODY  WINS  WITH  SCI: 

w^!***"^*?  What's  more,  as  a  member  of  SCI,  if  you  stay  4  times  at  Four  Points  Hotels  by 
I  December  31,1 998.  you'll  automatically  receive  a  certificate  good  for  a  free  night 

g  at  any  Four  Points  Hotel.  You  can  earn  up  to  5  free  nights  with  our  Stay-4-Freet 

promotion.  And  you'll  also 
eive  SCI  ClubMiles  that  can  be  used  for 
Jitional  travel  rewards.  There's  never  been 
etter  time  to  join  SCI. 

:DW  to  PLAY: 

iply  join  Sheraton  Club  International  by  filling 

an  application  at  any  Four  Points  Hotel  or  call 
i00-247-CLUB  (2582).  If  you're  already  a 

mber  of  SCI,  you're  automatically  enrolled. 

nember,  if  you're  a  member  of  SCI,  every  stay 

I  Four  Points  Hotel  this  fall  counts  as  an  entry  in 

STAY-4-SP0RTS  sweepstakes.  The  more  you 

'  the  greater  your  chances  to  win. 

reservations  call  1-800-325-3535,  your  travel 
fffessional,  or  click  to  www.fourpoints.com. 


purchase  necessary.  Some  restrictions  apply  Open  to 
tents  to  U.S.  and  Canada.  See  any  Four  Points  Hotel 
fficial  sweepstakes  rules  and  regulations.  Offer  void 
re  prohibited  by  law.  Promotion  dates:  10/1-1 1/30/98. 
nner  can  choose  a  championship  game  from  the 
iving  sports;  football,  basketball,  baseball,  tennis,  golf 
jckey 

y-4-Free  promotion  runs  through  December  31, 1998. 
98  ITT  Sheraton  Corporation. 


FourPoints'  1 
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Sheraton 

For  reservations  | 
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Science  &  Technology 


BLACK  HOLE?  The  international  space  station  is  delayed  and  over  budget 


cheaper"  NASA's  new  mantra  and 
shifted  operations  costs  to  private 
sector  partners  so  nasa  can  keep  its 
focus  on  research  and  development. 

Last  summer's  Mars  Pathfinder 
mission  was  a  striking  demonstration 
of  the  principle:  nasa  sent  a  space- 
craft to  Mars,  drove  a  tiny  i-over 
around  the  surface,  and  attracted  900 
million  hits  on  the  Pathfinder  Web 
site — all  for  $250  milhon.  As  the 
Pathfinder  team  liked  to  point  out, 
that  was  less  than  it  cost  to  make 
the  movie  Titanic.  Not  content  with 
occasional  missions  to  Mars,  however, 
NASA  has  now  established  a  Mars  ex- 
ploration progi'am  extending  well 
into  the  next  century — the  next  two 
spacecraft  will  be  launched  around 

A  FLIGHT  PLAN  FOR  NASA 

NASA  is  recovering  from  its  slug- 
gish performance  during  the  past 

two  decades,  thanks  largely  to 
Administrator  Daniel  S.  Goldin. 
Now  the  agency  should: 

►  Continue  to  move  operational 
and  other  expenses  to  the  private 
sector 

►  Pursue  scientific  discovery  and 
human  space  exploration  as  two 
separate  and  equally  worthwhile 
goals 

►  Dtvise  long-term  plans  in  both 
areas  to  obtain  stable  fundmg 
from  Congress 


the  end  of  this  year. 

NASA  could,  however,  encounter  an 
iceberg  ahead.  The  agency  has  begun 
its  transition,  but  the  job  isn't  fin- 
ished. The  most  serious  difficulties 
are  in  the  human  explo- 
ration progi-am.  The  space 
station  has  so  far  generat- 
ed little  public  enthusiasm. 
It  has  been  designed,  cut 
back,  and  redesigned  so  of- 
ten that  the  pubUc  has  lit- 
tle idea  what  it  is  supposed 
to  do.  It  was  promoted  by 
NASA  as  a  scientific  mission, 
but  the  station  is  piimaiily 
about  human  exploration 
and  living  in  space,  not 
about  science. 

Some  critics  would 
scrap  the  station  in  favor 
of  a  bolder  project — a  return  to  the 
moon,  perhaps,  or  a  human  mission 
to  Mars,  "nasa  should  send  humans 
to  Mars  by  2008,"  says  Robert  Zub- 
rin,  the  founder  of  Pioneer  Astronau- 
tics, which  does  contract  research  for 
NASA,  and  the  president  of  the  Mars 
Society,  a  gi'oup  formed  in  August  to 
lobby  for  a  human  Mars  mission. 
"The  fundamental  purpose  of  NASA  is 
to  open  the  solar  system  to  humani- 
ty— and,  by  so  doing,  maintain  the 
definition  of  the  United  States  as  a 
nation  of  pioneers,"  he  says. 

Wliether  or  not  it  goes  to  Mars, 
NASA  should  not  be  forced  to  choose 
between  science  and  exploration. 
Pathfinder  showed  that  nasa  still  has 
the  engineeiing  brilliance  and  imagi- 


nation that  makes  almost 
anything  seem  possible.  The 
Hubble  space  telescope,  now 
repaired,  has  provided  a 
spectacular  demonstration  of 
NASA  science.  In  November, 
the  fii'st  elements  of  the 
space  station  will  be 
launched  aboard  a  Russian 
missile,  and  a  second  pack- 
age will  be  carried  aloft  by 
the  shuttle  in  December. 
SPACE  HERO.  NASA's  big  fall 
event,  however,  occurs  Oct. 
29,  when  77 -year-old  Senator 
Glerm  (D-Ohio)  is  scheduled 
to  make  his  second  flight  into 
space,  36  years  after  becom- 
ing the  first  American  to  or- 
bit the  Earth,  nasa  insists 
Glerm's  flight  wiU  answer  im- 
portant scientific  questions 
about  aging  in  space — but 
that's  a  flimsy  justification. 
Glenn's  flight  isn't  about  sci- 
ence; it's  about  sending  a  space  hero 
back  up  for  another  triumphal  flight. 
That  alone  is  reason  enough  to  do  it. 

As  NASA  continues  to  reinvent  it- 
self, it  is  asking  Congress  for  stabili- 


SPECTACULAR:  The  Hubble  telescope  paid  off 

ty  in  its  budget  over  the  next  five  i 
years  to  allow  better  planning.  With 
careful  attention  to  paring  unneces- 
sary expenses,  nasa  can  pursue  fu'st 
class  science — and  the  human  explo- 
ration of  space. 

In  the  meantime,  nasa  can  thank  | 
the  old  Soviet  Union  for  Sputnik. 
The  spacecraft  tumbled  back  into  the 
atmosphere  and  bumed  up  only 
three  months  after  it  was  launched, 
but  that  brief  flight  led  to  the  ere-  |' 
ation  of  an  agency  that  still  embodies  i 
the  American  frontier  spirit. 


Raetnim  is  business  week's  senior 
editor  for  science  atid  technology. 
John  Carey,  senior  correspondent  in 
Washington,  contrilnited  reporting. 
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Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for 
the  remarl<able  Minolta  Di62o.  Designed  specifically  to  allow 


you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  .powerful 
document  finishing  capability.  #  At  it's  heart,  an  advanced  digitaMmage  processing  technology: 
LIMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  #  Yet  perhaps  what  really 
warrants  your  personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  three 
positions.  Punches  2-hote  or  three-hole.  Even  folds  in  three  ways:  half-fold,  crease-fold  (with 
saddle-stitch),  or  z-fold  Tor  oversized  pages.  #  Of  course,  you  can  access  all  these  capabilities 
directly  from  your  desktop  using  the  Di62o  as  a  network  printer..  Experience  the  ^^f^^^ 


power  of  the  Di62o.  See  why  it's  nothing  short  of  a  high  performance  machine. 
For  more  information  call  1-800-964-6658.  www.minoltad3.com/|J. 
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The  road  at  night  is  full  of  surprises.  A  fraction 
a  second  can  be  the  only  difference  between  bei 
seen  or  being  seen  no  more.  Fortunately,  the  drive 
making  driving  at  night  safer  is  being  led  by  BoS' 
Take  our  latest  bright  idea,  the  xenon  Litronic  he 
light.  Unlike  previous  systems,  it  doesn't  have 
incandescent  bulb.  Instead,  there's  an  electronica 
controlled  gaseous-discharge  lamp  that  leaves  ev 
halogen  headlights  in  the  dark.  In  fact,  the  light  p; 
vided  by  xenon  is  closer  to  daylight  so  it's  less  tiri 
on  the  eyes.  And  because  Litronic  illuminates  1 
road  better,  particularly  at  the  side  of  the  road  and 
the  bends,  you  can  actually  see  things  a  lot  clear 
This  should  bring  a  little  relief  to  everyone  on 
road,  however  small. 
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Thanks  to  Bosch 
headlights,  fewer 
things  are  going 
bump  in  the  night. 


Developments  to  Watch 


DITED  BY  NEIL  GROSS 


OU  DESERVE  A 
TARCH  CONTAINER 
ODAY  

lON  YOU  MAY  BE  ABLE  TO 

it  more  starch  for  your 
oney  at  McDonald's.  Begin- 
ng  next  year,  the  fast-food 
ain  hopes  to  start  serving 
i  Big  Macs  in  containers 
ide  of  two  cheap,  abundant 
sources:  potato  starch  and 
nestone.  The  technique 
mes  from  E.  Khashoggi  In- 
stries  (EKi),  a  think  tank 
Santa  Barbara,  CaHf.  eki 
s  granted  an  exclusive 
inufacturing  license  to 
irthShell  Corp.,  also  in  San- 
Bai'bara.  Barring  produc- 
n  glitches,  EarthShell  and 

subcontractors  hope  to 
pply  about  1.8  billion  con- 
ners  to  McDonald's  Corp. 
iv  a  three-year  period. 
To  make  the  containers, 
irch  is  boiled  to  a  froth  in 
ter,  mixed  with  some  lime- 
ine  and  wood  fiber,  and 
m  baked  into  disposable 
A'ls,  plates,  or  cups  in  spe- 
1  molds.  The  containers 
jp  their  integrity  as  long 

they  remain  relatively 
I — meaning  a  container's 
ter  content  must  not  rise 
)ve  20%.  That's  no  big 
)blem  for  burgers  and 
;s.  And  to  handle  bever- 
!S,  EKI  has  developed  addi- 
lal  biodegradable  coatings 
t  keep  a  cup  water-resis- 
t  until  it  is  crushed  or 
iken. 

•'er  Just  Andersen,  eki's 
j-president  for  product  en- 
eering,  says  the  starch 
tainers  should  cost  no 
re  to  make  than  paper- 
,rd  and  polystyi'ene  pack- 
s,  and  require  much  less 
rgy  to  manufacture.  But 

biggest  advantage  is 
mstream:  Exposed  to  wa- 
in a  landfill,  the  starch 
aks  down  and  is  gobbled 
i  bacteria  in  far  less  time 
n  it  takes  ordinary  paper 

plastic  products  to  de- 
ipose.     Nellie  Andreeva 


A  CORK  FOR  LEAKY  ELECTRONICS 

they  are  called  vampires— electrical 
appliances  such  as  TVs,  garage  door  openers,  and 
battery  rechargers  that  suck  power  even  when 
not  being  used.  The  drain  from  such  devices  in 
U.  S.  homes  alone  adds  up  to  5  billion  watts  per 
year — roughly  the  output  of  five  power  plants, 
says  energy  leakage  expert  Alan  K.  Meier  at 
Lawrence  Berkeley  Laboratory. 

Chipmaker  Power  Integrations  Inc.  in  Sunny- 
vale, Calif.,  has  a  new  chip  it  says  can  cut  up  to 
90%  of  the  juice  that  flows  into  unused  gear.  The 
first  target:  AC  adapters  used  to  recharge  cordless 
vacuums,  cellular  phones,  and  other  appliances. 
Power  Integi'ation's  TinySwitch  senses  when 
adapters  are  inactive  and  shuts  them  down.  With  five  to  10  such  devices  in  the  average 
home,  yem-ly  savings  in  the  U.  S.  could  exceed  $1  billion.  Cell-phone  giant  Nokia  Corp. 
plans  to  use  the  chips  in  future  AC  adapters  for  phones  and  other  products. 

The  switch  also  could  cut  up  to  30%  of  the  juice  guzzled  by  cable  set-top  boxes  and 
some  PCS  when  on  standby.  That  could  save  $1.2  billion  more  in  wasted  energy — and  re- 
duce carbon  dioxide  emissions  by  more  than  20  million  tons.  With  numbers  like  that,  Pow- 
er Integi'ations  looks  lilce  a  winner:  Hambi'echt  &  Quist  analyst  Gus  P.  Richai'd  thinks  the 
company's  stock,  now  at  11,  will  neai'ly  double  over  the  next  six  months.  Andy  Reinhardt 


GENE  THERAPY: 
THE  NEXT 
GENERATION? 

DOCTORS    HAVE    DEVISED  A 

vaiiety  of  therapies  to  con-ect 
genetic  defects.  So  fai;  the  ef- 
fects have  been  confined  to 
the  cells  of  iiidividual  patients, 
never  getting  passed  along  to 
subsequent  generations.  But 


biologists  are  now  studying 
the  next  step,  called  genn-line 
manipulation.  Eventually,  this 
would  entail  altering  genes  in 
sperm  and  egg  cells  so  that 
the  fixes  are  inherited  by  the 
patients'  children. 

The  National  Institutes  of 
Health  will  soon  test  public 
tolerance  for  such  teclinology. 
The  NIH  is  reviewing  a  re- 


search proposal  from  gene 
therapy  pioneer  W.  French 
Anderson  at  the  University  of 
Southem  California  School  of 
Medicine  in  Los  Angeles.  His 
goal  is  to  cure  two  diseases 
caused  by  genetic  defects:  a 
rare  immune  disorder"  and  a 
type  of  anemia  called  alpha 
thalassemia.  His  team  would 
begin  by  inserting  new  genes 
in  fetuses  of  animals.  Then  it 
would  consider  appli- 
cations to  humans. 
Though  Anderson 
wouldn't  directly  tam- 
per with  reproductive 
cells,  some  of  the  ciu-a- 
tive  genes  could  pass 
into  the  germ  line, 
i  That  disturbs  peo- 
'M  pie  at  the  Council  for 
Responsible  Genetics, 
a  watchdog  group  in  Cam- 
bridge, Mass.  On  Sept.  18,  CR(; 
issued  an  "action  alert"  warn- 
ing that  the  germ-Une  modifi- 
cations implicit  in  Anderson's 
proposal  could  lead  to  manip- 
ulation of  the  human  genome, 
raising  the  specter  of  eugen- 
ics. The  NIH  says  it  welcomes 
public  debate  and  is  holding- 
hearings  on  the  issue.  □ 


m  Radiation  therapy  is  wide- 
ly used  to  kill  vagi'ant  cancer 
cells  after  the  removal  of  a 
brain  tumor.  Sadly,  some 
cells  usually  survive.  In  or- 
der to  make  these  renegades 
more  vulnerable,  scientists 
at  the  University  of  Penn- 
sylvania Medical  Center  in 
Philadelphia  are  using  drugs 
that  attack  a  protein  on  the 
tumor  cell  surface  called  an 
erbB  receptor.  In  in  vitro 
and  early  animal  experi- 
ments, the  combined  therapy 
produced  kill  rates  as  high 
as  60%,  compared  with  just 
5%'  for  radiation  therapy 
alone. 

B  Wearable  computers  are 
looking  good.  Engineers  at 
IBM  Japan's  Yamato  Labora- 
tory have  crammed  a  233- 
megahertz  processor,  a  1-inch 
disk  drive,  and  a  batteiy  into 
a  box  the  size  of  a  Walkman. 
You  move  the  cursor  with  a 
ti'ackball  or  by  spoken  com- 
mands, and  view  the  results 
on  a  tiny  LCD  in  front  of  one 
eye.  Products  may  be  ready 
by  1999. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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Pretend  you're  an  IS  manager  with  a  mobile  sales  force  of  hundreds  and 
an  endless  trail  of  computers,  components  and  configurations  to  follow.  It's  your  job 
to  (somehow)  control  them  all-much  like  a  modern-day 
herdswoman.  But  keeping  track  of  steer  is  one  thing. 
Wrangling  notebooks  is  quite  another 

[  "WkiU  til  eif  re  roaminq  the  rancje, 

I'm  here  trying  to  rope  in  our  assets,  "  ] 

you  say.  Which  is  why  you  chose  the  Fujitsu  LifeBook"" 
notebook.  Sure,  reliability,  price  and  support  were  key.  But  Asset  Management,  part 
of  the  Lifeline  "  Program  ,  was  the  driving  force.  With  things  like  customized  reports, 
you  can  have  centralized  control  of  your  units,  tracking  what  you  have  and  where  it 
is. Without  leaving  the  ranch. 

[  "Asset  Management  is  like  branding  our  notebooks . 

n  at  's  why  the  LifeBooh  is  the  brand  for  us.  "  ] 

And  it's  a  decision  everyone  can  appreciate.  From  durable  construction 


Lifeline  Lifecyde  Mana|ert 


/  2-monl/i  Tec/wo/ogy  Refresh  and  Assei  MonojenKi 
Voriabk  Levels  of  Support,  IncWmg  2i-ho,,Tm<,m<.i 
and  Screen  Protection  to  innovative  features  to  human-friendly  touches,  the  LifeBook 


Project  Wflf"'"'J' 
Custom  Conkumm 


iigned  for 

m 

crosoft* 
idows  NT* 
idows'98 


notebook  can  satisfy  even  the  most  demanding  user  So, 
while  you  might  not  be  handy  with  a  lasso,  you  can  sure 
become  an  expert  at  corralling  technology.  Call  us  today  and  find  out 
how  to  round  up  some  LifeBook  notebooks  for  your  herd. 

There  are  millions  of  Fujitsu  notebooks  out  there — 
each  with  a  story  of  its  own. 

FUjrrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s . 

For  more  info,  visit  www.fujitsu-pc.com/ is 
or  call  1-888-4-ON-THE-GO. 


LifeBook 
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MALONE:  TV'S  NEW 
UNCROWNED  KING? 

With  Liberty  Media,  he'll  run  a  programming  juggernaut 


Years  back,  when  John  C.  Malone 
was  biiikhng  Tele-Communications 
Inc.  into  a  cable  giant — with  moun- 
tains of  debt  and  rising  losses — he 
was  known  to  face  down  creditore  with  a 
flamboyant  ploy:  Tlii-owing  his  car  keys 
down  on  his  desk,  the  TCi  chairman 
would  tell  visitors,  "Here  are  the  keys. 
You  nan  tliis  company." 

Finally,  Malone  has  given  his  back- 
ers a  big  payoff,  selling  T(;i  to  at&t  - 
for  $48   biilion.   But   this  time, 
Malone — who  will  be  at&t's  biggest 
individual  shareholder,  with  1.5%^ — 
is  keeping  the  keys  to  his  new  deal- 
making  machine  for  liimself.  Even  while 
the  lawyei-s  haggle  over  the  final  wording 
of  the  AT&T  deal,  Malone  has  been  focus- 
ing his  attention  on  Liberty  Media  Corp., 
the  separate  entity  that  he  created  to 
house  TCi's  programming  and 
noncable  holdings.  Al- 
though its  assets 
will  be  owned 
by  AT&T  but 
traded  sepa- 
rately   as  a 
"  1 1'  a  c  k  i  n  g 
stock,"  Malone 
'ivill  be  Liberty's 
chairman,  vdth 
the  right  to  name 
most  of  the  members  o 
its  board,  and  Liberty  will 
gain  .$5.5  billion  in  cash  on 
closing  the  at&t  deal. 
BUZZ,  BUZZ.  Tongues  in 
the  media  world  are  wag- 
ging about  how  Malone  cut 
his   sweetest   deal  yet, 
laden   with  concessions 
from  the  telephone  giant. 
And  the  talk  is  almost  as 
loud  over  what  he'll  do 
next  at  the  helm 
of  a  progi'amming 
juggernaut  hold- 
ing everything 
fi'om  big  stakes  in 
Discovery  Com- 
munications, Time 
Warner,  and  USA 

118  BUSINESS  ^EEK  /  OCTOBER  5,  1998 


Networks  to  expanding  pailnei"ships  with 
Rupert  Murdoch's  News  Corp.  "Kinda 
scary,  isn't  it?"  says  John  Feltheinier, 
president  of  Sony  Coip.'s  television  unit, 
wWch  last  yeai'  was  pait  of  a  $5;?9  million 
deal  with  Liberty  to  buy  control  of  Tele- 


ROYAL  RANSOM 


The  TCI  sale  makes 
Malone  AT&T's  top 
individual  share- 
holder, with  1.5% 


mundo  Group  Inc.,  the  Hispanic  televisi  i 
network. 

Impressive,  certainly.  To  get  to  the  J 
million  cable  subscribers  TCI  and  its 
filiates  control  as  a  platform  for  lod 
phone  sei-vice,  at&t  agi-eed  to  leave  Li- 
erty  with  what  Salvatoi'e  Muoio,  ma 
aging  paitner  at  SM  Investoi-s  LP  in  Nt 
York,  estimates  to  be  enough  cash,  liqi^ 
assets,  and  borrowing  capacity  to  pi> 
sue  a  $20  billion  acquisition.  Says  Muoi. 
"It'll  be  one  of  the  bigger  pots  of  ca|. 
out  there  among  media  companies." 
FRONT  BURNER.  And  make  no  mistak. 
Malone  is  plotting  ways  to  spend  it,  exn 
while  he  and  fellow  Liberty  execs  beg  f 
intei-views,  citing  the  regnlatoiy  "quil 
period."  Wall  Street  investment  bankty 
say  a  move  for  a  stake  in  General  Elij 
trie  Co.'s  NBC,  contemplated  earlier  tl|^ 
year,  could  soon  be  back  on  the  frn| 
burner.  Malone  and  liis  lieutenants  ai' 
also  openly  enthralled  with  the  comii 
generation  of  digital  set-top  boxes.  T]v 
ai'e  piu'suing  deals  for  new  semces  to  ! 
delivered  over  them,  and  they  may  alt 
cai"ve  out  a  new  niche  leasing  the  ho\^: 
to  cable  and  satellite  operators.  If  MaJop 
gets  his  way,  he'll  have  an  even  mdi 
powerful  hold  over  what  people  watj, 
on  TV  than  he  did  as  a  cable  tycoon.  : 
Meanwhile,  Liberty  is  near  closiii: 
a  $2  billion  deal,  through  subsidia; 
United  Video  Satellite  Group  Inc.,  |i 
acquii'e  the  T\'  Guide  assets  from  Ne\- 
Corp.  And  United  Video  mi- 
yet  again  try  to  buy  Geii 
star  Internation. 
Group  Ltd.,  f 
which  it  launched; 
$2.8  billion  bid  |i 
June.  The  off:- 
was  pulled  wIia 
the  Pasade-( 
(Calif.)  on-scre(i 
programming  guin 
company  adopted  a  poiso- 
pill  defense. 

As  with  Gemstar  and 
Guide,    the    deals  th 
Malone  wants  to  do  at  Li 
erty  are  focused  on  givii 
it  either  the  technolog-y 
the  brand  name  to  play 
the  coming  digital-TV  a^ 
In  mid-September,  Liber 
paid  $5  million  for  a  10 
stake  in  actv  Inc.,  whi 
owns  technology  that  allo^ 
viewers  to  call  up  statistics  about  pla 
ers  involved  in  games  they're  watchi: 
or  interact  with  other  types  of  show 
Meanwhile,  Malone  and  Murdoch  a 
expected  to  finalize  in  early  Octob 
theii-  $700  million  offer,  through  Unit 
Video,  to  buy  a  controlling  stake  in  t 


A  booming  network  of  leaders  and  innovators,  Mississippi 
is  one  of  the  most  strategic  telecommunication  locations. 

Existing  infrastructure,  a  labor  force  with  a  working 
knowledge  of  the  technology,  and  impressive  operating 
incentives  make  setting  up  shop  quick  and  easy.  After 


you're  up  and  running,  Mississippi  will  continue  working 
with  you  to  help  keep  you  ahead  of  the  competition. 

Let's  put  our  heads  together  Call  1-800-360-3323 
or  e-mail  natdev@mississippi.org  to  find  out  what 
Mississippi  can  do  for  you. 


Mississippi.  We  can  do  that. 


NetWare  5.  Today. 


NetWare  5  uses  Java'".  NetWare  5  is  pure  IP, 
unique  in  its  ability  to  extend  your  business 
to  intranets  ond  the  Internet.  NetWare  5 
will  save  you  money  because  of  its  simple, 
straightforward  administration  tools. 
NetWare  5  can  host  applications.  NetWare  5 
leverages  Novell  Directory  Services® 
technology  to  manage  the  desktop  and  NT 
application  servers. 

And  NetWare  5  is  ready.  Todoy. 

It  makes  your  network  better,  it  makes  your 
business  better.  It  is  better. 

Of  course,  you  can  wait  for  some  other 
company's  next  beta  releose.  We  just  didn't 
think  you  had  that  kind  of  time. 


Novell 


® 


N   E   T   W   A    R    E  5 


3tes  and  other  cc  jntries 


Media 


The  biggest  question  is  whether  Malone's  maverick  styh 
will  clash  with  the  buttoned-down  AT&T  culture 


Primestar  Inc.  direct-broadcast  satel- 
lite service.  In  the  futiu'e,  says  Lehman 
Brothers  media  analyst  Larry  C. 
Petrella.  Malone  is  likely  to  find  his  fa- 
vorite kind  of  deal — cheap — overseas,  in 
troubled  entities  such  as  Germany's 
Kirch  Group. 

For  all  its  financial  muscle  and  its 
perch  at  the  epicentei'  of  a  glamoui'  in- 
dustry, Liberty  looks  like  little  more 
than  a  mutual  fund  for  programming 
assets:  Only  14  executives  rattle  around 
its  Englewood  (Colo.)  offices.  Indeed, 
the  bulk  of  the  assets  in 
Liberty's    portfolio  are 
operated  day  to  day  by 
such  heavyweights  as  Ted 
Turner   and   Gerald  M. 
Levin  at  Time  Warner, 
John  Hendricks  at  Discov- 
ery, and  Barry  Diller  at 
USA.  Says  Ted  Henderson, 
managing  director  of  bro- 
kerage Janco  Partners  Inc. 
in  Englewood:  "The  Lib- 
erty portfolio  has  assem- 
bled a  gi'oup  of  executives 
that,  if  you  believe  in  the 
future  of  content  owner- 
ship, you  want  to  invest 
alongside." 

Malone  may  leave  the 
programming  to  others, 
but  he  has  made  sure 
there's  a  home  for  all  of 
his  favorites.  A  key  con- 
cession that  he  extracted 
from  AT&T  will  give  Liber- 
ty channels  "preferred 
vendor  status"  on  the  ex- 
isting TCI  cable  systems. 
That,  claims  John  Tinker, 
an  analyst  at  NationsBanc 
Montgomery  Securities 
Inc.,  means  "TCi's  systems 
give  him  all  but  fi"ee  chan- 
nel space  for  as  many  as 
12  channels  in  a  thiitl  of 
the  counti'v." 

BIG  GAME.  That  makes 
biinging  additional  chan- 
nels into  the  Liberty  portfolio  espe- 
cially appetizing.  The  49%  stake  in  Dis- 
covery, for  instance,  is  expanding 
thi'ough  such  new  channels  as  the  fast- 
gi'owing  Animal  Planet  and  the  recent 
purchases  of  the  Ti-avel  Channel  and 
part  of  CBS's  str-uggiing  Eye  on  People. 
CBS  is  also  looking  for  a  partner  for 
its  Spanish-language  news  network, 
TeleNoticias,  which  could  fit  nicely  with 


Liberty's  recent  investment  in 
Telemundo.  Another  long-inmored  deal 
is  a  merger  of  Liberty's  Encore  pay-TV 
service  with  Viacom  Inc.'s  Showtime 
pay  service — and  Muoio  speculates  that 
someday  Liberty  could  make  a  run  at 
Viacom  itself. 

Other  big  game  could  include  taking 
part  or  all  of  ces  or  nbc,  most  hkely 
tlu'ough  USA  Networks,  in  which  Liberty 
holds  a  21%  stake.  At  the  moment, 
though,  there's  no  deal  being  discussed 
with  NBC,  says  USA  Chainnan  and  ceo 

Giving  Him  Liberty 

Some  of  the  assets  that  Malone  will  oversee 
as  the  chairman  of  Liberty  Media 


OWNERSHIP  VALUE 


COMMENTS 


DISCOVERY 
COMMUNICATIONS 

49% 

$2.9 
billion 

It's  in  the  process  of  expanding 
retail  stores  and  adding  channels 
at  home  and  abroad 

QVC 

43% 

$2.1    ;  A  shopping  network  controlled  by 
billion  Comcast 

USA 

NETWORKS 

21% 

$2.1      One  possible  acquisition  vehicle 
billion    for  CBS  or  NBC 

FOX 
SPORTS 

50% 

$1.3      Acquisition  vehicle  for  more  sports 
billion    channels  and  teams 

BLACK 

ENTERTAINMENT 
TELEVISION 

34% 

$400 
million 

Just  taken  private,  planning  major 
brand  extensions 

TELEMUNDO 

25% 

$88     '  Could  be  a  vehicle  for  buying  more 
million    Hispanic  programming  assets 

TIME  WARNER 

10% 

$4.6    ■  Strategic  foothold  in  world's 
billion  ^  biggest  media  company 

UNITED 

VIDEO 

SATELLITE 

44% 

$791      Pending  a  merger  with  TV  Guide, 
million    acquisition  vehicle  for  TV  program 
guides  and  satellite  broadcasting 

TCI 

INTERNATIONAL 

100% 

$3.3      Acquisition  vehicle  to  purchase 
billion  :  international  programming  and 
:  cable  assets 
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DATA  NATIONSBANC  MONTGOMERY  SECURITIES,  BUSINESS  WEEK 

Barry  Diller.  Resumption  will  occur, 
Diller  adds,  "only  if  someone  is  going  to 
offer  us  a  great  deal  that  we  haven't 
seen  so  far." 

Ti'ue  to  form,  the  greatest  deal 
Malone  has  cut  is  for  himself.  Already, 
AT&T  has  agreed  to  pay  a  10%  premium 
for  the  TCI  supervoting  shai'es,  of  wWch 
Malone  owns  the  lion's  shai'e — on  top  of 
the  30%  premium  it  is  paying  for  TCi 


common  shares.  Malone's  take:  aroi; 
$1.8  billion,  including  Liberty  sha: 
worth  about  $852  million.  The  bigg 
risk,  however,  is  whether  Malor 
maverick  style  will  clash  with  the  b  cko;. 
toned-down  at&t  culture.  Wall  Str 
sources  cite  at&t  Chaii-man  C.  MichBdx 
Armstrong's  discomfort  with  Mal(  f"^"^ 
launching  a  hostile  bid  amid  th 
merger  dealings  as  one  reason  l 
Gemstai'  offer  was  pulled.  And  althoi 
both  companies  are  quick  to  point  ^ 
that  AT&T  did  not  acquire  Liberty 
part  of  the  TCi  transact! 
a  "capital  stock  comn 
tee"  made  up  of  two  o 
side  AT&T  directors 
Malone  will  oversee 
AT&T/Liberty  relationsh 
As  part  of  the  merj 
deal,  AT&T  will  give  Lib 
ty  $5.5  billion  in  cash 
some  of  its  existing  ass( 
such  as  its  stake  in  the 
ble    online  service 
Home  Corp.  Liberty  a 
gets  TCi's  $1.7  billion 
tax-loss  caiTj-foi-wai'ds,  i 
if  it  generates  tax  losi 
for  AT&T,   Liberty  g 
compensated  from 
phone  company.  Moreo\ 
after  years  of  near-j 
bond  debt  ratings,  Mai 
may  try  to  use  Libert 
links  with  at&t  to  borr 
money  at  better  rates. 
AT&T  spokesperson  stre 
es,  however,  that  at&t  \ 
not  be  helping  Libei 
borrow  money. 

Either  way,  it's  li 
wonder  that  Malone 
been  gatheiing  his  top  d 
makers,  such  as  Libe 
President   Robert  "D 
Bennett,  ai'ound  him  for 
second  act.  Recently  as 
about  how  he  finagled  s 
a    sweet    deal,  Mai 
feigned  surprise  and  .-i 
there's  nothing  in  the  new  Liberty  ti 
he  didn't  ah-eady  have  at  TCi.  "Who's  i 
bad  deal  for?"  asks  Malone.  "at&t  j 
what  they  wanted."  And,  one  way  or 
other,  so  will  Malone.  After  all,  if 
some  reason  at&t  decides  to  call  off  l 
maniage,  it  is  still  requii-ed  to  pay  TC 
hefty  $1.75  billion  breakup  fee. 

By  Ronald  Grover  in  Los  Angeles  a 
Richard  Siklos  in  New  York 
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AND  LOVING  IT 


Black  entrepreneurs  find  that  the  Internet's  anonymity  removes  racial  obstacles 


Often,  the  slights  seem  incidental: 
Customers  approach  the  white 
store  clerk,  assuming  he's  the 
owner  At  other  times,  the  com- 
ments Betty  A.  Ford  hears  at  Mailbox 
Haven,  her  suburban  Seattle  package- 
delivery  business,  feel  more  racially 
pointed.  She  recalls  one  white  customer 
who  warned,  "I'm  going  to 
watch  you  wrap  my  pack- 
age," and  another  who 
asked,  "Is  this  busi- 
ness black- 


owned?"  Well,  yes,  Ford  thought.  But 
why  did  it  matter?  Such  patrons  "as- 
sume I'm  not  in  control  because  I'm 
black,"  she  says. 

Mailbox  Haven  thrives,  but  Ford 
wants  to  sell  the  operation.  She's  seek- 
ing her  fortune  now  on  the  Internet, 
having  launched  City  Boxers,  an  online 
retailer  of  hand-tailored  boxer  shorts. 
The  product  is  a  natural,  filling  an  at- 
ti'active  niche  geared  toward  the  Net's 
large  male  audience.  Just  as  impoilant, 
in  the  Web's  virtual  reality.  Ford  has 
found  some  workplace  solace.  Shoppers 
"make  their  decision  on  what  the  box- 
er shorts  look  like,  not  on  who's 
selling  them,"  she  says. 

As  President  Clinton  and  his 
Race  Initiative  Advisoiy  Board 
wrestle    vainly    with  racial 
bias— what  W.  E.  B.  DuBois 
proclaimed  the  problem  of 
the  20th  centm-y — the 
Net  is  providing 
some  relief 
for  the 


21st.  Hundreds  of  black  and  other  i 
nority  entrepreneiu's  ai'e  setting  up  si , 
in  cyberspace,  many  with  impressive 
results.  Though  exact  numbers  are  ij- 
possible  to  nail  down,  "there's  a  grouplf 
black  folk  that  recognizes  the  potentifi 
to  shatter  the  barriers  that  physi^ 
commerce  creates,"  says  Julianje 
Malveaux,  an  economist  and  author |(f 
Sex,  Lies  and  Stereotypes:  Perspectm 
of  a  Mad  Economist. 
COLOR-BLIND.  It's  an  intriguing  outcoie 
of  the  Cyber  Age.  The  Internet  Is 
been  reviled  for  isolating  Americans 
their  PCs,  encouraging  "virtual"  co  - 
munities  at  the  expense  of  real  ons. 
Cyberspace,  moreover,  has  providfl 
unchecked  time  and  space  for  race-bas| 
hate  diatribes.  Yet  in  commerce,  te 
Net's  cool  anonymity  proves  an  advife 
tage  to  minority  business  owners,  it* 
lowing  them  to  bypass  real-life  tensicfe 
by  masking  their  racial  identity.  JiSt 
as  important.  Web-based  businesses  tjjf- 
ically  require  far  less  capital  than  co*' 
parable  physical  operations,  removi^ 
another  historical  hurdle  for  minorf 
entrepreneurs. 

That's  no  answer  to  racism  per  se,| 
course.  But  the  Internet's  coir- 
blindness  does  allow  enti| 
preneiirs  to  succeed,! 
not,  on  their  o^ 
merits.  R< 


EASY  FIT 

By  setting  up  City 
Boxers  in  cyberspace,  Betty 
Ford  has  managed  to  do  business 
while  bypassing  real-life  racial  tensions 
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mi  YOU 

SEE  THE 
PROJECTOR 
THAT  WEIGHS 
.  ilSS  THA^L 


Just  like  her,  this  incredible  pro|ector  can  easily  hold  an  audience.  Because  instead  of  n 
having  only  one  imaging  processor  like  other  ultraportables,  the  PowerLite"  5500C  Wr 
born  with  three  -  for  the  brilliance  of  a  large  projector,  without  the  bulk.  In  fact,  . 
650  ANSI  lumens  and  only  9  1/2  pounds,  this  little  baby  will  have  everyone  going  g6-gd.  Lp':.ijii  t'ij/vcIlIll 

THE  NEW  POWERLITE  5500C  ULTRAPORTABLE  PROJECTOR.  3  LCDs  BRIGHT- 91/2  LBS  LIGHT. 

Epson;  the  world  leader  in  high-performance  portable  projectors,  brings  you  a  full-featured  ultraportable  with: 
Exclusive  SizeWise"  technology  that  allows  compatibility  with  computer  resolutions  up  to  1024  x  768  •  Zoom  lens, 
remote  control  and  amazing  SRS  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

For  more  information  or  a  free  video  on  Epson's  award-winning  line  of  projectors, 
call  1-800-442-1977  (ask  for  Oper.  3111)  or  visit  wvwv.epson.com. 

Epson  IS  a  registered  trademark  of  Seiko  Epson  Corp  FtowerLite  and  SizeWise  are  trademarks  of  Epson  America,  Inc  ©1998  Epson  America.  Inc  Projected  image  simulated  for  publication 


anxtliing  a  desktop  can —  ^^^^J^^i^^d^^^^]^an}'\vherc  you  want.  Notebooks  that  re  jr,: 
the  .Armada  notebook  that's  perfea  for  \-ou)  call  1-800-AT-COMPAQ.  ( 

Better  answers. 


cional  mobility  with  uncompromising  performahce>  Notebook?  that  do 


ept  of  value.  To  locate  a  reseller  (and 
<mpaq.com/products/portables/. 


The  New  Compaq  Armada. 
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The  low  startup  and  operating  costs  in  cyberspace  [ 
also  are  a  big  boon  for  minority  businesses  \ 


sevelt  Gist  Jr.,  a  51-year-old  foiiner  car 
salesman,  remembers  white  customers 
at  a  large  Virginia  dealership  asking 
if  they  could  speak  to  another  sales- 
man, clear  evidence  that  his  race  was  a 
turnoff.  On  the  Net,  the  question  is 
moot.  Gist's  four-year-old  online  ser- 
vice, a  forum  for  buying,  selling,  and 
researching  cars,  gets  40,000  visitors 
a  month — none  of 
whom  has  a  clue  that 
he's  black — and  collects 
about  $200,000  a  year 
in  advertising  revenue. 


pie ...  to  build  a  small  business  out  of 
passion  and  interest,  whereas  before, 
the  baniers  were  too  high,"  says  Bany 
Parr,  director  of  E-commerce  strategies 
for  researcher  International  Data  Coi-p. 

Entrepreneurs  can  leverage  such 
small  investments  by  reaching  instantly 
across  global  markets.  Gigi  Roane  cre- 
ated drumandspear.com  on  retirement 


BREAKING  DOWN  BARRIERS  ONLINE 


While  racial  anonymi- 
ty provides  psychic  ad- 
vantages, though,  the 
Net's  crumbling  of  fi- 
nancial barriers  is  the 
bigger  boon.  Carolyn 
Louper-Morris,  a  for- 
mer political  science 
professor,  fii-st  tried  to 
launch  CyberstudylOl 
the  traditional  way,  pro- 
ducing study  aids  on 
diskettes  and  shipping 
them  to  colleges.  But 
that  operation  would  have  I'equired  $2.2 
milhon  in  investment  to  .send  217,000 
boxes  to  58  universities  a  year. 
GLOBAL  REACH.  Instead,  Louper-Morris 
took  Cybei'studylOl  online,  where  its 
operating  expenses  ai'e  ch'amatically  low- 
er. Customers  download  materials  di- 
rectly from  the  Web  site,  so  shipping 
costs  have  disappeared.  The  company's 
operating  costs,  limited  mostly  to  mar- 
keting and  Web  site  management,  are 
expected  to  be  $65,000  the  first  year. 
"That's  what  made  me  move  the  prod- 
uct fi'om  land  to  line,"  says  Louper-Mor- 
ris, who  says  revenues  should  i"each  $4 
million.  Many  Web-based  businesses  are 
even  cheaper  to  run,  costing  as  little 
as  $100  a  month  and  "allowing  peo- 


The  Internet's  anonymity  and  low  cost  help  minority  entrepreneurs 
 launch  businesses.  A  few  sites: 

<  minority.net  Once  complete,  this  business- 
to-business  site  will  host  the  largest  minority 
E-commerce  mall  on  the  Web,  with  more  than 
100  companies.  Supporters  include  Nexgen 
Solutions,  IBM,  the  U.S.  Commerce  Dept.,  the 
Urban  League,  and  the  Asian  American  Busi- 
ness Development  Center. 

cyberstudyl01.com  A  new  site  to  help  high 
school  and  college  students  prepare  for  exams 
has  been  a  hit  after  less  than  a  month.  Since 
Sept  1,  it  has  grossed  $6,000;  it  expects  to 
generate  $4  million  in  its  first  year. 

twmali.com  This  Asian-American  mall  does  business  in  Chinese  and 
English.  After  one  year,  it  includes  some  40  companies  and  has 
grossed  more  than  $120,000. 


bilt  University.  And  black  consume'; 
are  just  as  likely  as  whites  to  mal 
purchases  online. 

More  important,  black  entrepreneur 
are  moving  past  small  consumer-orieii 
ed  sites  to  discover  business-to-busine;. 
applications,  which  account  for  tw; 
thirds  of  all  online  transactions.  Of 
key  project:  minority.net,  an  electroi : 
mall  set  to  be  launchi. 
in  mid-October  by  Ne 
gen  Solutions  Inc.,  i 
Silver  Spring  (Mo 
Web-consulting  fin 
vrith  support  from  tl 
Commerce  Dept.'s 
nority  Business  Devt 
opment  Agency  and  ty 
National  Urban  Leagi,. 
Minority.net  initiat 
will  link  75  small,  n- 
nority-owned  businen 
es  with  major  comp- 
nies,  including  giani: 
such  as  IBM.  I- 
yearend,  Nexgen  hopji 
to  have  500  minoriji 
companies  exchangirt 
goods  and  services  vril 
the  behemoths — alloijF 
ing  a  black-owned  so 


autonetworlt.com  One  of  the  most  complete  auto- 
motive sites  on  the  Web.  It  has  classified  ads,  leas- 
ing information,  broker  services,  advice  columns,  and 
scores  of  links.  From  startup  money  of  $6,000,  the 
site  now  produces  $200,000  in  annual  revenues. 

collard-cards.com  This  site  sells  greeting  cards  and 
cookbooks  featuring  upbeat  black  images.  Sales  in 
six  months  have  totaled  just  $500.  ► 


savings  of  $5,000,  offering  access  to 
black-oriented  books  that  most  main- 
stream bookstores  don't  can-y.  The  on- 
line business  quickly  reached  customers 
in  Kansas,  Oregon,  and  overseas,  gross- 
ing $170,000  in  1997  and  persuading  her 
to  set  up  a  small  physical  shop  for  local 
customers  in  her  Washington  home  last 
yeai'. 

For  a  segment  of  ethnocentric  black 
businesses,  indeed,  the  Internet's  vast 
reach  is  more  compelling  than  its 
anonymity.  Operations  such  as  Roane's 
are  explicitly  race-based:  They  thrive 
by  serving  the  Net's  gi'owing  minority 
population.  Some  5  million  black  Amer- 
icans suif  the  Web,  according  to  a  re- 
cent study  by  researchers  at  Vander- 


Nettcapc;Co<lflril  Cardt:iUrltan  Amencan  greeMng  qi 


GREETING  CARDS  WITH  AN  UPBEAT  VIEW 
OF  AFRICAN  AMERICAN  UFE 


ware  consultant  in  the  Midwest,  say,  ^ 
strike  a  local  consulting  deal  with  IBJ 
Llltimately,  of  coui'se,  black  entrepi 
neurs  on  the  Internet  still  need  tl 
same  skills  and  products  required 
succeed  in  the  physical  marketplace.  Y 
the  online  world  can  help:  It  doesi 
eliminate  racism — but  for  some  enti 
preneui's,  it  does  level  the  playing  fie 
By  Roger  0.  Crockett  hi  Chica; 
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WHO  CAN  YOU 

TRUST? 

/Auditors,  analysts,  and  earnings  reports  are 
supposed  to  help  you.  Too  often  they  don't 


"ith  financial  markets  in  Tokyo,  Seoul,  and 
Moscow  imploding,  investors  are  flocking  to 
the  U.  S.,  where  they  know  certain  bedrock 
principles  still  apply.  Here,  companies  ad- 
ere  to  universally  accepted  accounting  standards, 
.uditors  scour  the  books  to  keep  management  hon- 
st.  Regulators  ensure  that  "sunshine"  is  applied 
irough  regular  disclosure.  And  analysts  parse  the 
umbers  on  behalf  of  investors  for  information  that 
ill  make  them  money. 

Or  at  least  that's  the  way  the  checks  and  bai- 
lees are  supposed  to  work.  But  lately,  questions 
ave  begun  to  be  raised  about  the  integi'ity  of  the 
^  S.  financial  markets,  too.  Nothing  on  the  order  of 
hat  has  been  happening  overseas,  of  coui'se,  but  dis- 
irbing  questions  nonetheless. 
The  concern  is  being  driven  not  just  by  accounting 
sbacles,  as  witnessed  at  Cendant  Corp.  It's  the 
lawing  sense  that  com- 
mies that  should  know 
itter  are  regularly  push- 
g  the  hmit,  accountants 
^e  AWOL,  and  analysts 
'6  too  enmeshed  with 
leir  investment-banking 
•ethren  to  provide  ob- 
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jective  advice.  Even  investors  bear  some  responsi- 
bility: They've  been  so  eager  to  cash  in  on  the  bull 
market  that  they've  fi'equently  ignored  or  optimisti- 
cally interpreted  restructuring  charges,  acquisition 
write-downs,  and  other  accounting  ploys  that  cam- 
ouflage what's  really  going  on. 

As  risk  has  returned  to  the  system  with  a 
vengeance,  smart  players  are  starting  to  apply  more 
discrimination.  Savvy  institutional  investors  are  seek- 
ing more  independent  analysis.  Regulators  are  step- 
ping up  the  public  pressure  on  companies  and 
accountants.  Companies  that  shun  accounting  con- 
vention are  being  punished  in  the  marketplace.  And 
individual  investors,  singed  by  unpleasant  surprises, 
are  starting  to  educate  themselves.  Of  course,  the 
pressures  that  caused  these  problems  to  arise  in  the 
first  place  are  not  going  to  disappear  quickly.  And 
with  markets  as  volatile  as  they  are,  no  issue  de- 
serves more  attention. 
BUSINESS  WEEK  devotes 
this  Cover  Story  to  ex- 
amining the  depth  of  the 
problem,  identifying  solu- 
tions, and  educating  in- 
vestors in  self-defense. 

By  Sarah  Bartlett 
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EARNINGS 

HOCUS-POCUS 

How  companies  come  up  with 
the  numbers  they  want 


'lien  America  Online's  management  put  together 
its  ciuailerly  financials  early  tliis  summer,  it  was 
with  some  measure  of  pride,  says  new  Chief  Fi- 
nancial Officer  J.  Michael  Kelly.  Indeed,  the  re- 
sults were  remarkable.  AoL  would  be  posting  a 
900%  rise  in  opei'ating  profits,  to  $57  million.  At  2^6  per  shai-e, 
earnings  would  handily  beat  Wall  Street's  estimate  of  19c. 

The  excitement  didn't  last  long.  Soon,  the  Secuiities  &  Ex- 
change Commission's  officials  began  peppering  the  company 
with  inciuiries.  Their  beef,  according  to  AOL:  the  company's 
plans  to  use  a  controversial  accounting  technicjue  to  instantly 
wife  off  much  of  the  value  of  two  companies  it  had  just  piu'- 
chased.  By  taking  a  chai'ge  for  "in-process  Ri-D"  under  way  at 
the  companies,  AOL  figiu'ed  it  could  WTite  off  fully  $20  million  of 
the  $29  milhon  it  was  paying  for  NetChannel,  an  Internet 
television  company,  and  a  "substantial  portion"  of  the  $287 
million  it  would  pay  for  Mirabilis,  a  developer  of  real-time 
chat  software. 

The  SE( '  appeal's  to  have  found  the  size  of  the  cliai'ges  trou- 


Accounting  Tricks  of  the  Trade 


IN-PROCESS  R&D  CHARGES  Taken  by  the  buyer  at  the  time  of  an 
acquisition,  these  charges  represent  the  estimated  value  of  R&D  at  the 
purchased  company.  Because  it  is  still  "in  process,"  the  research  is  not 
yet  commercially  viable.  Since  it  may  prove  worthless,  it  can  all  be 
written  off.  But  by  separating  the  expenses  from  revenues  that  might  be 
gained  in  the  future  from  the  R&D,  future  earnings  can  get  a  big  jump. 

POOLING  A  method  of  accounting  for  mergers  and  acquisitions  that 
ehminates  goodwill  charges.  All  assets  and  liabilities  of  the  companies 
are  combined  at  book  value,  so  there's  no  goodwill  to  depreciate.  That 
boosts  earnings,  one  reason  use  of  pooling  has  exploded. 

RESTRUCTURING  RESERVE  Created  by  combining  several  years  of 
expected  future  expenses  and  writing  them  all  off  at  once  as  an 
"extraordinary"  one-time  charge.  This  jacks  up  future  earnings. 

REVENUE  RECOGNITION  How  quickly  or  slowly  revenue  is  booked. 
It  is  especially  important  in  industries  such  as  software,  where  service 
contracts  and  upgrades  can  stretch  revenue  out  for  years.  Booking  rev- 
enues too  early  provides  fertile  ground  for  inflating  sales  and  earnings. 


bUng,  however,  and  by  Aug.  4,  the 
date  of  A(jl's  fourth-quarter  earn- 
ings release,  the  issue  hadn't  been 
resolved.  So  Kelly  did  something 
rarely  seen  in  Corporate  America: 
He  aimoimced  quaiterly  results  that 
didn't  go  to  the  bottom  line. 

There  was  simply  no  way  to  cal- 
culate net  income  vdthout  the  SEC's 
blessing  on  the  charges.  "We  had 
such  phenomenal  operating  results," 
says  Kelly.  "To  hold  that  back  for 
an  unfinished   accounting  matter 
didn't  seem  appropriate."  Investors 
didn't  take  the  matter  so  lightly.  In 
two  days,  they  dumped  23  million 
shares,  sending  the  stock  down  5%. 

AOL  ought  to  have  known  better.  After  all,  it's  not  th 
first  time  the  company's  accounting  practices  have  been  quei  pitplsv 
tioned.  In  1996,  after  dubious  investors  cha 
lenged  its  policy  of  wiiting  off  marketing  ej  jient,i 
l^enses  over  two  yeai's,  AOL  restated  its  numbei  v 
in  a  move  that  erased  all  its  previous  profil  tjj 
overnight.  But  a  company  that  once  might  hav  (li-fii^ 
been  dismissed  as  a  rogue  is  now  just  one  face 
a  troubled  crowd.  Across  Corporate  America, 
wave  of  concem  is  rising  about  the  quality  of  coi  riey 
porate  earnings — and  the  tactics  companies  ai  srola';, 
using  to  calculate  them. 


SOI 


MIK' 

al 


Headlines  this  summer  have  been  dominatep  tie 
by  spectacular  cases  involving  allegations  of  ou 
right  accounting  lies:  Cendant  Corp.  accuse 
some  former  executives  of  ft-audulently  inflatin 
income  before  charges  by  $500  million  over  thre 
years,  in  large  part  by  booking  fictitious  re^ 
enues.  Livent  Inc.  allegedly  kept  two  sets 
books  to  mask  extravagant  expenses. 

But  forget  about  fraud  for  now.  Reg-ulatoiB-Ju, 
and  investors  are  starting  to  focus  on  a  ft 
broader  problem:  companies  bolstering  their  pei 
foiTnance  by  using  every  legal  accounting  game 


the  book.  They  appear  to  be  exploiting  opporti  ^^^^ 
nities  to  jazz  up  their  earnings  like  never  b» 
fore — all  without  stepping  outside  the  loose  coi 


k 
veil 
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les  of  generally  accepted  accounting  principles  (gaap). 
'lliat  has  led  to  a  slew  of  spectacular  collapses  of  companies 
aight  playing  fast  and  loose  with  their  numbei"s.  Investor's  in 
ich  onetime  highfliers  as  Green  Tree  P^inancial,  Waste  Man- 
jement,  and  Sunbeam  have  seen  years  of  seemingly  sohd 
iniings  vanish  overnight.  The  culprit:  overly  rosy  or  mis- 
;i(ling  information  about  sales  or  expenses  sometimes  buried 
>ep  within  their  financial  statements. 

tIG  BATH."  And  that's  only  one  part  of  the  problem.  SEC  of- 
•ials  are  also  womed  about  the  abuse  of  huge,  viilually  un- 
stricted  "big-bath"  wi-ite-offs.  Indeed,  wiite-offs  such  as 
otorola's  recent  $1.98  billion  restructming  charge  have  he- 
me all  too  common.  Even  that  is  small  change  compared 
ith  the  multibillion-dollar  charges  taken  by  high-tech  ac- 
lii-ers  such  as  Compaq  Computer  Cor-p.  and  WorldCom  Inc. 
wiite  off  "in-process"  research  when  they  close  a  deal, 
eanwhile,  others  have  taken  so  many  "extraordinary" 
;u-ges  year  in  and  yeai-  out  that  the  only  thing  truly  out  of 
e  ordinary  is  a  year  without  wiite-offs. 
Of  course,  companies  have  always  taken  write-offs  and 
structuring  charges.  But  nervous  regulators  and  investors 
ir  that  such  huge  multiyeai'  write-offs  are  increasingly  dis- 
rting  corporate  earnings — so  much  so,  in  fact,  that  some 
lestion  whether  the  underlying  meaning  of  profit  numbers 
d  their  value  as  a  true  reflection  of  corporate  perfoiTnance 
}  getting  trampled. 

'To  understand  why,  remember  what  the  eamings  num- 
r  is  supposed  to  represent:  an  accurate  snapshot  of  how 
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well  a  company's  operations  performed  in  a  given  year  And 
one  of  the  basic  principles  of  accounting  is  that  both  revenues 
and  costs  should  be  matched  to  the  year  in  wliich  they  occur 
Othei-wise,  managers  have  too  much  leeway  to  massage  the 
numbers,  and  "annual"  perfonnance  becomes  meaningless. 

But  the  aim  of  many  of  today's  giant  write-offs  is  to  ft-ont- 
load  expenses.  Charge  off  three  years  of  expenses  all  at 
once,  and  by  defi- 
nition futui'e  earn- 
ings will  be  better. 
It's  akin  to  mak- 
ing three  years  of 
mortgage  payments  at  once,  then  claiming  your  income  has 
gi'own. 

Fueling  the  trend  is  the  fact  that  stock  traders  tend  to  ig- 
nore big  "one-time"  charges,  focusing  instead  on  prospects.  So 
even  if  the  total  dollai's  spent  are  the  same,  companies  have 
a  far  gi'eatei"  incentive  to  take  one  lai'ge  charge  I'ather  than 
stretch  expenses  out  as  money  is  actually  spent.  Indeed,  the 
market's  reaction  encourages  executives  to  make  charges 
as  big  as  possible.  And  that's  got  investors  and  the  sec 
woiTied  that  companies  are  buiying  all  sorts  of  normal  op- 
erating expenses  into  their  I'estmcturing  charges.  "Somebody 
woke  up  to  the  fact  that  if  you  take  something  as  a  re- 
structuiing  charge,  investors  will  forgive  you  immediately," 
says  Robert  S.  Miller,  the  nonexecutive  chauTnan  brought  in 
to  clean  up  Waste  Management.  "We've  almost  lost  the  no- 
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addition,  WorldCom  is  conducting  asset  valuation  studies  of  MCI ' s  tangible  and 
identifiable  intangible  assets,   including  in-process  research  and  development 
projects,   for  the  purpose  of  allocating  the  purchase  price  to  the  net  assets 
acquired.  A  preliminary  estimate  of  the  one-time  charge  for  purchased  in-proces| 
research  and  development  projects  of  MCI  is^e^^en  $6  and  $7  bil]a.on.  This 
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tion  of  what  are  earnings  and  what  are  one-time  charges." 

Why  are  so  many  questions  about  the  quality  of  earnings 
arising  now?  For  one,  there's  a  mismatch  between  today's 
deal-oriented,  high-tech  economy  and  a  decades-old  account- 
ing system  in  which  only  "real"  assets  such  as  bricks  and 
mortar  can  be  easily  valued.  Throw  in  an  eight-year  bull 
market  in  which  earnings  growth  came  to  be  the  only  mea- 
sure many  investors  looked  at,  and  add  the  pressure  those 
market  forces  have  created  on  managers  to  make  the  num- 
bers look  as  good  as  possible.  If  anyone  had  set  out  to  invent 
a  system  in  which  the  means,  motives,  and  methods  to  en- 
coui'age  companies  to  stretch  earnings  all  came  together  per- 
fectly, they  couldn't  have  done  a  better  job. 

But  with  the  economy  slowing  and  Wall  Street  jittery, 
concerns  are  growing  that  companies  desperate  to  keep  up 

earnings  and  stock 
prices  will  practice 
even  more  aggres- 
sive accounting. 
Warns  J.  Michael 
Cook,  chairman  and  CEO  of  Deloitte  &  Touche:  "As  economic 
jjressures  get  tougher  over  the  next  3  to  12  months,  I  worry 
whether  the  system  will  measure  up." 

MORE  DISCLOSURE?  He's  not  the  only  one.  On  Sept.  28,  SEf : 
chief  Arthur  Levitt  will  give  a  speech  at  New  York  Univer- 
sity outlining  plans  to  improve  the  accuracy  of  earnings. 
"We  have  become  concerned  that  the  quality  of  financial  re- 
porting is  eroding,"  Levitt  says.  In  recent  weeks,  the  SEC's 
new  chief  accountant,  Lynn  Turner,  has  met  with  officials  of 
Big  Five  accounting  firms.  Wall  Street  analysts,  and  CFos  to 
discuss  concerns.  "If  the  basic  accounting  foundation  ever 
loses  credibility  with  investors,"  T\uTier  says,  "then  the  whole 
[investing]  process  would  fall  apail." 

The  SEC  won't  say 
what  steps  it  plans,  but 
it  may  require  more 
disclosure  about  re- 
structuring reserves 
and  the  valuation  of 
R&D  write-offs.  It's  also 
concerned  about  how 
companies  account  for 
mergers.  Talks  on 
mergers  and  restruc- 
turing charges  are  also 
under  way  at  the 
Financial  Accounting 
Standards  Board 
(fasb),  an  industry 
body  chartered  by  the 
SEC  that  created  and 
updates  (JAAP.  But  any 


Earnings:  Now  You  See  'Em,  Now  You  Don't 


All-time  record  write-offs  have  wiped  out  a  huge  chunk  of  reported 
earnings.  Though  things  aren't  as  bad  as  the  early  '90s,  there  is  a 
key  difference.  Tfie  earlier  write-offs  came  amid  recession;  more 

recently,  write-offs  have  soared  despite  a  booming  economy. 

g   40 . 

S&P  500 


▲  DOLLARS 


THAT'S  SOME  PRICEY  R&D 

►  After  WorldCom's  $37  billion  deal  for  MCI,  investors 
had  to  dig  deep  into  the  footnotes  of  WorldCom's  sec- 
ond-quarter lOQ  filing  to  discover  it  planned  to  take  a 
$6  billion  to  $7  billion  charge  against  earnings  for  R&D 
under  way  at  MCI.  By  writing  off  "in-process  research" 
as  a  one-time  charge  rather  than  writing  it  down  as 
goodwill  over  40  years,  WorldCom  will  boost  its  income 
by  at  least  $100  million  annually  for  decades  to  come. 

FASB-driven  changes  could  take  years  to  iron  ou1 
Of  course,  not  every  accounting  charge  reflects  manag 
ment  efforts  to  fool  investors.  In  many  cases,  the  charges  refle< 
real  operating  problems.  Some  experts  argue,  too,  that 
some  ways  the  earnings  pictu^'e  is  actually  clearer  toda^ 
GabrieUe  Napolitano,  an  accounting  analyst  and  portfolio  strate 
gist  at  Goldman,  Sachs  &  Co.,  points  out  that  low  inflation  ha 
improved  accounting  for  inventory  and  depreciation  expenses 
Still,  what's  troubling  is  that  massive  charge-offs  have  bee 
wiping  out  earnings  at  a  time  when  the  economy  is  booming 
According  to  earnings-watcher  First  Call  Corp.,  the  number  c 
companies  taking  restructuiing  charges  jumped  from  96 
1995  to  230  last  year  And  despite  a  then  seven-year-old  ex 
pansion,  companies  in  the  Standard  &  Poor's  500-stock  ir 
dex  wrote  off  $7.04  a  shai-e  in  earnings  in  1997,  topping  th 
previous  high  of  $6.61  in  1993,  when  Corporate  America  wa 
sti-uggling  to  dig  out  from  the  Lingering  effect  of  a  recessior 
Fueled  by  merger-related  chai-ges,  the  S&P  companies  wrot 
off  fully  17.7%  of  their  earnings  last  year — more  than  tripl 
the  5.6%  Napolitano  predicted  at  the  year's  stall. 

That's  why  the  manner  in  which  companies  handle  bi. 
wiite-offs  is  far  fi'om  an  arcane  accounting  debate.  They  ca 
significantly  alter  the  earnings  pictiu-e  investors  see.  Conside 
the  case  of  Lucent  Technologies  Inc.  As  part  of  the  process  c 
Lucent's  spin-off  from  at&t  in  a  1996  pubhc  offering,  th 
company  took  a  big-bath  charge  in  which  it  set  up  a  $2.8  M 
lion  resei-ve  to  cover  restnictuiing  costs.  To  come  up  with  th£ 
figure,  the  company  in  late  1995  estimated  how  much  the  n 
structuring  would  cost  over  several  years.  Lucent's  reserv 
was  to  cover  severance  for  20,000  employees  and  the  cost  c 
exiting  businesses  such  as  at&t's  Phone  Center  Stores. 

So  far,  so  good — an 
there's  where  the  firs 
benefit  comes  in.  B 
writing  off  seven 
years  worth  of  costs  a 
at  once  rather  than  tai 
ing  them  each  year 
the  money  is  spent,  Li 
cent  eliminated  futur 
costs  from  its  booki 
It's  a  common  pra( 
tice — and  one  that  ai 
tomatically  improve 
earnings  down  the  lin< 
The  gains  didn't  en 
there.  As  it  turned  ou 
Lucent  put  aside  fa 
more  than  was  neede 
to  cover  the  restructu] 
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h  60  days  Oracle  can  solve  a  problem 

that  took  2,000  years  to  create 


New  Financial  Accounting  Softivare  in  60  days. 

li-800-FLOWERS"  did  it  in  under  40  days. 
liRhythms  NetConnections  did  it  in  under  30  days, 
i  Propeller,  Inc.  did  it  in  under  45  days. 
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McDonald's  Reports  Global  Results 

OAK  BROOK,  111.,  July  20  --  "'-Donald's  Cc 
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25.2 
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160.0 


4 
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ONE-TIME  CHARGE 
OR  ONGOING  EXPENSE? 

►  On  July  20,  McDonald's  announced  a  $350  million 
restructuring  charge,  which  included  $190  million  to 
install  new  cooking  equipment.  Shouldn't  upgrading 
kitchens  be  a  normal  operating  expense  in  the  restaurant 
business?  The  SEC  appears  to  think  so.  After  it  questioned 
the  charge,  McDonald's  reversed  it  and  lowered  its  special 
charge  to  $160  million.  Booking  the  costs  as  it  actually 
spends  the  money  will  cut  an  estimated  $25  million  to 
$35  million  from  earnings  each  quarter  through  1999. 

iiig  expenses — and  the  excess  reserves  have  since  helped  the 
company  smooth  out  what  might  uthen\ise  have  been  mucli 
choppier  earnings.  One  reason  for  the  excess:  The  booming 
economy  helped  lower  Lucent's  costs  as  former 
employees  quickly  found  new  work.  So  Lucent  converted 
some  of  its  restincttiring  reserve  back  into  income.  Over 

three  years,  it 
took  S382  million 
fi'om  resen'es  and 
added  it  back  to 
pretax  income. 
Thus,  even  as  the  reserve  cut  expenses,  Lucent's  income  got 
a  big  boost,  too. 

Lucent  has  also  benefited  from  an  accounting  technique 
that's  becoming  wildly  popular  among  high-tech  compa- 
nies— while  drawing  increased  scrutiny  from  the  SEC.  As 
Lucent  bought  companies  over  the  past  two  years,  it  wTote 
off  $2.3  billion  of  in-process  research  and  development. 
That  figure — Lucent's  estimate  of  the  future  value  of  r&d 
at  the  companies  it  bought — has  allowed  Lucent  to  avoid 
$2.3  billion  in  "goodwill."  That's  an  accounting  term  for  the 
premium  paid  for  a  business  or  asset  above  the  value 
recorded  on  its  bijoks,  which  would  normallv  have  to  be 
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wiitten  off  as  an  expense  over  many  yean 
Now,  it's  w^oith  emi^hasizing  that  ever] 
thing  Lucent  has  done  has  been  found  to 
in  accordance  with  g.\ap  by  its  aud 
toi-s,  Pi-icewaterhouseCoopers.  T\ 
SEC  has  not  challenged  one 
these  moves.  The  companj^s 
ings  and  press  releases  clear! 
disclose  exactly  what  it  is  doiii 
Indeed,  eveiy  decision  was  ma^ 
imder  the  "letter  and  intent 
the  law,"  says  controller  Jam] 
S.  Lusk.  "I  don't  believe  in 
counting  cocaine."  And  Wi 
Street  certainly  likes  the  rj 
suits:  Lucent's  shai'es  have  oil 
performed  the  S&-P  by  255j 
since  its  iPu. 

But  the  question  remains:  \Vh| 
if  Lucent  hadn't  taken  a  one-tin 
charge  but  spread  restructtuiJ 
costs  over  the  years  it  took  [ 
clean  up?  And  what  if  the  RS 
had  been  written  off  over 
year's,  a  t.\^:)ical  period? 

The  answer,  according  I 
•Jack  T.  Ciesielski,  a  wej 
known  accounting  expel 
and  money  manager,  is  thl 
Lucent's  books  would  hai 
reflected  a  much  less  smool 
but  possibly  more  accural 
picture  of  management's  abl 
ity  to  drive  gi'owi;h.  UsiJ 
the  numbers  Lucent  repoij 
ed  in  its  sec  filings,  Ciesielski  fii'st  ehminated  the  effects 
the  restnicttuing  resei-ve.  Instead,  he  treated  the  ex'penses  i 
noiTnal  costs  in  the  yeai's  they  occiured.  Then,  he  ehminat'l 
the  income  created  by  the  resen'e  reversals  and  calculate 
what  goodwill  would  have  been  without  the  r&d  write-of. 
Along  the  way,  he  assumed  all  acquisitions  came  at  the  sta- 
of  the  year,  and  he  used  the  coi-porate  tax  rate  Lucent  psi 
each  year. 

How  do  his  figures  compare  with  Lucent's  operating  i- 
come — net  profits  excluding  special  charges — the  numb- 
that  investoi-s  most  closely  watch?  He  calculates  that  in  19!. 
Lucent  would  have  lost  $49  million  rather  than  its  $1.0.5  b- 
lion  operating  earnings  gain.  Earnings  last  year,  he  figiu't. 
would  have  been  a  modest  $1.11  billion,  well  below  Lucen^ 
$1.51  billion.  And  for  the  fh-st  tlu-ee  quaiters  of  fiscal  19!, 
Lucent  would  have  made  $1.51  billion,  $229  miUion  less  th 
the  $1.74  billion  it  reported.  "The  reason  managers  lo 
these  [moves]  is  that  they  buy  them  time,"  says  Ciesiels 
publisher  of  The  Ayialyst's  Accounting  Observer.  "You  W'O 
n't  have  a  stock  trading  at  the  multiple  Lucent  is  if  they  ha 
n't  had  this  time  to  work  all  this  out." 

Lucent  declined  to  comment  on  Ciesielski's  analysis,  sayi 
through  a  spokesman:  "To  speculate  or  h>'pothesize  abo 
'what  if  scenarios  when  w^e  adhered  to  stiict  accountii 
standards  is  simply  not  meaningful  or  productive." 

So  how  can  there  be  such  disagreement  over  how 
ciiinch  the  numbei's?  One  culprit  is  an  accounting  system  th 
many  find  obtuse  and  out  of  touch  with  an  economy  that  is 
creasingly  driven  by  technolog\'  and  deal-making.  The  gr 
areas  in  qaav  axe  plentiful,  and  its  teiTninologj'  can  be 
defined.  What  constitutes  a  legitimate  "one-time"  charj 
and  how  does  it  differ  from  the  nomial  operating  costs  of  c 
ing  business  eveiy  quaiter?  gaap  offei"s  few  clues.  Some  vii 
intangible  assets,  such  as  the  brainpower  of  a  team  of  mia 
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chip  designers,  aren't  measured  at  all.  Other  intangibles, 
such  as  patents,  are  valued  by  appraisal — a  type  of  educated 
guess  that  is  far'  from  foolproof.  Concludes  Lawrence  Revsine, 
a  prominent  accounting  professor  at  Northwestern's  J.  L. 
Kellogg  Graduate  School  of  Management:  "Accoimting  stinks." 

One  of  the  best  illustrations  of  the  mismatch  between 
yesterday's  accounting  system  and  today's  economy  is  seen 
in  the  exploding  use  of  those  r&d  write-offs.  Virtually 
unknown  a  decade  ago,  they  have  soared  since  ibm  suc- 
cessfully used  the  technicjue  to  wiite  off  much  of  the  cost  of 
its  1995  acquisition  of  software  maker  Lotus  Development. 
Today,  such  charges  can  reach  billions  of  dollars. 

To  see  why  they're  so  popular,  check  out  the  payoff  in 

WorldCom's  $37 
biUion  purchase  of 
MCI  Communica- 
tions Corp.  World- 
Com estimates 
that  MCI  has  r&d  worth  $6  billion  to  $7  billion  under  way  but 
not  yet  ready  for  commercial  application.  Since  WorldCom 
may  never  see  any  benefit  from  that  R&i) — conceivably,  it 
could  all  come  to  naught — accoiuiting  niles  allow  WorldCom  to 
wiite  it  all  off  at  once. 

Does  that  mean  MCi  was  really  only  woith  $31  billion?  Not 
necessai"ily.  The  real  significance  of  that  number  lies  elsewhere. 
NoiTnaUy,  any  premium  paid  over  "book  value"  would  be  called 
goodwill,  which  WorldCom  would  have  to  depreciate.  Since 
that  would  cut  into  expenses  for  years,  acquirers  generally 
want  to  keep  goodwill  to  a  minimum. 

Now  here's  where  things  get  good.  Since  every  dollar 
WorldCom  can  assign  to  in-process  R&D  is  one  less  it  has  to 
call  goodwill,  it  has  eveiy  incentive  to  make  the  chai'ge  as  big 
as  possible.  And  acquirers  have  enormous  leeway  in  valuing 
R&D.  That's  what  really  has  the  sec  worked  up.  It  fears  that 
companies  are  overstating  these  chai'ges.  Moreover,  as  with  all 
front-loaded  charges,  writing  off  all  R&D  costs  today  will 
hkely  give  future  earnings  a  boost.  When  WorldCom  actual- 
ly turns  some  of  that  R&D  into  salable  products,  its  earnings 
will  look  far  juicier  than  they  would  have  otherwise. 

Gaiy  Brandt,  WorldCom's  chief  of  investor  relations,  defends 
the  treatment.  But  he  concedes  that  if  the  charge  were  con- 
sidered goodwill,  Woi'ldCom  earnings  would  be  cut  by  a  min- 


NEW  WATCHDOG:  SEC  accounting  chief 
Tunier  has  met  with  Big  Five  executive 

imum  of  $100  million  a  year,  or  5?  per  1.9  1- 
lion  shares  outstanding.  If  the  sec  doef't 
challenge  the  charge  and  it  isn't  reduced  y 
WorldCom,  it  will  be  the  largest  in-proc,s 
R&D  write-off  ever 

But  the  potential  to  inflate  research  ccs 
isn't  the  SEC's  only  worry  concerning  wri;- 
offs.  Some  of  these  charges  can  also  provje 
cover  for  ongoing  operating  costs  that  sho;3 
be  booked  as  they  occur.  McDonald's  Co). 
got  its  hand  slapped  for  just  such  a  moven 
August.  The  hambui-ger  vendor  elected  o 
take  all  at  once  a  $190  million  charge  -r 
the  cost  of  ditching  old  giills  and  ovens  ed 
installing  new  ones.  But  the  SEC  disagrtd 
that  these  charges  were  a  one-time  extra '- 
ilinary  cost.  After  all,  if  upgrading  kitcln 
i-quipment  isn't  a  normal  cost  of  doing  bi! 
ness  for  a  restaurant  chain,  what  is? 
HOOKED.  After  discussions  with  the  sec,  I;- 
Donald's  decided  to  take  the  expenses  as  tly 
are  incuiTed.  The  company  says  it  was  not : 
tempting  to  boost  earnings  by  taking  the  o;- 
time  charge.  Still,  the  shift  wiU  chop  $25  miLu 
to  $35  million  a  qur- 


CONCERN 


'If  the 
basic  accounting 
foundation  loses 
credibility  with 
investors,  the 
whole  process 
would  fall  apart 


ter  from  earnirs 
through  late  19). 
estimates  Mer! 
Lynch  &  Co.  anal  it 
Peter  Oakes. 

If  companies  lit 
away  with  them,  g 
charges  can  beco« 
addictive.  Kello,?, 
AT&T,  and  Genei! 
Motors  have  all  ti- 
en  a  remarka  e 
number  of  restr'- 
turing  write-offs  t 
decade — leading  c> 
ics  to  question  hA 
"extraordinary"  tlr 

  p^j.  ^  cleai' 

tui-e  of  the  benefits  a  company  can  deiive  fi:-om  repeated  wt  - 
offs,  look  no  fiuther  than  Eastman  Kodak  Co.  Since  1991,  Ko(k 
has  taken  six  extraorxlinaiy  wiite-ofifs  totaling  $4.5  billion.  Th  's 
more  than  all  of  its  net  profits  for  the  j^ast  nine  years. 

Kodak  has  been  in  a  major  transition  period,  exiting  f  e 
major  business  lines  as  sales  have  dropped  25%  since  i.e 
write-offs  began.  Still,  critics  point  out  that  Kodak  manajd 
to  report  operating  earnings  thi-oughout  that  period — lit 
the  repeated  need  for  such  extraordinary  charges  impls 
that  those  operating  figiu-es  may  have  been  of  little  val? 
"Chai"ges  after  charges  after  chai'ges — that  says  Kodak  ov- 
reported  earnings,"  says  David  W.  Tice,  publisher  of  Beh^d 
the  Numbers  and  manager  of  the  Pradent  Bear  Fund,  whh 
invests  in  undervalued  stocks.  Kodak  declined  to  commer. 

Meanwliile,  the  sec  is  also  taking  a  close  look  at  another 
porate  addiction:  merger  mania.  Some  $1.2  ti-iUion  worth  )f 
deals  have  been  announced  ah-eady  this  year — gi'eater  tharn 
all  of  1997 — and  as  many  as  one-third  would  not  have  b<n 
done  without  the  in-process  r&d  charge  or  a  technique  knon 
as  pooling-of-interest  accounting,  says  Stephen  S.  Smiths 
managing  dii'ector  at  investment  bank  Broadview  Associats. 
PooHng  lets  companies  combine  their  assets  at  book  vah, 
eliminating  goodwill.  Miller  estimates  that  when  USA  Waste  S'- 
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VlTH  OUR  POLICYHOLDERS  Wi  ARE  ENGAGED  IN  A  GREAT  MUTUAL  ENTERPRISE  IT  Is  GREAT  PECAUSE  IT  SE  EKS  TO  PREVENT  CRIPPLING  INIURIES  AND  DEATH  RV  REMOVING  THE  CAUSES  OF  HOME  HIGHWAY  AND  WORE.  ACCIDENTS 


Louisa  has  never  taken  a  spill  on  the  job  because  of  the  safety  precautions  her 
employer  learned  from  Liberty  Mutual.  At  our  research  center  we  study  the  connection 
between  shoes,  floor  surfaces  and  slippery  hazards  like  water  and  grease.  By  investigating 
your  safety  concerns  we  can  recommend  a  plan  that  can  help  lower  your  workers 
compensation  costs,  and  ensure  that  Louisa  lives  a  safer,  more  secure  life. 
^  Thereat  more  Liiforination  nv  V  like  to  jhare.  So  p/eaje  call  John  Ryan 
at  (617)  57-i ' 58-^2  or  i'unt  our  Kvelhiitc  at  t?ttp:l h\'\i.'u\lihert\inintnal.con-i     ^^^^z freedom,  of  J^'hcV^ 
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SERIAL  WRITE-OFFS 
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vices  Inc.  and  Waste 
Management  used 
pooling  to  combine 
in  Mai-ch  in  a  $16 
billion  deal,  they  added  $3  billion 
to  $4  billion  to  eaiTiings  over  the  next  several  decades. 

It  isn't  supposed  to  be  easy  to  qualify  for  a  pooling;  com- 
panies must  meet  12  tough  criteria.  Still,  the  incentive  is  so 
strong  that  pooling  deals  jumped  from  just  11  in  1990  to 
364  so  far  this  year,  according  to  Seciuities  Data  Co.  That's  a 
problem,  critics  say,  because  the  result  can  be  to  liide  the  pre- 
miimi  one  company  is  paying  for  another.  "The  real  concern  is 
that  the  acquiring  company  overpaid,"  says  Bear,  Stearns  & 
Co.  accounting  analyst  Pat  McConnell.  "If  they  oveipaid  and 
management  was  stupid,  that's  important." 

If  many  of  the  problems  stem  from  ambiguities  in  GAAP, 
however,  only  so  much  blame  can  go  to  the  system.  After  all, 

accounting's  rules 
have  been  loose 
for  years.  What's 
pushing  more 
managers  through 
the  loopholes  today  is  the  rise  of  momentum  investing.  For 
many  on  Wall  Street,  the  only  number  that  counts  is  the 
quarterly  gi-owth  of  earnings  per  share.  One  measure  of  the 
intensified  intei-est:  For  years,  First  Call  compiled  daily  lists 
during  weeks  when  companies  issue  earnings,  of  which  com- 
panies made,  missed,  or  beat  analysts'  estimates.  Now,  First 
Call  updates  those  lists  two  or  three  times  a  day.  It  even  puts 
out  lists  tluring  what's  now  called  "pre-announcement  season." 

Meanwhile,  many  ignore  the  fundamentals  behind  the  num- 
bers. "There  aren't  enough  skeptical  investors,"  says  the 
manager  of  a  $4  billion  mutual  fund.  "When  investors  punish 
companies  for  missing  their  quarterly  earnings,  it  sends  a 
message  that  they  don't  care  how  they  get  there." 
KILLING  FIELD.  That  shift  in  market  psychology  has  vastly 
increased  the  pressure  for  managers  to  meet  earnings  pro- 
jections. And  those  that  don't  make  the  numbers  generally 
get  killed.  "The  penalties  for  missing  your  earnings  are  in- 
tense," says  T.J.  Rodgers,  president  and  ceo  of  Cypress 
Semiconductor  Corp.  "If  you  miss  one  or  two  quarters,  you 
can  see  your  net  worth  and  market  cap  cut  in  half. . . .  It's 
harder  to  retain  people  if  theii-  stock  options  ar-en't  worth  any- 
thing Lots  of  c  EOS  have  succumbed  to  that  pressure." 


►  Eastman  Kodak  can't  seem  to  kick  the  write-off  habit. 
Six  times  in  the  past  seven  years,  the  film  manufacturer 
has  racked  up  restructuring  charges,  for  a  total  of 
$4.5  billion.  That's  more  than  all  the  company's  profits 
for  the  past  nine  years.  Sure,  Kodak  had  plenty  of  reasor 
to  restructure:  depressed  sales,  a  price  war  with  Fuji, 
problems  with  new  digital  photography.  But  how 
"extraordinary"  can  these  charges  be  if  they  happen 
almost  every  year? 

Indeed,  the  resulting  pain  is  intensely  personal,  since  mor 
than  half  of  ceo  pay  comes  from  stock  options. 

That  market  pressure  can  lead  to  disastrous  accountin 
tricks  such  as  those  at  Sunbeam,  Waste  Management,  an 
Cendant.  New  management  at  the  latter  two  have  since  cor 
ceded  that  the  desii-e  to  meet  Wall  Street  expectations  seem 
to  have  been  a  huge  driver  of  the  problems,  and  analyst 
think  it  played  a  big  role  in  Sunbeam's  downfall  as  well. 

The  good  times  have  also  sei"ved  to  take  investors'  eyes  o: 
the  ball.  Diuing  the  eight-year-long  bull  market,  many  took 
"don't  ask,  don't  tell"  approach.  As  long  as  earnings  were  u{ 
why  look  too  closely  at  how  management  pulled  it  off?  Bu 
those  days  are  over.  "There's  a  phenomenon  in  up  market 
that  most  analysts  don't  pay  too  much  attention  to  account 
ing,"  says  Gerald  I.  White  of  New  York  investment  firi 
Grace  &  White  Inc.  "In  bad  markets,  these  problems  com 
home  to  roost,  and  that's  when  people  pay  attention." 

Those  are  exactly  the  sorts  of  issues  that  the  stock  markt 
is  starting  to  sort  out.  One  result  is  that  investors  may  pi; 
companies  imder  more  pressiu-e  to  show  that  they  have  a  so 
id  foundation  under  then-  earnings.  But  the  SEC  seems  mor 
concerned  there  will  be  a  rash  i)i  the  other  direction,  towar 
more  accoiuiting  smoke  and  mirrors.  And  some  investmen 
pros  are  arguing  for  a  return  to  more  fundamentals-drive 
stock  picking.  Wliite  ai'gues  that  the  ciurent  trend  confirms  hi 
view  that  searching  out  companies  with  consei-vative  account 
ing  is  best.  Other  investors  ar-e  turning  to  other  measures  c 
coiporate  ijertbirnance,  such  as  Economic  Value  Added — net  oj 
erating  profit  after  taxes  in  excess  of  the  cost  of  capital.  Ths 
tool  is  used  at  Goldman  Sachs  anfl  Credit  Suisse  Fii-st  Bostoi 

Tlie  argiunent  for  those  numbers  is  that  they  ai'e  haixler  t 
manipulate.  But  they  are  still  not  foolpi-oof  Any  company  ir 
tent  on  jazzing  up  the  numbers  is  probably  going  to  figure  oi 
a  way  to  obsciu-e  its  tine  peifonnance.  "Increasingly,  this  cu 
tui'e  is  one  of  getting  away  with  what  you  can,"  says  investo 
Gary  L.  Pilgiim,  founder  of  Pilgi'im  Baxter  &  Associate; 
"What  we  need  is  more  integiity" — integrity  in  managers  an 
integrity  in  their  numbers. 

By  Nanette  Byrnes  in  New  York  and  Richard  A.  Melche 
in  Chicago,  with  Debra  Sparks  /?/  New  York 
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wears  starched  shirts  to  the  office, 
wears  spit-polished  shoes  to  meetings, 
hasn't  worn  pants  all  week. 

who  is  he  sleeping  with? 


Westin 

HOTELS  RESORTS® 

Even  the  most  buttoned-up  people  relax 
at  a  Westin  resort.  So  don't  pack  much. 
And  plan  on  wearing  even  less. 

Choose  your  travel  partner  wisely 

Call  your  travel  agent  or 

1-800-WESTIN-l 

www.westin.com 


WHERE  ARE  THE 
ACCOUNTANTS? 

Why  auditors  end  up  missing  so  many  danger  sign 


It  read  like  a  pi-imer  on  how  to  cook  the  books.  In  letters  to 
the  board  of  flii'eetors  of  Aviation  Distributors  Inc.  and 
the  Secmities  &  Exchange  Commission  a  yeai*  ago,  the 
company's  auditore,  Aithm*  Andereen,  wi'ote  of  sweeping  u'- 
regularities.  The  allegations  included  falsified  shipping  docu- 
ments and  purchase  orders — problems  so  gi'eat  that  Andersen 
could  no  longer  attest  to  the  accm-acy  of  tlu'ee  eai'lier  year's  of 
Aviation  Distributors'  financial  reports. 

Andersen  resigned  fi'om  the  account.  The  move  set  in  mo- 
tion a  quick  ciiain  of  events,  from  the  dehsting  of  the  $39  mil- 
lion company  from 
the  NASDAQ  Small- 
Cap  market  (it's 
now  traded  over 
the  counter)  to  the 
resignation  of  President  and  ckd  Osamah  S.  Bakhit. 

It  all  seems  so  straightforward — a  perfect  example  of  the 
role  accountants  are  supposed  to  play  in  keeping  the  financial 
system  honest.  Tlie  problem  is,  it  doesn't  seem  to  happen  as  of- 
ten as  it  should.  As  one  appar-ently  prosper-ous  company  after 
another  saw  eariiings  cioimble  in  the  wake  of  an  accounting 
scandal  over  the  past  year,  the  auditors — at  least  in  their 
public  statements — often  acted  as  surprised  as  investors  to  see 
year's  of  previously  r'eporled  pr-oflts  go  up  in  smoke.  None  of 
the  major  finns  has  emer-ged  unscathed. 

To  take  just  one  of  the  headline  scr-eamers,  how  did  auditor 
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Ander-sen  miss  the  red  flags  at  Sunbeam  Corp.  last  year;  wh 
inventories  began  piling  up  and  accounts  receivables  soarti; 
Cliief  Executive  Albert  Dunlap  had  never-  been  exactly  retictji 
about  Iris  desir-e  to  do  all  he  could  to  keep  his  Irigh-octane  st(  : 
levitating.  So  shouldn't  someone  have  noticed  when  the  co - 
pany  reported  sur'ging  sales  of  heating  blankets  in  the  sumny 
and  barbecue  giills  in  the  late  fall? 

Yet  at  a  boar'd  meeting  on  Jime  9,  a  partner  at  Andersen 
sur-ed  Sunbeam  director-s  that  the  1997  numbers  compliS 
with  standard  accounting  procedur-es.  Four  days  later,  ts 
scheme  um-aveling,  Dimlap  was  firmed.  Sunbeam  later  acknov- 
edged  it  was  booking  sales  befor'e  the  goods  wer"e  actua; 
delivered  to  stores.  Today,  the  se{'  is  investigating  Sunbear- 
accounting.  The  company  is  expected  to  restate  results 
part  of  this  year;  1997,  and  per'haps  1996.  Ander-sen  says| 
doesn't  corriment  on  clients. 

Unfortunately,  auditors  seem  to  have  allowed  more  aj 
mor-e  of  their-  clients  to  imdercut  the  trustworthiness  of  th 
reported  numbers  with  aggr-essive,  albeit  often  legal,  acco 
ing  for  ever-ything  fi-om  r-estr-uctiu-ing  or  acciuisition  write- 
to  the  way  sales  ar-e  booked. 
"WITHIN  THE  RULES."  Certainly,  no  one  would  argue  that  aUj 
tors  face  an  easy  task.  And  give  them  their  due:  Audit; 
fir-ms  are  resigning  mor-e  accounts  than  ever;  according 
Public  Accmmting  Report  newsletter-.  And  much  of  the  probl 
stems  ft-om  the  fact  that  those  gener-ally  accepted  account! 


144  BUSINESS  WEEK  /  OCTOBER  5.  1998 


IF  WE  PACKED  ANY  MORE  AIRLINES 
INTO  OUR  REWAROS  PROGRAM, 
YOU'O  HAVE  TO 
CHECK  IT  AT  THE  GATE. 


With  our  rewards  program  you  don't  get  |ust  one  airline  to  use  your 
miles  on.  You  get  24  different  airlines-not  to  mention  their  partners. 
And  since  there's  no  mileage  cap  or  expiration  date,  you  have  the  power 
to  use  your  miles  as  you  wish,  when  you  wish.  Also,  to  help  you  any  time 
you  need  it,  we  make  sure  a  real  person  answers  the  phone,  24  hours  a 
day.  Should  your  business  trip  run  longer  than  expected,  don't  worry, 
we  give  you  the  convenience  of  an  extra  billing  period  to  pay  when  you 
need  it,  interest-free.  And,  of  course,  the  Diners  Club  Card  is  welcomed 
by  airlines,  hotels,  car  rental  companies  and  millions  of  other  places 
you  go.  Give  us  a  call  at  1  800  2  DINERS.  You'll  be  surprised  by  the 
amount  of  benefits  one  card  company  can  offer 


/jT^k  Diners  Club 

^•^U^  International 
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BREAKING  THE  PLASTIC  MOLD. 


cmBAN<Gr 


TOO  COZY 


Many  auditors  take  jobs  with  their  old  client^ 
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principles  give  management  wide  latitude  in  how  it  puts  to- 
gether the  books. 

Consider  what  auditors  suggest  is  an  altogether  typical 
set  of  circumstances  leading  to  aggi'essive  accounting.  Exec- 
utives face  missed  earnings  expectations  or  a  tight  bank- 
lending  covenant,  and  their  bonuses  hang  in  the  balance.  Sud- 
denly, envii-onmental  or  other  legal  liabilities  ai-e  minimized,  or 
inventory  depreciation  gets  stretched  out,'>or  a  big  push  is 
made  to  dnim  up  end-of-quaiter  sales. 

If  the  company's  competitors  piu'sue  similar  pi-actices,  ex- 
ecutives ai-e  prone  to  ask  auditors  to  follow  the  leader.  "Eveiy- 
body's  doing  it"  becomes  the  lule — or  the  excuse — as  lowest- 
common-denominator  accounting  takes  hold.  Rather  than 
pusliing  theu'  clients  to  uphold  higher  standaixls,  accountants 
sometimes  acquiesce  in  a  race  in  which  those  most  willing  to 
stretch  the  niles  define  the  industry  standard.  The  bottom 
hne:  Too  often,  auditors  "opine  on  what  is  acceptable,  not 
what  is  appropriate,"  says  Katherine  A.  Seliipper,  accounting 

professor  at  the 
University  of  Chi- 
cago Graduate 
School  of  Business. 
Sm"e,  there  is  a 
raft  of  industiy  requirements  to  detect  fraud.  But  auditors 
sometimes  have  resisted  some  past  efforts  to  toughen  stan- 
dai'ds.  An  industiy  panel  recommended  foui'  yeai-s  ago  that  ac- 
counting fuTns  not  just  verify  that  numbers  meet  GAAP  re- 
quii'ements  but  that  they  go  a  step  ftuther  and  flag  a  company 
when  its  disclosui'es  and  estimates  ai'e  aggi'essive.  But  the  idea 
has  been  only  "minimally"  embraced  by  companies  and  auditoi-s, 
says  Donald  J.  Kii-k,  executive-in-residence  at  Columbia  Uni- 
versity and  foiTner  chainnan  of  the  Financial  Accounting  Stan- 
dards Board,  who  led  the  panel. 

FOOT  IN  THE  DOOR.  Those  tendencies  clearly  have  the  Secu- 
rities &  Exchange  Commission  wonied — and  there  are  indi- 
cations that  the  agency  is  determined  to  force  changes. 
SpuiTed  by  the  recent  bookkeeping  disasters,  the  sec  is  send- 
ing a  message  that  it  expects  more  from  the  Big  Five  auditing 
firnis — Andersen,  Emst  &  Young,  Deloitte  &  Touche,  Price- 
waterhouseCoopers,  and  KPMC  Peat  Mai-wick.  In  recent  meet- 
ings, regulators  have  warned  partners  that  as  the  economy 
slows,  corporations  will  be  under  even  more  pressure  to 
stretch  i-ules  to  meet  their  earnings  numbers.  The  fear  is 
management  will  "build  more  optimism  into  financial  reporting, 
and  they  want  us  to  make  siu'e  we  are  appropriately  tough," 
says  Deloitte  ChauTiian  and  CEO 
J.  Michael  Cook. 

But  the  SEc's  concerns  go 
much  deeper  than  that.  Top 
agency  officials,  as  well  as  some 
corporate  directors  and  in- 
vestors, wony  that  the  explo- 
sion of  nonauditing  sei^vices  at 


Fixing  the  System 


REGULATORS  Tighten  accounting  principles  to  limit 
wide  range  of  management  discretion.  Determine 
whether  auditors'  expansion  into  consulting  and  advisory 


paitner  make  that  decision  based  solely  on  his  or  her  judgme 
about  what  is  best  for  investors,  without  wonying  about  tl 
impact  on  cai'eer  or^  compensation?" 

A  year  ago,  the  SEC  signaled  its  concern  by  pushing  fl 
the  foiTnation  of  the  Independent  Standai'ds  Board.  Made  up 
auditore  and  outsidere,  the  ISB  plans  to  issue  guidelines  and 
ings  to  help  the  industiy  poUce  the  conflicts  created  by  i 
nonauditing  business.  Senior  partners  readily  admit  that  a 
diting  is  intensely  price-competitive  and  often  serves  as 
wedge  to  get  in  the  door  to  sell  other  products.  But  th 
deny  that  standai'ds  have  suffered  and  say  fu-ms  have  s" 
guai'ds  to  pi'otect  auditors'  autonomy.  Says  Gregoiy  A.  Jon^ 
Andersen's  managing  dh-ector  for  financial  statement  ass 
ance:  "It's  important  that  it's  imderstood  that  those  who  star 
up  to  pressiu'e  are  rewai'ded  as  much  as  those  who  biing 
new  clients." 

Another  concern  for  regulators  is  the  coziness  that  can  d 
velop  between  auditore  and  theu-  clients.  For  reasons  of  cai-ec 
diversification  and  pay,  many  auditors  switch  over  to  the  co 
porate  finance  staffs  of  theii"  old  clients.  Coiporate  books  end  i 
being  audited  by  the  executives'  fonner  partners.  Robert 
Miller,  who  was  brought  in  to  clean  up  a  mess  at  Waste  Ma: 
agement  Inc.,  believes  that  may  have  been  one  factor  behir 
the  alleged  accounting  uregulaiities  that  led  the  company  to  r 
state  six  years  of  earnings  downwai'd  by  $1.75  billion.  Many 
nance  executives  had  come  from  Andersen,  he  says,  creatir 
"too  much  of  a  close  relationship  between  senior  auditors  ar 
senior  managers." 

The  Big  Five  tiy  to  head  off  those  problems  by  rotating 
paitner  off  an  accoimt  eveiy  seven  yeai's  and  having  a  secor 
paitner,  not  involved  in  the  audit,  sign  off  on  each  accoimt.  Bi 
auditors  will  need  to  do  more  if  they  hope  to  regain  investoi 
confidence.  Coiporate  boai'ds  could  go  a  long  way  towai'd  hel 
ing  by  maldng  sm'e  audit  committees  consist  of  tiiily  indepe 
dent  businesspeople.  Critics  suggest  having  companies  disclo; 
how  much  of  an  audit  fiirn's  fees  are  for  nonauditing  work.  "L 
the  public  know  whether  the  audit  is  the  dog  or  the  tail 
m-ges  accounting  analyst  Abraham  J.  Briloff. 

Tliere  ai'e  signs  that  the  increased  sciutiny — ^plus  feai-  of  la^ 
suits — is  pushing  the  Big  Five  to  step  up  theii"  vigilance.  A 
dersen  will  soon  institute  a  scale  for  spotting  fraud  or  overa; 
gi'essive  accounting — for  example,  compaiing  mai'ket  eaminj 
expectations  with  management's  ability  to  meet  them.  Ali'ead 
the  finii  is  encom-aging  auditors  who  spot  oddities  such  as  u 
supported  jomTial  entries  to  dig  for  deeper  problems.  "Y( 

find  out  these  things  are  lil 
cockroaches:  If  you  see  oi 
you're  reasonably  sure  there  a 
others,"  says  Jonas. 

But  as  long  as  corpora 
managers  continue  to  look  f 
ways  to  stretch  the  numbei 
more  problems  are  inevitabl 


^.    ^.         ,               ,    services  leads  to  conflicts — and  if  so,  restrict  it.  t      .      ■       .       i  . 

the  Big  Five,  such  as  general    Investors  have  to  understai 


consulting  and  merger  advisoiy 
work,  might  create  an  incentive 
to  go  easy  on  auditing  clients. 
Nonauditing  sei-vices  now  make 
up  more  than  50%  of  revenues 
at  the  Big  Five,  according  to 
Public  Accounting  Report.  As 
the  SEC's  top  accountant,  Lynn 
Tbmer,  puts  it:  "When  an  audit 
partner  at  a  major  firni  is  faced 
with  a  tough  decision,  can  the 


AUDITORS  Pass  judgment  not  just  on  whether  numbers 
meet  accepted  principles  but  also  whether  management 
is  stretching  dangerously.  Make  sure  auditors  who  just 
say  no  to  clients  are  rewarded  as  well  as  those  who  bring 
in  new  business. 

AUDIT  COMMITTEES  Stay  independent  of  manage- 
ment. Meet  regularly  and  alone  with  outside  auditors  to 
seek  straight  answers  on  internal  controls  and  manage- 
ment integrity. 


that  the  safety  net  a  clean-auc 
opinion  provides  can  have  b 
loopholes,"  warns  Lawrenc; 
Revsine,  an  accounting  profess 
at  Northwestern  Universitjj 
Still,  investors  should  expe 
better — from  auditors  and  fro 
the  managers  and  boai'd  mer 
bers  who  employ  them. 

By  Ricliard  Melch 
in  Chiccu 
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At  Great  Plains,  we  took  our  name  from  the  kind  ;ind 
our  philosophy  from  the  view.  Because  there,  on  the  hori/on, 
we  see  opportunity. 

That  spirit  of  progress  and  possibilitv  is  part  olour  world. 
And  how  we  work  with  .growing  companies  worldwide. 
Our  integrated  and  affordable  solution  combines  financial, 
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Our  vision  helped  us  develop  the  leading  Windows 
NT/SQL  Server  accounting  application  in  the  U.S.* 
A  support  team  with  a  99.97%  success  rate  tor  meeting 
guaranteed  response  times.  And  an  organization  BusinessWeek 
called  one  of  the  nation's  "Top  100  Hot  Growth  Companies." 

To  learn  more,  call  us  at  1-800-456-0025  or  visit 
www.greatplains.com.  And  discover  how  we  can  help  you 
see  your  honzons.  As  well  as  the  opportunities  beyond  them. 


GRE^  PLAINS* 

SEE  FARTHER 


©  1 998  Great  Plains  Software,  inc.  All  rights  reserved.  All  company  and  product  names  included  in  this  document  may  he 
or  registered  trademarks  of  their  respective  companies.  "Source:  "Accounting  Software  on  Microsoft  SQLServer;  Market  Update  and  Setting  the  Record  Straight  on  (  urrent  leadership,'  IOC.  1997 


WALL  STREErS 
SPIN  GAME 

Stock  analysts  often  have  a  hidden  agenda 


'eet  Thomas  K.  Brown,  39,  a  Master  of  the  Uni- 
verse in  bank  stocks:  15  yeai's  on  Wall  Street  and  in 
eight  of  the  past  nine  years,  the  top-i-anked  analyst 
.of  regional  banks  on  the  prestigious  Institutional  In- 
vestor All-America  Research  Team.  On  Mar.  25,  after  seven 
years  at  Donaldson,  Litfkin  &  Jem-ette  Inc.,  Brown  was  fired. 

His  sin?  He 
was  an  outspoken 
critic  of  banks 
that  had  paid 
heavily  to  amass 
huge  empires  without  much  to  show  for  it.  Says  Brown:  "I 
beheved  many  of  the  acquisitions  are  destroying  shareholder 
value."  Brown's  bluntness  and  independence  had  become  a 
problem  for  dlj,  which  in  recent  years  has  tried  to  break  into 
investment  banking's  top  ranks.  In  fact,  just  hours  before 
Brown's  filing,  the  firm  hii'ed  a  team  of  two  dozen  investment 
bankers  to  help  the  fimi  aiTange  deals  in  the  financial-services 


Cover  Story 


WHO  CAN  YOU  TRUST? 


industries.  "I  heard  ft'om  my  colleagues  that  the  new  i 
vestment  bankers  wanted  me  out,"  says  Brown.  "I  w: 
viewed  as  being  negative  on  mergers  and  acquisitions." 

Brown,  who  now  inins  a  bank-stock  portfolio  for  hedge-fui 
manager  Tiger  Management  Corp.,  says  DL.J  offered  hi 
$450,000  for  a  five-year  agreement  not  to  talk  about  tl 
fii-m.  He  declined.  A  dlj  spokeswoman  said  ex-employe 
who  ask  for  or  get  more  than  the  ty]3ical  two  weeks'  seve 
ance  package  are  always  asked  to  sign  a  "nonrlisparagemen 
agreement,  a  common  practice  on  the  Street.  As  for  the  dj 
missal.  Research  Director  Susan  L.  Decker  says  it  resultc 
fi'om  "a  longstanding  and  acrimonious  conflict  with  colleagu 
in  the  institutional-equities  division.  It  had  nothing  to 
with  any  other  department  in  DLJ." 

Wliatever  the  reason  for  the  dismissal.  Brown's  unvamish* 
analysis  will  be  missed.  Indeed,  analysts  who  try  to  provide  ; 
honest  and  unconflicted  opinion  are  becoming  scarcer  ai 
scarcer  on  Wall  Sti'eet.  If  there  ever  was  a  time  when  i| 
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F~.  luggage. 


Someday  I  plan  to:  Freelance  as  a  sports  columnist.  Live  in 
book  stores.  Remember  people's  birthdays.  Visit  my  kids  on  a  whim. 


DREYFUS  DISCIPLINED  STOCK  FUND 


31.57"  22.60-  19.20 


AVG.  ANNUAL  TOTAL  RETURNS  AS  OF  6,30.9 


*****  MORNINGSTAR  RATING 


NOW  IS  THE  TIME  TO  INVEST  The  Dreyfus 
Disciplined  Stock  Fund  is  invested 
primarily  in  large,  high-quality 
companies   and   employs  a 

OVERALL  RATING  AMONG  2,672  DOMESTIC  EOUITV  FUNDS  AS  OF  7.3L98      three-Step  investment  prOCCSS 

designed  to  provide  high  total  returns  and  manage  risk  in  all 
market  conditions.  What's  more,  its  risk-adjusted  returns 
outranked  90%  of  all  domestic  equity  funds  by  earning  an 
impressive  five-star  Overall  Rating  from  Morningstar.  So 
what  are jou  investing  for?  DREYFUS.  RULE  YOUR  KINGDOM." 


TO  FIND  OUT  MORE.CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-896-8286x4539 


©reyfils 


irrr 


Call  for  a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before 

you  invest.  Past  pertormance  is  no  guarantee  of  future  results.  Share  price  and  investment  return  fluctuate  so  redemption  value  may  be  more 
or  less  than  original  cost.  Morningstar  proprietary  ratings  reflect  historical  nsk-adjusted  performance.  They  are  subject  to  change  every  month. 
Ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year  (as  applicable)  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 
appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  Fund's  3-,  5-  and  1 0-year 
Morningstar  ratings  as  of  7-31-98  each  were  five  stars  out  of  2,672,  1 ,494  and  709  domestic  equity  funds,  respectively  The  top  1 0%  of  the 
  funds  in  a  ratings  universe  receive  five  stars.  ©1998  Dreyfus  Service  Corporation,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor. 

c  -vT/^  1  r^A  Charies  Schwab  &  Co.,  Inc.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its 
lUUo-iNU-LUAlJ  Mutual  Fund  OneSource*  service. 
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vestors  could  use  straight  talk,  it's 
now.  A  runaway  bull  mai'ket  glosses 
over  a  multitude  of  analysts'  sins. 
But  in  today's  miforgiving  market, 
probing  analysis  and  intellectual 
honesty  can  make  the  difference  be- 
tween plump  profits  and  gut- 
wrenching  losses. 

The  question  for  investors  is: 
"Can  you  tiust  youi-  analyst?"  Un- 
fortunately, the  answer  is  not  veiy 
much.  At  the  major  Wall  Street 
houses,  which  thiive  on  investment 
banking,  every  analyst  has  a  po- 
tential conflict  of  interest.  The 
"Chinese  Wall"  that  on  paper  still 
separates  a  fimn's  analysts  from  its 
investment  bankers  continues  to 
ciiimble  as  analysts  are  encom-aged 
to  scout  deals.  The  analyst's  finn  is 
either  the  investment  banker  for 
a  company  he  or  she  is  covering — 
or  it's  wooing  the  company  for  a 
piece  of  that  juicy  revenue  stream. 

A  study  co-authored  by  Geor- 
gia State  University  assistant  pro- 
fessor Siva  Nathan  looked  at  re- 
ports on  2.50  companies  by  analysts 
whose  fiiTOS  had  investment-banking  ties  with  those  compa- 
nies and  an  equal  number  from  analysts  with  no  ties.  The  in- 
vestment bankers'  analysts  had  6%  higher  earnings  fore- 
casts and  nearly  25%  more  buy  recommendations. 
"TRAPLINE."  Even  when  a  finn  isn't  big  in  investment  banking, 
its  analysts  often  pull  their  punches.  They  shy  from  saying 
things  that  might  anger  a  company's  management,  fearing 
loss  of  access  to  executives,  company  meetings,  and  earnings 
"guidance"  chats — critical  to  making  profit  forecasts. 

By  and  lai'ge,  those  estimates  do  little  more  than  pairot  the 
company  Line.  Consider  that  over  the  last  20  years,  the  I'ange 
of  analyst  estimates  for  the  average  stock  has  narrowed  fi:-om 
8%  to  4%,  according  to  i/b/e/s  Inc.,  which  collects  and  distrib- 
utes earnings  estimates  to  the  Street.  That  suggests  that 
the  analysts  ai"e  doing  less  original  work  and  hewing  closer  to 
the  company  source.  When  earnings  disasters  hit — Cendant, 
Oxford  Health  Plans,  or  Sunbeam,  to  name  a  few — most  ana- 
lysts are  as  suiprised  as  everyone  else. 

Institutional  investors  look  at  the  analysts  the  same  way 

polls  show  Ameri- 
cans think  of 
members  of  Con- 
gress. Low  opin- 
ion  of  most,  but 
high  regard  for  a  select  few.  "Maybe  20%  are  intellectually 
honest,"  says  Richard  Strong,  chairman  of  Strong  Funds, 
with  $32  billion  in  assets.  "And  you  assemble  a  trapline  from 
them  and  tiy  to  replace  those  as  they  leave  or  retire." 

Patrick  Adams,  who  manages  $2  billion  for  Berger  Funds, 
says  much  of  what  Wall  Street  analysts  do  is  of  little  value  to 
institutional  investoi-s,  whose  in-house  analysts  nowadays  have 
as  much  access  to  companies.  "Few  go  out  and  do  independent 
investigations  of  talking  to  suppliers,  customers,  and  competi- 
tors to  deteniiine  what's  going  on,"  says  Adams.  He  I'ecently 
hired  a  market-reseaixh  fiiTn  to  "get  something  other  than 
what  the  companies  and  the  analysts  are  saying."  And  he 
also  conti-acted  with  accounting  sleuth  Howard  M.  SchiUt  "to  be 
the  policeman  on  our  portfolio,"  tiying  to  identify  companies 
vrith  accounting-related  problems  before  they  blow  up. 

Analysts  routinely  play  up  good  news  and  sugai'coat  the  ba<;l. 
Positive  corporate  news — an  unexpectedly  strong  earnings  re- 


FlRED:  Ex- Donaldson  Lufkin 
analyst  Thomas  Brown 
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port  or  successful  product  launch 
may  get  a  recommendation 
"strong  buy."  Bad  news  gets 
"hold"  or  "neutral" — often  a  e 
phemism  for  "sell,"  which  has 
but  vanished  from  the  analysts'  v 
cabulaiy.  Even  Andrew  Shore,  i 

k w^.^j^M^^^H  analyst  at  PaineWebber  Inc.  w! 
*^  ^pfflB^^P  i^vas  early  to  spot  inventor^'  pro 

1^1^^  Sunbeam  Coi"p.,  dovrogra 

-  ed  the  stock  to  only  a  neutral  rati 

^         ^^^B  on  Apr  3,  and  the  stock  fell  25%, 
^^^1  34.  "I  saw  that  neutral  as  a  sel 
/fflt  ^^^H  says  Shore.  "No  need  to  yell  'Fir 

k\  ^^^I  in  a  crowded  theater.  I  was  ju 

rlP  trying  to  be  diplomatic."  Sunbeam 

im\  now  at  7. 

'^MiH  OPTIIVHSTS  ABOUND.  Today,  a  me 
1.4%'  of  all  analyst  recommendatio 
  on  some  6,000  companies  are  sel 

\  iBBI  ^^^^  ^^■"^'^^ 

I      wMf/Bi/l  ^^^1  cording  to  Zacks  Investment 

\     w'l^ll  1^1  hasn't  always  been  tl 

■  (chart,  page  154).  In  mid-19f 

r     ihl/raiW}  IHI  for  instance,  24.5%  of  the  recoi 

mendations  we 
buys,  26.8%  sel 
But  by  the  end 

*         1       J  the  '80s,  buvs  oi 

Analysts  are  numbered  sens  fo 

^  to  one,  and  by  t 

early  1990s,  eig 
to  one.  One  explar 
tion  for  the  lopsid' 
number  of  buys 
the  bull  mark< 
Still,  the  number 
buy  recommend 
tions  has  continue 
to  climb  over  t' 
past  12  mont 
while  the  avera 
U.  S.  stock  was  k 

Investors  are  bombarded  with  bullish  sound  bites  ai 
"strong  buy"  and  "outperform"  tips  in  print  and  on  the  a 
Analyst  recommendations  are  finding  their  way  online 
well.  DIJ  Du'ect  and  Morgan  Stanley  Dean  Witter's  Discov 
Brokerage  Direct  offer  their  reports  to  clients,  and  sO' 
Charles  Schwab  &  Co.'s  Web  site  will  feature  research  frc 
cs  Fii-st  Boston  and  Hambrecht  &  Quist.  Investors  picking  ■ 
such  tips  need  to  be  waiy  about  motives.  Official  reseai'ch  i 
ports  must  disclose  if  the  fii'm  is  or  has  been  involved  in  loy,,.^ 
investment-banking  relationship  with  the  company.  But  nei 
reports  of  recommendations  may  not  cany  such  disclaime)  ^''P^r-s 
GREENER  PASTURES.  The  war  between  investment  resear  jj^^,^;. 
and  investment  banking  began  in  the  1980s,  but  it  has  heat 
up  in  the  deal-crazed  '90s.  The  reason  is  simple:  money.  Mc  "'^  4c ' 
Wall  Street  research  is  pitched  to  institutional  investors  w 
pay  the  firni  about  a  nickel  a  share  in  commissions.  But  if 
analyst  spends  his  time  tiying  to  land  an  initial  public  offerir  ^i^cst, 
the  finn  can  earn  15  to  30  times  that  amount  per  shai'e.  Mei 
er  advisory  fees  can  be  sweet  as  well.  And  directly  or  inf 
rectly,  some  investment-banking  fees  will  find  theii'  way  back  I 
the  analyst's  pocket.  Wall  Street  execs  admit  analysts  waM 
fine  line  when  they  work  in  both  I'esearch  and  investmei 


;are 
expected  to 
support  their 
firms'  investment- 
banking  deals 
-or  else 
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We  connect. 

■Jobody  knows  Asia  like  we  do.  Especially  when  it  comes  to  connecting  people  and  businesses  between  nations. 
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banking.  'We  warn  them  that  if  they  lose  credibility 
with  investoi-s.  theyi-e  of  no  use  to  investment  bank- 
ing either."  says  Ma\Tee  Clai'k.  global  research  di- 
rector at  ilorgan  Stanley  Dean  \Mtter 

But  what  happens  when  there's  a  conflict  between 
objective  analyses  and  the  demands  of  investment 
bankei-s?  "Conflict?"  asks  Brown,  the  fomner  DU  an- 
alyst. "There's  no  conflict.  That's  been  settled.  The  in- 
vestment bankei*s  won."  It's  not  fai-  fi'om  the  tmth. 
"Of  all  the  jobs  on  Wall  Sti'eet,  the  company  analyst's 
role  has  changed  the  most  in  the  last  five  years." 
says  Alan  -Johnson  of  Johnson  Associates,  a  Wall 
Sti*eet  compensation  consultant.  "Tlie  analyst  today  is 
an  investment  banker  in  sheep's  clothing." 

Equity  analysts  are  a  staple  of  the  financial  media. 
BUSINESS  WEEK  included,  and  the  media  doesn't  al- 
ways indicate  when  an  analyst  is  speaking  objec- 
tively. On  June  8.  for  instance.  Robert  B.  Albertson, 
banking  analyst  for  Goldman.  Sachs  &  Co.,  api>eai'ed 
on  both  CNBC  and  on  the  Xightly  Business  Report 
extolling  the  \iitues  of  the  just-annotmced  merger  of 
Wells  Fai-go  &  Co.  and  Xonvest  Coi-p.  Both  shows 
identified  Albeitson  as  a  Goldman  analyst,  but  neither 
said  the  fimi  was  the  investment  bank  on  the  deal. 
Goldman  stands  to 


PAYBACK 


Companies 
have  an  easy 
wav  to  deal  with 
harsh  analysts: 
Cut  off  their 
access 


collect  about  S40 
million  in  fees  when 
the  deal  closes. 

But  even  more 
questionable  is  that 
Albertson  appeai'ed 
on  the  shows  at  all. 
It's  common  practice 
on  Wall  Street  to 
bar  analysts  fi-om 
even  talking  about 
a  company  if  the 
firm  has  an  active 
investment-banking 
relationship  with  it. 
Albertson  says  his 
remarks  were  ap- 
propriate and  "not 
over  the  line.  My 

customer  is  the  investor,  and  if  I  see  something  I  Uke,  I 
should  be  able  to  say  that."  Albertson  says  he  wasn't  pait  of 
the  investment-banking  effort  on  the  merger  at  Goldman. 

Should  analysts  ever  wear  the  hat  of  the  investment 
banker'?  Brown  says  no.  For  instance,  as  an  analyst,  he 
helped  du  investment  bankei-s  market  two  secondaiy  offer- 
ings for  subpiime  lender  OhTnpic  Financial  Ltd.,  now  knowTi 
as  Ai'cadia  Financial  Ltd.  Brown  was  a  buU  on  the  stock  any- 
way but  concedes  the  fact  that  the  equity  offerings  paid  an 

additional  six-fig- 
ure sum  might 
have  affected  his 
judgment.  In  con- 
trast, there's  no 
du-ect  compensation  for  a  btiy  recommendation,  but  analysts 
ai'e  rated  by  the  fimi's  tradei"s  for  liow  much  business  they 
generate.  "The  difference  is.  in  an  undei'W7iting,  the  analyst 
has  a  big  incentive  to  like  the  company  a  whole  lot  more," 
says  BrowTi. 

These  days.  Wall  Street  firms  recrait  analysts  who  can 
land  investment-banking  chents.  "I  got  a  phone  call  fi-om  a 
headhunter  who  was  looking  for  a  semiconductor  analyst  for 
Pnidential  Sectuities,"  says  Ehot  Glazer  of  DuPasquier  & 
Co.,  an  independent  researcher  for  institutional  clients.  "The 
first  priority  was  investment  banking;  the  second,  investment 
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TOO  BEARISH:  Analyst  Upton  irked  Boston  Chicken 

research."  A  Pnidential  spokeswoman  says  'it  doesn't  so 
light  that  a  headhunter  would  say  that."  She  says  the 
believes  research  and  investment  banking  ai'e  complem< 
tary  businesses. 

"There's  no  question  that  an  analyst  can  be  a  rainmak] 
"Ha\ing  a  top  analyst  has  been  essential  in  bringing  in 
IPOs,"  says  Joan  Zimmennan,  a  headhunter  at  G.  Z.  Steph^ 
Inc.  Indeed,  in  most  "bake-offs,"  competitions  in  which 
vestment  banks  pitch  their  sel■^ices  to  a  potential  client,  t| 
analyst  is  a  stai*  of  the  show.  That's  because  a  rousing 
doi-sement  fi'om  a  highly  ranked  analyst  is  thought  to 
able  to  send  a  fledgling  stock  into  orbit.  And  the  fiiTns  pi 
that  to  the  hMt.  business  week  has  \iewed  an  internal  d 
ument  prepai'ed  by  a  major  Wall  Street  fiiTn  to  a  compa 
planning  an  IPO.  'The  "pitch"  stated  that  the  fh-m's  anah 
would  sen-e  as  an  "advocate"  for  the  company. 

And  it's  not  only  iPOs.  A  shai-p  analyst  can  ch-aw  oth 
deabnaking  as  well.  "If  I  like  a  company,  w-e  [the  fiiTn]  try 
bec-ome  its  investment  banker,"  sa\-s  technologs^  an^yst  Mich 
K  Kwatinetz,  who  with  his  17  analysts  and  over  120  inve 

ment-banking  colleagU( 
recently  moved  to 
Fii-st  Boston  frc 
Deutsche  Secmities  L 
"If  you  think  a  compa 
should  do  something, 
nice  when  you  have 
aiTO  of  the  firm  that  c; 
try  to  make  that  hp- 
pen,"  he  says. 

Kwatinetz'  investm< 
banking  cohorts  haj 
aiTanged  acquisitions 
Gateway  and  Hewle 
Packai'd,  an  equity  off< 
ing  and  divestiture 


The  BnU  Market 
In  Analysts 


NUMBER  OF  BROKERAGE-FIRM 
EQUITY  ANALYSTS 


4 
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How  DO  YOU  PREPARE  NATURAL  GAS 

-or  a  long  journey  to  some  cold,  remote  location? 

Chill  it,  oe  course. 


Delivering  vast  quantities  of  natural  gas  over  great 
distances  gets  to  be  not  only  logistically  difficult, 
but  expensive.  So  Phillips  Petiroleum  developed  a 
proprietary  means  of  producing  liquefied  natural 
gas,  a  process  that  chills  die  gas,  shrinking  it  over 
600  times,  turning  it  into  a  liquid  form  that  is 

For  a  copy  of  our  annual  report,  call  91^-661-3700,  write  to:  \ 


economically  feasible  tc>  ttansport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  arourid  the  world.  It^  a  valuable  tecl^/? 
nology  and  another  prime  example  of  whatjat; 
means  to  be  The  Performance  Company.  <'pil# 

PHILLIPS  PETROLEUM  COMPANY 

i/lips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesvilli,  OK  J4004, 


Micron  Technology,  and  two  hedging  pro- 
gi'ams  for  Dell  Computer.  Now,  six  of  the 
eight  companies  he  covei^s  ai'e  also  invest- 
ment-banking clients.  Only  one,  Wind  Riv- 
er Systems  Inc.,  was  a  client  at  the  time 
he  started  covering  it. 

Not  surj)rising]y,  some  analysts  make 
more  than  the  dealmakers.  And  Zimmei'- 
man  estimates  that  total  cost  for  equity 
research  has  quadi-upled  in  the  1990s — 
though  with  Wall  Street's  slump,  1998 
pay  levels  will  hkely  fall  below  1997's. 

Even  if  that  happens,  the  dollars  are 
still  huge.  At  the  major  investment  banks, 
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salary,  bonus,  stock,  and  options  for  an 
Institutional  Investor  first-team  analyst 
can  easOy  run  from  $2  million  to  ,$5  million, 
especially  in  industries  like  telecom,  tech- 
nology', media,  and  health  care.  Even  the 
next  tier  iTins  in  the  $750,000  to  .$1  million 
range.  Junior  analysts  still  lear-ning  the 
trade  can  eam  $500,000  to  $750,000,  and 
for  giimts  whose  work  backs  up  the  senior 
analysts,  $250,000  to  .$400,000  is  not  un- 
known. Veteran  telecom  analyst  Jack 
Gmbman  recently  became  the  fii'st  of  his 
kind  to  achieve  XBA-stai-like  status:  Sa- 
lomon Smith  Barney  reportedly  agi'eed  to 
a  $25  million  one-yeai-  package  to  keep  the  analyst  (page  156). 

Not  only  are  the  analysts  taking  home  a  bigger  piece  of 
Wall  Street's  pie,  but  there  ai-e  more  of  them.  After  the  1987 
stock  mai'ket  crash,  the  number  of  full-time  analysts  dropped 
imtil  1992,  when  it  bottomed  at  2,313,  according  to  Nelson  In- 
foiTnation.  But  spiuTed  by  a  bull  market  and  deal  mania,  the 
ranks  have  since  swelled  to  3,724.  And  that  doesn't  include  the 
legions  of  support  staff  who  now  do  much  of  the  number 
cnmching,  freeing  the  top  analyst  to  visit  companies  and 
clients  to  push  stocks  and  investment-banking  deals. 
HEATED  EXCHANGE.  The  great  feai'  of  the  analyst  when  he  or 
she  goes  calling  on  a  company  is  to  find  the  door  shut.  Roger 
Lipton  of  Lipton  Financial  Services  Inc.,  an  independent  re- 
search boutique,  was  refused  attendance  at  a  1995  Boston 
Chicken  Inc.  investor  conference.  He  had  been  an  eai'ly  critic 
and  a  bear  on  Boston  Chicken,  the  once-siz- 
zling chain  whose  stock  has  since  turned  to 
toast.  Brown  was  baired  fi"om  First  Union 
Coi-p.'s  Charlotte  (N.  C.)  headquaitei"s.  He  re- 
peatedly clashed  with  Edwai'd  E.  CmtcMeld, 
the  chaiiTnan  and  ceo.  At  a  First  Union  ana- 
lysts' meeting  in  New  York  last  November, 
Cratchfield,  from  the  podium,  and  Brown, 
from  the  audience,  exchanged  heated  words. 

These  aren't  isolated  incidents — and  they 
will  continue  to  happen.  Consider  a  recent 
survey  of  Wall  Street  research,  sales,  and 
trading  practices  conducted  by  the  Tempest 
Consultants  Inc.  and  sponsored  by  Reuters 
Holdings  plc.  The  survey  asked  272  large 
U.  S.  companies  what  their  reaction  would  be 
to  an  analyst's  sell  recommendation.  One- 
third  said  they  would  exclude  the  analyst's 
firm  from  investment-banking  business,  and 
nearly  as  many  said  they  would  "reduce 
commianications  and  reduce  access."  A  study 


EUPHEMISMS 


These  days,  bad 
news  gets  a  "hold'' 
or  "neutral" 
recommendation 


of  small  to  midsize  companies  turned  v 
similar  results. 

It's  not  just  companies  that  analys 
fear  to  offend.  Lipton  recalled  an  analy: 
who  had  expressed  bearishness  aboi 
Boston  Chicken  to  him  but  kept  recon 
mending  it  to  clients.  Why?  "It  tumi 
out  that  a  large  mutual-fund  compar 
had  5  million  shares  of  the  stock,  and  1 
feared  if  he  lowered  his  rating,  tliat  fur 
company  would  'come  crashing  down 
him,' "  says  Lipton.  Another  analyst,  wl 
asked  not  to  be  identified,  said  he  aii 
gered  a  major  mutual 
GUTS:  Conder    fund  company  when  li 
didn't  mince     put  cut  a  sell  on  a  hol<{ 
irurds  about      ing  of  theii's.  "When  yci' 
Callaway         say  sell,  it's  supposed  l| 
be  a  service  to  a  client 
says  the  analyst.  "But  it  was  taken  as  a  slap  in  the  face, 
challenge  to  theii'  judgment.  They  didn't  want  to  hear  it." 

Bad  news  gets  blocked  by  other  agendas.  Brown  was  i 
volved  in  a  1996  effort  to  find  a  buyer  for  Olympic  and  so  w; 
barred  from  commenting  on  the  stock.  Several  buyers  cam 
took  a  look  at  the  books — and  backed  out.  Word  leaked  oi 
that  the  deal  was  in  trouble,  and  the  stock  stalled  to  fall  fro: 
the  mid-20s.  Bro\\Ti  says  he  knew  many  of  his  chents  wei 
losing  money — and  couldn't  say  anything.  The  company,  no 
Ai'cadia,  was  never  sold,  and  trades  at  around  5  a  share. 

The  situation  was  similar  for  Josephine  Esquivel,  the  a; 
parel  analyst  at  Morgan  Stanley  Dean  Witter  who  cove 
fashion  house  Donna  Karan  International.  Morgan  had  be( 
the  lead  imdei-writer  for  Kai-an's  $24-a-shai'e  IPO,  and  Esquiv  *P  a 
issued  the  obligatory  "strong  buy"  recommendation  a  moni 


Sell?  Who  Said  Sell? 


During  the  long  bull  market,  Wall  Street  analysts  have  pumped 

up  the  buy  recommendations  and  forgotten  how  to  say  sell. 
Part  of  this  comes  from  the  improvement  in  the  environment  for 
equity  investing.  But  now  only  1.4%  of  all  recommendations  are 
negative.  Have  things  gotten  that  good? 


[flea 


tliew 


:JitcJ 


BUY=  PERCENTAGE  OF  ANALYST  RECOMMENDATIONS  TO  BUY  A  STOCK 
SELL=  PERCENTAGE  OF  ANALYST  RECOMMENDATIONS  TO  SELL  A  STOCK 
THE  REMAINING  PERCENTAGE  IS  A  RECOMMENDATION  TO  HOLD 


DATA:  ZACKS  INVESTMENT  RESEARCH. 
BLOOMBERG  FINANCIAL  MARKETS.  BUSINESS  WEEK 
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IT  ATTACHES  ITSELF 
DRAINS  ITS  HOST  0 
VALUABLE  RESOURC 

Mu^mBmH, 


BEWARE  OF  PKT 
DISGUISED  AS  BUSINES 
SOFTWARE  COMPJIN 


(Asset  Depletus  Parasiticus) 


y  the  time  you  realize  you've  been  bitten 
f  the  wrong  software  company,  it's  too 
te.  You're  stuck  with  huge  hardware 
cpenditures.  Never-ending  maintenance    ^  ^ 
)sts.  Painful  upgrades.  And  a  support  team  ^ 
at's  nowhere  in  sight.  Fortunately,  these 
ings  can  be  avoided.  Lawson  Software's  fully 


dorsal  view 


enterprise-wide  access  to  vital  information, 
while  reducing  training  and  network  main- 
tenance costs.  Plus,  the  open  architecture 
of  our  systems  enables  you  to  migrate  to 
future  databases,  user  interfaces,  networks, 
or  hardware  platforms,  without  reinvesting  in 


*^    software.  Lawson  Software  has  helped  customers 


9 


the  web.  We're  not  about  to  disappear 


tegrated  financials,  human  resources,  procure-  |^  ^Mbn          '^^^   niigrate  from  maintrame  to  client/server  to 

ent  and  supply  chain  process  suites  provide    ^  '  '^"^^^ 

)werful  performance  without  the  need  '^JT                         when  technology  shifts  again.  So  before 

r  powerful  desktops. They  utihze  state-of-    fl  h  M  ^           ^^^"^  yourself  attached  to  the  wrong 

e-art  web  technology  and  innovations  like  software  company,  visit  Lawson  Software  at 

ir  Self-Evident  AppUcations"'  to  provide  quick,  ventral  view        www.lawson.com/guide  or  caU  1-800-477-1357. 


EADING    EDGE    TECHNOLOGY    WITHOUT    T  HE    A  T  T  I  T  U  D  E' 


W7  L.uvson  Software 


Softwam 


later  and  reiterated  it  sever-al  more  times.  But  Karan's  stock 
started  to  slide  within  weeks  of  the  IPO — an  embarrassment 
for  the  undei-writers — as  the  company  ran  up  huge  expenses 
and  lai'ge  losses.  In  Mai-ch,  1997,  Kai-an  liired  Morgan  Stanley 
to  unload  its  beauty-products  business.  That  was  tantamount 
to  a  gag  order,  says  the  analyst.  "I  couldn't  even  change 
my  rating  or  even  an  earnings  estimate,"  she  says.  Esquivel 

was  prohibited 
from  commenting 
on  Donna  Karan 
for  15  months. 
For  unbiased 
evaluations,  institutional  investors  look  beyond  the  major 
Wall  Street  firms.  Big  investors  often  give  high  mai'ks  to  the 
research  effoits  of  Sanford  C.  Bernstein  &  Co.,  which  does 
no  investment  banking.  They  also  turn  to  research  bou- 
tiques like  Lipton's  or  DuPasquier,  the  firm  with  which 
Glazer  is  affiliated.  "I'm  a  dinosaur,"  says  Glazer,  who,  with 
30  years  of  Wall  Street  experience,  remembers  the  days 
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when  equity  analysis  and  investment  banking  were  d- 
tinctly  different  functions. 

St.  Louis-based  A.  G.  Edwards  &  Sons  get  high  mars 
for  solid  research,  in  pait  because  it's  not  a  major  investmtt 
bank.  "Putting  a  sell  on  a  stock  is  not  pretty  for  me  or  for  t; 
company,"  says  Edwai'ds'  recreation-industiy  analyst  Timotr 
Conder,  who  in  mid-July  issued  an  unambiguous  sell  on  Cf- 
away  Golf  Co.  "But  I'll  do  it  if  it's  right  for  my  client,' 
Conder  had  lowered  the  ratmg  to  "reduce"  in  eai'ly  Mai'ch,  ;  ^ 
guing  that  bad  weather  and  the  deteriorating  economies 
Asia  would  crimp  pi'ofits.  The  stock  was  then  at  32.  Cone 
reiterated  the  rating  several  times  before  di'opping  to  a  sell 
19.  It  was  a  gi'eat  call:  The  stock  trades  around  10. 

For  sure,  brokerage  firms  are  not  about  to  break  up  t 
money  machine  that  pairs  analysts  with  dealmakers.  A 
analysts  are  not  about  to  risk  offending  the  companies  th 
cover.  Woe  to  the  investor  who  doesn't  keep  these  two  ide 
in  mind  before  investing  on  a  stock  recommendation. 

By  JeffVey  M.  Laderman  in  New  York,  with  bureau  repo 


THE  SUPERSTAR  WHO  WEARS  TWO  HATS 


What  makes  Jack  Gmbman  the 
Michael  Jordan  of  analysts? 
As  lead  telecom  analyst  for 
Salomon  Smith  Bamey,  he  does  what 
any  analyst  does:  He  issues  recom- 
mendations on  stocks.  But  his  pay- 
check this  year  is  a  five-yeai-  package 
of  cash  and  stock  that  was  worth  $25 
million  before  the  stock  of  Ti-avelers 
Group  Inc.,  Solly's  parent,  dropped 
by  47%.  Even  now,  it's  pi'obably 
worth  more  than  $10  million. 

Grubman  gets  the  big  bucks  be- 
cause he's  among  Wall  Street's 
hottest  "superanalysts,"  liigh-ranked 
analysts  who  also  bring  in  lots  of  in- 
vestment-banking business.  In  the 
past  two  years,  he  has  helped  orches- 
trate some  of  telecom's  biggest  deals. 
His  fiiendship  with  Woi'ldcom  Chair- 
man BeiTiard  C.  Ebbers  helped  land 
Solly  the  role  of  lead  investment 
banker  in  the  $35  billion  WorldCom- 
MCi  merger.  Competitors  also  say 
GiTibman  was  a  key  figiu'e  in  Solly's 
winning  the  advisory  business  in  sbc 
Communications'  $62  billion  planned 
merger  vrith  Ameritech  and  Bell  At- 
lantic's $53  billion  deal  for  gte  Coi-p. 
AWKWARD  POSITION.  These  and  oth- 
er deals  account  for  a  tidy  sum — 
some  .$200  million  in  fees  and  related 
investment-banking  income  since  the 
beginning  of  1997,  according  to  Secu- 
rities Data  Corp.  While  Gioibman 
didn't  bring  in  all  that  business,  in- 
dusti"y  sources  say  he  brought  in 
more  than  half.  Gnibman  declined  to 
comment.  A  Salomon  spokeswoman 
declines  to  comment  on  Gmbman's 
production  of  telecom  deals  but  says 
the  fli"m  had  been  strong  in  the  field 
even  before  he  arrived  in  1994. 


playing  with  the  devil,"  says  one 
competitor.  The  Solly  spokeswoman 
says  "the  fu'm  maintains  strict  ethical 
wall  procedm-es  to  insulate  research 
from  confidential  infoiTnation  related 
to  the  fii'm's  banking  clients." 

Despite  his  investment-banking  ac- 
ti\ities,  investors  who  follow  Grab- 
man's  analytical  work  don't  seem  to 
have  any  complaints.  In  fact,  he  was 
the  top  "wireline  sei-vices"  analyst  in 
Institutional  Investor's  most  recent 
sui'vey.  "He's  accessible,  knowledge- 
able, and  I  don't  think  he  is  unduly  in- 
fluenced by  investment  banking,"  says 


RAINMAKER 


k Serving  the  role 
m.\Hi  .il  of  both  analyst 
and  banker,  Grubman  is  ''playing 
with  the  devil,"  says  a  competitor 


Clubman's  dual  role  as  analyst  and 
banker  can  put  him  in  an  awkward 
position.  As  an  investment  banker, 
Grubman  may  become  privy  to  inside 
information  that  he  could  be  baiTed 
from  sharing  with  investors  and 
clients,  even  if  it  altered  his  invest- 
ment opinion  on  the  company. 
Sources  close  to  the  WorldCom-MCi 
deal  say  Grabman  sat  in  on  closed- 
door  meetings  weeks  before  the 
merger  was  announced  that  are  nor- 
mally off  limits  to  analysts.  "He's 


Brian  B.  Hayward,  manager  of  the 
Invesco  Worldwide  Communications 
Fund.  "All  the  big-name  analysts  have 
investment-banking  ties,  and  those  of 
us  on  the  other  side  have  to  keep  that 
in  the  back  of  our  minds." 

Grabman  may  be  top  gun  in  tele- 
com now.  But  if  one  of  the  deals  he 
orchestrates — and  backs  up  with  a 
"buy"  recommendation — turns  sour, 
his  NBA-size  pay  package  might  be 
susceptible  to  serious  downsizing. 

By  Geoffrey  Smith  in  Boston 
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Soeak  Out 


FOR 


BREAST  CANCER  AWARENESS 


October  is  National  Breast 
Cancer  Awareness  Month. 

That's  why  I'm  partnering  with 
Samsung  and  Sprint  PCS  to  promote 
the  Importance  of  early  detection 
in  the  fight  against  breast  cancer. 
We  encourage  you  to  get  a  mammogram 
and  do  regular  self-examinations. 
Call  the  women  in  your  life  and 
ask  them  to  do  the  same.  Let  them 
know  that  early  detection  is  part 
of  the  cure.  And  while  you're  on  the 
phone,  tell  them  that  you  love  them. 
To  support  the  fight  against 
breast  cancer,  Samsung  and 
Sprint  PCS  will  make  a  contribution 
to  The  Susan  G.  Komen  Breast 
Cancer  Foundation  for  every 
purchase  of  a  Samsung  phone 
with  Sprint  PCS  service. 

For  more  information,  call 
1  800  480  4PCS. 


Peggy  Fleming, 
Olympic  Gold 
Medal  Skater 


Sprint    Sprint  PCS 

The  Sprint  Store  At 

RadioShack 


HELP  FOR 

INVESTORS 

How  to  spot  trouble 


Cover  Story 


WHO  CAN  YOU  TRUST? 


Scott  W.  Schoelzel  is  a  very  successful  investor.  As 
manager  of  the  Janus  Twenty  Fund,  he  boasts  a  three- 
year  average  annual  return  of  28<^<-.  Even  with  this 
year's  rocky  market,  he  has  managed  to  post  an  im- 
pressive 21%  gain  thi-ough  August.  One  reason  for  his  suc- 
cess: The  S9.3  billion  fimd  is  limited  to  holding  about  30 
stocks,  so  he  has  time  to  cai-efully  monitor  each  one.  As  a  re- 
sult, he  managed 
to  dodge  such  btil- 
lets  as  Sunbeam 
Corp.,  seUing  his 
shai'es  long  before 
the  collapse  that  lopped  off  869^  of  its  value. 

So  what  are  the  tricks  of  the  trade?  Wliile  no  one — not 
even  a  sa\■^■^'  investor  such  as  Schoelzel — can  spot  the  sort  of 
accounting  fraud  that  led  to  the  collapse  of  Cendant  Coi'p.'s 
stock,  there  are  plenty  of  places  investors  can  check  to  test 
how  healthy  a  company  really  is.  If  you  know  where  to  look 
in  the  financial  statements,  it's  not 
that  hard  to  spot  the  kind  of  ag- 
gi'essive  accounting  that  can  lead 
to  a  financial  meltdown.  And  if 
you  know  how  to  carefully 
read  analysts'  reports,  they 
too  can  be  packed  with 
useful  infoiTnation.  Here's 
a  short  guide  on  how  to 
look  for  those  elusive  clues 
to  a  company's  changing 
fortunes. 

WATCH  THE  CASH  FLOW 


earnings  gi"o%vth.  If  that  something  proves  to  be  accountii 
gimmickiy,  trouble  may  not  be  fai*  off. 

COMPARE  REA^NUES  AND  RECEIVABLES 


Annual  reports  hst  sales  for  the  last  three  years  on  tl 
consohdated  statement  of  operations.  Tvvo  years  of  "accoim 
receivable"  are  found  in  the  consolidated  balance  sheet.  C: 
culate  each  rate  of  gi-o\\th.  If  receivables  are  pUing  up  fast 
than  sales,  the  company  is  not  getting  paid  for  the  revenue 


BIG  PICTURE 


Don't  look  at 
any  one  number.  It's  the 
ensemble  that  counts 


A  company  posting  strong  " 
net  income  growth  but  nega- 
tive cash  flow  could  be  in  trouble. 
You'll  want  to  look  at  cash  flow 
from  operations,  a  breakout  of 
which  appears  in  company  quar- 
terly and  annual  filings.  Since  this 
cash  flow  represents  the  revenue  a 
company  is  getting  from  cus- 
^  tomers  minus  its  out-of-pocket 
i  costs,  it's  the  purest  measure  of  how 

1  strong  coi*e  operations  are.  If  cash  flow 

2  fi'om  operations  is  growing  more  slowly 
1  than  net  income,  or  not  at  all,  manage- 
7-  ment  is  reljdng  on  something  else  for 
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Lots    of   companies  have 
a   mission  statement. 
How   many   have    a  mission 

Our  mission?  Clreatc  hcHcr  wavs  to  reach  out  and  lu'l|)  make  sure  people 
get  the  health  care  the\  need.  We  are  iioi  newcomers  to  thi^  goal.  ■  in  fact,  we  ve 

alreacK  comnnlied  more  than  1()()  million 
dollars  towards  initiatives  specilicalK  tiesigned 
to  build  access,  not  walls.  One  example  is  I  SQA! 
the  tiatioiial  database  we  use  to  ideiitif\  jx-ople 
who  need  access  to  special  care.  .Vnd  to  remind 
members  to  see  their  physicians  for  crilical  check- 
ups and  screenings.  W  e  ve  also  teamed  w  ith  Johns 
Hopkins  to  create  InteliHeallh.   the  most   comprehensive  online  consnniei-  health 
infoimation  network.  Another  investment  Welded  the  Academic  Medicine  and  Managed 
( iaie  Fonmi.  Tlu'ougli  it  we  ve  iunded  research  to  impr(  a  e  access  to  care.  ■  And  w c  xc  joined 
with  the  .Vmerican  Heait  Association  in  warning  women  about  the  number  one  threat  to 
their  health  —  heart  disease.  Simply  said,  we  re  putting  our  monev  lirmK  w  heic  our 
mission  is.  That  s  the  price  ol  eiUrv  lor  ha\  ing  one  to  begin  w  ith.  ■  Foi'  our  brochure 
on  how  we  are  raising  the  <|ualit\  ol  health  care,  contact  irs  at 

l-800-AETNA-42orourOualityCenteratwww.aelnairshc.com.       US  HealthCare 

Kaisiiig  tlic  (|iialitv  ot 
licallJi  caif  '  in  .\jiierica. 

Ol')'),",  \,.|Tia  I  ,S.  Il.  alllicaic  Inc. 


r/Etna 


*M Y  COLLEGE  FUND  into 

GOVERNMENT  B ONDS 

iS;B  E  F  O  R  El:^^ 

BEDTIME? 

"  \    \  .. 

'      ' s  ^ '^^  ^  "'    '  ■  ■    i  '-'  -  r      .  , 

"Sure,  kiddo.  No  problem/' You  fire  up  the  computer.  Get  your  instant  quotes  and  portfolio  updates. 
Check  out  our  coveted  research  which  you've  subscribed  to.  (Just  to  validate  your  little  one's  'hunch.' ) 
'    You  buy  and  sell  some  stocks.  Maybe  some  mutual  funds.  All  with  the  click  of  a  mouse.  Or,  if  you  prefer,  by- 
phone.  You'll  even  have  time  to  read  a  bedtime  story.  Q|5£0VER  BROKERAGE 
www.discoverbrokerage.com  or  1-800-DISCOVER.    a  morgan  Stanley  deaS  witter  company  . 


MP*' 


is  booking.  Any  unusual  spikes  in 
receivables,  up  or  down,  can  indi- 
cate some  kind  of  revenue  manipu- 
lation— and  that  may  lead  to  fu- 
ture earnings  problems. 

GET  OUT  THE 
MAGNIFYING  GLASS 

The  fine-print  footnotes  to  finan- 
cial statements  can  be  dry  read- 
ing. But  forge  ahead,  since  they 
contain  important  information.  The 


Vet  Assets, 


Here  are  a  few  Web  sites  that  can  help  you 
figure  out  what's  behind  corporate  finan- 
cial statements  and  Wall  Street  reports: 

securities.stanford.edu  Look  for  lawsuits 
against  a  company  on  the  Securities  Class  Action 
Clearinghouse  site.  Some  59%  of  the  cases 
detail  accusations  of  improper  accounting. 


these  bullish  reports  from  the  i- 
vestment  banker's  analyst  are  use 
ally  issued  when  the  stock  is  bekf 
the  offering  price.  "That's  why  m 
call  them  booster  shots,"  sa; 
Womack. 

If  an  IPO  starts  to  look  Hkei 
winner,  other  analysts  will  sta 
coverage.  Womack  studied  stoc- 
price  behavior  on  the  day  buy  n, 
ommendations  were  issued.  Bu 
from  analysts  uninvolved  in  the  i; 


size  of  a  restructuring  reserve,    dei-writing  resulted  in  a  3.5%  pri 


along  with  the  details  of  how  much 
has  been  spent  so  far  and  on  what, 
are  broken  out  in  a  footnote.  This 
is  the  place  to  check  if  money  is 
being  fed  back,  through  the  rever- 
sal of  the  charges,  to  pad  income. 
If  so,  when  the  resei'ves  run  out, 
earnings  may  weaken. 

Companies  total  their  in-process 
R&D  write-offs  under  "operating 
costs  and  expenses"  on  the  consol- 
idated statements  of  income.  But 
there  should  be  a  detailed  footnote, 
too.  The  details  are  often  minimal, 
though  that  can  change  when  reg- 
ulators ai-e  watching.  After  the  Se- 
curities &  E.xchange  Commission 
stalled  asking  questions  about  such 
charges  at  Envoy  Coii).,  manage- 
ment penned  five  pages  of  expla- 
nation about  three  deals,  points  out  Pat  McConnell  of  Bear, 
Stearns  &  Co.  That  kind  of  infoiTnation  can  help  you  assess 
whether  management  has  made  a  smart  move  or  just  blown 
a  lot  of  cash. 

CHECK  BEYOND  EARNINGS 

Looking  at  a  multiple  of  measures  to  size  up  a  company 
will  minimize  the  risks  of  making  an  investment  based  on 
earnings  numbers  that  have  been  manipulated.  In  a  slowing 
economy,  professional  investors  suggest  focusing  on  debt  lev- 
els (they  shouldn't  be  climbing  too  quickly),  gi"oss  margins  (if 
they're  falling,  a  company  may  be  selling  goods  at  fii'e  sale 
rates  to  maintain  mai'ket  share),  and  inventoiy  levels  (growth 
hei'e  could  sigTial  a  dearth  of  sales).  "No  one  thing  tells  you 
the  entire  story,  but  taken  together  it  gives  you  a  good  pic- 
ture," says  Schoelzel.  Even  if  you're  loath  to  search  thi*ough 

a  company's  finan- 
cials  yourself — or 
just  love  to  pore 
over  research  re- 
ports from  your 
broker — you  shouldn't  take  Wall  Street's  advice  without  a 
very  large  gi-ain  of  salt.  In  going  through  the  analysts'  re- 
ports, there  are  a  number  of  things  to  watch  out  for  as  well. 

BEWARE  INVESTMENT-BANKING  LINKS 

The  fii'st  question  to  ask  about  any  recommendation  is  if 
the  analyst's  fam  is  also  the  investment  banker  for  the  com- 
pany. If  so,  that  will  appear  in  the  fine  print  on  a  brokerage 
firm's  report.  If  you  hear  about  the  recommendation  by  word 
of  mouth  or  the  media,  dig  deeper  by  calling  the  analyst's  fii-m 
or  the  company's  investor-relations  department. 

Be  especially  waiy  of  eai'ly  recommendations  in  the  case  of 
initial  public  offerings.  The  first  recommendations  usually 
come  li"om  the  fuTn  or  firms  that  lead  the  undei^wiiting.  Kent 
L.  Womack,  a  finance  professor  at  Dartmouth  College,  says 
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www.aaopub.com  Check  out  the  Briefs  &  Let- 
ters section  for  short  articles  on  current  account 
ing-related  issues  excerpted  from  the  Analyst's 
Accounting  Observer,  a  newsletter  written  for 
professional  investors.  And  don't  miss  the 
"National  Charge  Clock,"  an  up-to-date  tally  of 
corporate  write-offs. 


gain  vs.  a  1.5%  gain  for  those  frc 
the  underwriter's  analyst 

DECIPHER  THE  RATINGS 


www.briefing.com  Use  the  free  Story  Stocks 
section  to  search  for  news  that  might  be  moving 
a  stock.  Daily  updates  signal  when  analysts 
upgrade  or  downgrade  a  stock  and  when  broker- 
age firms  initiate  coverage. 

wwwl.zacks.com  Analyst  Watch  service 
includes  daily  E-mail  alerts  on  analyst 
changes  affecting  stocks  and  abstracts  of  broker 
recommendations. 


Cover  Story 


WHO  CAN  YOU  TRUST? 


Some  fu-ms  use  a  simple  thrt 
part  rating  system — buy,  hold,  ai 
seU — but  most  embellish  it.  Robe 
S.  Harris,  a  business  professor  I 
the  University  of  Virginia,  sal 
adding  gi-adations  gives  analya 
"wiggle  room"  to  avoid  negati; 
recommendations. 

Some,  like  A.  G.  Edwards 
Sons  and  Merrill  Lynch  &  Co., 
a  five-rung  ratings  system:  t 
levels  of  buy,  a  neutral,  and  t\ 
levels  of  sell.  Many  more  stoc 
earn  top  gi-ades  than  the  botto 
Right  now,  543  of  3,825  Mer 
Lynch  analyst  recommendatio 
are  in  the  top  rating.  Only  eight  have  an  outright  sell. 

Some  fuTOs,  like  Morgan  Stanley  Dean  Witter,  use  a  fo 
part  system:  strong  buy,  outperform,  neutral,  and  underp 
form.  Notice  that  the  system  gives  more  prominence 
telling  investors  to  buy  than  to  sell,  which  is  couched 
"underperform."  It  means  the  same  thing.  Who  wants 
hold  a  stock  that's  expected  to  be  an  underachiever? 

At  first  blush,  a  hold,  or  "neutral"  or  "market  perform 
doesn't  sound  so  bad.  Wliat's  the  harm  in  holding  it,  especi 
if  the  company  is  stm  sound?  Maybe  no  hann  if  you're  a  lo: 
term  investor.  But  in  the  short  ran,  the  stock  may  get  clc 
bered.  Institutional  investors  may  dump  the  stock.  Th( 
goal  is  to  beat  the  market,  so  they  can't  afford  to  hold  on 
a  stock  that's  only  expected  to  match  it.  That's  why  ma: 
pros  considei'  a  hold  to  be  a  sell. 

WATCH  FOR  DOWNGRADES 


With  Wall  Street's  bullish  bias,  any  downgi-ading  is  b 
news.  Harris  says  downgrades  have  a  fai'  greater  negative  i 
pact  on  stocks  than  upgi-ades  have  positive.  Even  movi: 
from  the  highest  to  next-highest  rating  can  trash  a  stock. 

Big  institutional  investors  know  the  analysts'  pronounc 
ments  are  not  always  what  they  seem.  But  unlike  individi 
investors,  they  often  meet  and  talk  with  analysts.  "A  wink 
nod,  or  some  other  body  language  tells  more  than  the  i-epor 
says  Kevin  Landis,  portfolio  manager  of  the  Fii-sthand  Ted 
nology  Value  Fund.  "It's  the  individual  investors  who 
most  susceptible  to  misreading  the  ratings,"  says  Bill  Giu-l 
an  ex-technology  analyst,  now  a  partner  at  Hummer  Winbl 
Venture  Partners.  But  if  the  individual  Imows  how  to  look  up 
der  the  company's  financial  hood  directly,  chances  are  he  !' 
she  will  come  a  lot  closer  to  getting  the  professionals'  ed; 
By  Nanette  Byrnes  and  Jeffrey  M.  Laderman  in  New  Yo\ 

For  custom  reprints  of  this  Special  Report,  call 
609  426-5494  (minimum  order  of  1,000). 


^  "  '  '"'^'^ f'^^cely  competitive  world  of  online  investing  How 
can  they  keep  growing  wh,le  fending  off  competitors?  To  maintain  momentum  as  a 
category  leader,  they  need  the  ability  to  introduce  new  services  in  Internet  time  So 
we  helped  E^TRADE  develop  their  online  Mutual  Fund  Center  in  just  eight  weeks 
giving  them  a  critical  lead;  now  customers  can  trade  more  than  4,000  top  mutual 
unds.  We  also  helped  them  build  the  system  with  the  power  to  manage  wildly 
actuating  activity,  and  scale  up  quickly  to  meet  demand.  What  makes  it  all  possible^ 
Netscape  Application  Server  software.  Today  there's  no  telling  what  business  will 
break  away  from  the  competition  with  a  Netscape  solution.  Learn  more  with  a  free 
information  packet-call  800-945-9361  or  visit  home.netscape.com/breakaway/et 


NETSCAPE* 


Special  Report 


7  A  l\/r  stumble  out 
I  A.M.  of  bed  and  logj 
onto  MyExcite  (www. excite! 
com),  which  greets  you  witl| 
cheery  "Welcome  Harry, 
for  your  local  weather  and  il 
on  your  personal  stock  portl 


The  Net  is  moving  toward 
one-to-one  marketing — 
and  that  will  change  how 
all  companies  do  business 


Now  it  s 


YOUR  WE 


i:3 


Soon  after  Jen  Capozzi  logged  onto  the  online  nurs- 
eiy  Gai-den  Escaj)e  Inc.  last  winter,  she  was  hooked. 
And  it  wasn't  just  because  the  World  Wide  Web 
site  offered  unusual  plants,  such  as  hyacinth  beans, 
fii'ecracker,  and  dog's  tooth  violet.  It's  because  Gar- 
den Escape  created  a  personal  store  just  for  her. 
Greeted  by  name  on  her  personal  page  when  she  visits, 
Capozzi  can  take  notes  on  a  private  online  notepad,  tinker 
with  garden  plans  using  the  site's  interactive  clesign  pro- 
gi"am,  and  get  answers  ft'om  the  Garden  Doctor.  So  far,  the 
41-year-old  insurance  caseworker  from  Litchfield,  Conn.,  has 
spent  $600  at  Garden  Esca})e  and  has  no  plans  to  shop  at  any 
other  nui-sei-y.  With  service  that  pei'sonal,  she  says,  "I  prob- 
ably will  never  leave  it." 

Personal  service  on  the  Internet?  Isn't  that  an  oxymoron? 
For  most  Web  surfers,  the  Net  has  been  just  another  aloof 
mass  medium  like  television,  radio,  and  newspapers,  dishing 
up  a  morass  of  inlbiTnation  that  you  then  have  to  sift  tlii'ough. 
But  as  consumers  such  as  Capozzi  are  discovering,  the  Net  is 
finally  begimiing  to  cast  off  the  mistaken  identity  of  its  youth 
and  deliver  on  its  original  promise — the  ability  to  tailor  itself 
to  eveiy  one  of  its  100  million  users. 

Don't  think  "mass."  Think  "me."  Like  no  other  mass  medi- 
um or  marketplace,  the  Net  offei-s  merchants  the  ability  to 
communicate  instantly  with  each  one  of  their  customers.  The 
Net  also  lets  those  customers  talk  back,  so  that  they  can  de- 
mand unique  products  and  customized  sei-vices.  Until  now,  few 
Web-site  operators  have  taken  full  advantage  of  this  inti- 


mate link,  but  that's  changing.  According  to  a  survey  of 
top  online  merchants  by  New  York  mai'ket  reseai'cher  Jupit 
Communications,  40%  say  they  have  begiin  to  offer  perso 
alized  features,  with  93%  saying  they  will  within  a  year. 

If  personalization  pops  up  all  over  the  Net,  it  could  ush 
in  a  new  era  in  electronic  commerce — one  that  threatens 
shake  the  foundations  of  conventional  mass  marketing  ai 
mass  production.  Indeed,  the  real  kick  fi'om  the  Net's  persoi 
touch  will  go  far  beyond  marketing  and  sales.  Ultimately, 
could  transfomi  not  just  merchants'  contact  with  customs 
but  all  their  operations,  fi'om  how  they  research  and  desij 
products  to  how  they're  manufactured. 
CHANGING  FOCUS.  For  most  of  this  century,  mass  marketii 
and  i^i'oduction  have  held  sway,  thanks  to  both  the  explodii 
population  and  the  incredible  production  efficiencies  of  the  I 
dustiial  Age.  It  just  didn't  make  economic  sense  to  provi 
products  and  services  customized  to  each  buyer  And  witho 
a  cost-effective  way  to  track  the  purchases  and  preferences 
individuals,  marketers  had  to  resort  to  inexact  measure 
such  as  demogi'aphics,  to  sell  their  wares. 

Now,  the  Net — and  its  ability  to  reach  the  masses  indivi 
ually  yet  economically — may  mai'k  a  liistoric  swing  back  to  or 
to-one  mai'keting.  That  could  change  merchants'  focus  ire 
gathering  a  mass  of  customers  for  their  products  to  gettii 
products  that  fit  individual  customer  demands.  "The  techno' 
gy  has  caught  up  to  the  number  of  people  in  the  world,  ai 
we've  come  full-circle,"  says  Steve  Kanzler,  chief  executive 
LikeMinds  Inc.,  a  personalization  technology  company  wl 


'30tF, 

liia; 
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,  .         In  the  office, 
'  A.M.  you're  running 
N  on  floppy  disks  and  printer 
per.  Log  into  your  personal 
count  on  the  company 
;ranet  with  Office  Depot 
ww.officedepot.com),  click 
ew  boxes,  and  the  stuff's  on 
way.  ^ 


10  a.m. 

Calling  up  your 
department's 
intranet  page, 
you  print  out 
market  research 
reports  on  rivals 
you  had  asked 
a  software 
"agent" to 
search  for. 


2-Q  -.yr  An  E-mail  from 
1  .iVl.  Amazon.com 
(www.amazon.com)  tells  you 
the  John  Grisham  book  you 
asked  to  be  alerted  about  is 
out.  You  hit  the  hyperlink, 
land  at  Amazon.com,  and 
with  one  more  click,  the 
book  is  on  its  way  to  you. 


11 


AT.  yr  American  Airlines 
•  iVl.  (www.aa.com)  just 
sent  an  E-mail  with  a  special  fare 
on  your  usual  business  route  next 
week. 


3:30  p.m. 


An  alert  on 
your  cus- 
tomized contact  service  at 
PlanetAII  (www.planetall.com) 
says  your  dad's  birthday  is  next 
week.  Log  onto  the  comparison 
shopping  service  MySimon 
(www.mysimon.com),  which 
sends  out  a  personal  "bot"  to 
scour  the  Net  for  the  lowest  price 
on  the  Sinatra  boxed  set. 


1  0  D  i\/r  While  you're  at 
LU  r.lVl.  the  deli,  your 
cell  phone  beeps.  The  digital 
readout  says  some  stocks  you 
own  hit  predetermined  sell 
prices.  Tap  in  your  sell  orders, 
and  they  go  out  instantly  over 
the  Net  to  your  broker. 


7:30 


p  ,  ,  The  kids 
r .iVl.want  a 

dog.  Surf  over  Ralston-Puri- 
na's  breed  finder  www.purina. 
com),  fill  out  the  question- 
naire on  your  lifestyle  and 
the  kinds  of  dogs  you  like, 
and  the  site  provides  a 
ranked  list.  Yikes — a  St. 
Bernard's  at  the  top. 


9 


P.M. need  a 
bigger  house  to  fit 
that  St.  Bernard. 
Log  onto  Coldwell 
Banker's  Personal 
Retriever  homebuy- 
ing  site  and  peruse 
your  personal  port- 
folio of  homes  that 
meet  your  criteria. 


P.M.  tening  to  a 
)plier  drone  on  about  wid- 
s,  you  surf  Garden  Escape 
vw.garden.com),  check  out 
dscaping  plans  you  did 
me  for  your  garden,  click 
Plant  Finder  for  what  will 
w  in  that  sunny  border,  and 
er  the  suggested 
rigolds. 


10 


P.M.T,™ 

to  relax.  At  Imag- 
ine Radio 
(www.  imagine 
radio.com),  click 
on  "Harry's  Jazz 
Station,"  a  Web 
audio  feed  pro- 
grammed with  your  favorite  artists,  and 
let  Miles  Davis  blow  your  tensions  away. 


the  slogan:  "Every  indi- 
vidual is  a  market." 

Early  signs  show  per- 
sonalization has  a  huge 
payoff.  Jupiter  reports 
that  customization  at  25 
consumer  E-commerce 
sites  boosted  new  cus- 
tomers by  47%  in  the 
ftrst  year — and  revenues 
by  52%.  Even  at  a  cost 
of  $50,000  to  $3  million 
for  the  personalization 
softwai'e,  along  with  com- 
puters to  store  the  cus- 
tomer profiles,  personal- 
ization generally  pays  for 
itself  within  a  year. 

Music  retailer  CDnow 
Inc.  ah-eady  is  singing  its 
virtues.  On  Sept.  16,  it 
launched  My  ('Dnow, 
which  lets  customers  get 
a  page  designed  just  for 
them  with  music  sugges- 
tions based  on  theii'  stat- 
ed preferences,  past  pui-- 
chases,  and  ratings  on 
artists  and  CDs.  CDnow 
has  seen  an  immediate 
benefit  in  consumer  in- 
terest: The  number  of  pages  viewed  on  one  of  its  features, 
called  "Wish  List" — which  appears  on  the  customized  j^ages 
and  lets  shoppers  name  CDs  they  may  buy  latei' —  jumped 
200%.  almost  immediately.  "It  really  is  a  music  store  for  each 
of  our  600,000-plus  customers,"  says  Jason  Olim,  CDnow's 
CEO.  "At  the  end  of  the  day,  it  will  mean  moi-e  revenues." 

Only  if  cybemauts  ai'e  of  the  same  mind  as  merchants,  who 
tliink  the  uj^side  of  personalization  outweighs  the  downside.  So 
far,  the  answer  to  that  is  decidedly  mixed.  Because  cus- 
tomizing requii-es  peo- 
ple to  cough  up  per- 
sonal information  and 
fill    out  sometimes 
lengthy  fonns,  only  a  small  fraction  of  Netizens  have  done  so. 

Worse,  there  are  rising  concerns  about  privacy,  which 
could  prove  the  Achilles'  heel  for  personalization.  Too  often, 
sites  step  over  the  fine  line  between  being  personal  and  be- 
ing nosy.  And  many  Web  surfers  chafe  at  the  very  under- 
pinnings of  personalization:  To  build  customer  profiles,  Web 


LOYAL  CUSTOMER:  Jeri  Capozzi  is  hooked  on  Garden  Escape's  site 


Special  Report 


merchants  often  moniti 
an  electronic  trail  tht 
reveals  all  sorts  of  thiii- 
about  users — say,  th 
you're  a  28-year-old  :,- 
male  Los  Angeles  offp 
worker  who  likes  vej.- 
tarian  food,  Jackie  Ch 
movies,    and  myste, 
novels.  "Personalizati 
to    many    Web  sit 
means,  'How  can  I  si 
you  out  to  an  advertis, 
so  I  can  chai'ge  more  1 
ads?'"  says  Steve  To; 
lin,  CEO  of  PersonaLoj:' 
Inc.  of  San  Diego,  whi 
makes  personalizati 
software. 

Alarmed,  governmei 
officials  are  threateni 
federal  regulation  tli 
could  severely  limit  t 
use  of  personal  deta 
merchants  so  badly  ne 
to  offer  tailored  pro, 
ucts.  One  encouragi 
sign:  Most  E-merchai' 
seem  increasingly  awa 
that  they  have  to  be  i; 
front  with  customei 
and  they're  devising  ways  for  cybernauts  to  surf  incogni 
(page  174). 

SNEAKY  PEEPERS.  Even  if  fears  of  sneaky  peepers  are 
suaged.  personalization  faces  yet  another  liurdle.  For  all  ■ 
promise,  it  still  is  ciiide  and  cumbersome.  Personal-recoi- 
mendation  technology,  which  uses  complex  mathematical  f(j- 
mulas  to  match  people's  likely  interests,  has  a  long  way  to 
before  it  lives  up  to  your  most  tmsted  critic's  suggestioi 
Buy  a  gift  for  someone  whose  tastes  you  abhor,  for  instant, 
and  your  future  customized  recommendations  may  never  i- 
cover.  And  separate  databases  on  your  habits  aren't  alwal- 
matched  up:  Amazon.com,  for  instance,  sometimes  sugge.v 
books  you  have  already  bought  there  (page  176). 

StiU,  those  who  have  taken  the  plimge  seem  pleased.  Poi-  l 
site  Excite  Inc.  says  people  who  use  personalization  coi 
back  five  times  as  often  as  others  and  view  double  the  numl  ' 
of  pages.  They  also  tend  to  stick  around  when  they  come. 
has  kind  of  contained  my  surfing,"  says  Hollywood  pi'odut 
Cliiis  J.  Bender,  who  has  liis  stocks,  movie  news,  and  locj! 


NET  PERSONALIZATrON:  A  PRIMER 


WHAT  IT  IS: 

Personalization  is  what  merchants  and 
publishers  do  to  tailor  a  Web  site  or  E- 
mail  to  a  consumer  based  on  past 
behavior,  tastes  shared  with  others, 
age,  or  location.  Surfers  either  give  the 
data  to  the  site  operator,  or  it  can  be 
gleaned  by  their  movements  or  pur- 
chases on  the  site.  Customization 
involves  the  active  choices  that  Web 
site  visitors  make  to  specify  which 
news,  products,  or  other  features  they 
want  to  see  regularly.  The  goal  for  mer- 
chants: One-to-one  marketing. 


HOW  YOU  USE  IT: 

Shoppers  can  use  a  program  called  an 
intelligent  agent — also  known  as  a 
bot — that  automatically  scours  the  Net 
for  information,  such  as  prices  on 
products.  For  customer  service,  a  few 
Web  sites  feature  a  humanlike  chatter- 
bot,  an  intelligent  agent  that  can 
answer  questions  in  a  conversational 
style.  Many  retail  sites  offer  customers 
a  recommendation  service,  which  uses 
complex  mathematical  formulas  to 
suggest  products  that  match  customer 
preferences. 


THE  TECHNOLOGY: 

Collaborative  filtering  compares  cus-  ! 
tomers'  purchase  history,  stated  prefer; 
ences,  or  clickstream — where  they  go 
on  a  site — with  those  of  other  buyers 
to  determine  what  they're  likely  to  buy 
next.  Another  matching  technique  is 
neural  networks — sets  of  programs  anc 
data  that  mimic  the  human  brain  to 
recognize  hidden  patterns  in  complex  ; 
data,  such  as  correlations  between 
buyers  of  seemingly  unrelated 
products.  [ 
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your    is  open 


An  outlet  store  in  your  home 


$3.95  flat  rate  shipping 


(no  assembly  required) 


40  million  locations 


24  hours 
a  day 


womensfashionsj 


just  for  kids 


Trends,  tips 
and  fashion 
advice 


Your  personal  catalog 

Pick  your  sizes  and  favorite  designers 


in  the  U.S.  alone 

Service  Selection  Savings  Convenience  Security  ^mejltiais 

Lccation: '   ■  .•    i-':.'  ' if' 

P.           .■      /  - 



savings  of  25%  to  75%^ 


Noc'jwds  No  traffic  No  hassles 


Best  search  system 
since  Lassie 


Money  Back  guarantee 

Superior  security 


Much  better 
than  a  print 
catalog 


More  top 
designers 
than  the 
Hamptons 


Cha-chlng! 


blue  com  it's  wear 


Bluefly.com  is  brought  to  you  by  Pivot  Rules,  Inc.,  a  NASDAQ  SmallCap  Company:  PVTR,  PVTRW.  'Pivot  Rules  1998 


SS  E-MAIL. 
AT'S  RIGHT. 
:SS  E-MAIL. 


WELCOME. 


Introducing  PageNet  "  Two-Way. 
Wireless  e-mail.  Two-way  paging. 
Personal  directory.  News  and 
stock  market  updates.  Everything 
you  need  to  survive  a  day  out  of 
the  office.  For  more  information, 
give  us  a  call  at  1-888-PAGENET. 

PAGECSSTf 

vnm.pagenet.  com  /2way 


DZB 


let.  All  rights  reserved.  PageNet  and  PageNet  logo  are 
idemarks  of  PageNet.  ■*» .  Motorola,  and  PageWriter 
ks  or  registered  trademarks  of  Motorola,  Inc. 


weather  on  his  customized 
MyExcite  page. 

How  does  pereonalization 
work?  Buy  a  book  at  on- 
line retailer  Amazon.com, 
and  the  next  time  you  visit, 
the  opening  screen  will 
welcome  you  back  by 
name.  Using  recommenda- 
tion softwai'e  that  analyzes 
your  previous  purchases, 
plus  any  ratings  you  have 
made  on  other  books,  it 
will  suggest  several  new 
books  you  might  like.  And 
it  will  remember  your  per- 
sonal information  so  you 
can  buy  a  book  with  a  sin- 
gle mouse  cHck. 

Or  surf  over  to  portals 
Yahoo!  Inc.  and  Excite. 
Click  on  lists  of  what  you 
want  to  see  and  do  on  the 
Net,  and  type  in  some  per- 
sonal information.  Voila! 
Your  MyYahoo!  or  MyEx- 
cite page  displays  your 
name  and  personal  E-mail 

box,  news  you  request,  sports  stats,  the  weather,  and  an 
alert  about  your  spouse's  birthday  next  week. 

It's  happening  at  work,  too,  where  businesses  are  getting 
just  as  up-close  with  each  other  online.  This  month,  Office  De- 
pot Inc.  began  offeiing  small-business  buyers  personalized  on- 
line catalogs.  And  new 
software  from  Trilogy 
Development  Group 
Inc.  in  Austin  soon 
will  enable  these  customers  to  craft  unique  Office  Depot  cat- 
alogs for  each  of  their  employees — based  on  their  buying 
authority — and  ci'eated  instantly  on  demand. 

Thei-e's  a  lot  more  to  come.  This  fall,  many  of  the  best- 


iii/iiitiniijp 

Jason  Olim 

Founder  and 
CEO  of 
CDnow 

CDnow's  new  per- 
sonalized site,  My 
CDnow,  allows 
visitors  to  create 
a  music  store 
that's  customized 
to  their  individual 
tastes.  "Every 
single  home  page 
will  be  built  on 
the  fly,"  says  Olim. 
"It  really  is  a 
music  store  for 
each  of  our 
600,000-plus 
customers." 


Special  Report 


known  consumer  sites,  such  as  computer-seller  Cyberian 
post  and  N2K  Inc.'s  Music  Boulevai-d,  will  launch  personali>ir 
features  to  help  kick  off  the  holiday  selling  season.  N2K,  ii; 
trial  run  of  personalization  this  year,  found  that  the  rec(  >' 
mendations  prompted  people  to  buy  CDs  10%  to  30%  of  U 
time — a  huge  leap  over  the  average  2%  to  4%  rate  on  ti. 
rest  of  the  site. 

IN  THE  RED.  Cybemierchants  need  just  that  kind  of  boost.  /. 
ter  paying  millions  of  dollars  for  real  estate  on  portals  i|i 
other  liigh-traffic  sites,  few  E-merchants  are  actually  make 
money.  Some  big  ones,  such  as  Amazon.com,  are  expectedp 
lose  money  until  well  after  2000.  To  earn  profits,  they  havei 
get  customers  to  buy  not  just  once,  but  over  and  over. 

For  that,  a  personali^j 


David  Sze 

Vice-president  for 
programming, 
Excite 

Web  portal  Excite 
intends  to  make 
personalization 
easier  by  letting 
Web  surfers 
gradually  reveal 
information  instead 
of  requiring  them 
to  fill  out  long 
forms.  The 
result:  Visitors 
stick  around. 
"People  who  use 
MyExcite  come 
back  five  times  as 
often,"  says  Sze. 


Web  experience  is  criti 
To  keep  coming  back 
even  to  hazard  an  onl 
piu'cha-se  for  the  first  tim^ 
customers  need  to 
they're  getting  someth 
no  one  else  in  the  brick-a  i 
mortar  world  can  ofl^ 
That's  what  Amazon.con: 
trying  to  do.  By  offeri 
personal  recommendatio 
which  can  change  af 
every  piu'chase  and  ev( 
visit,  it  hopes  to  get  peo 
to  keep  coming  back 
worked  for  Christopl 
Mills,  a  mai'keting  manaj 
for  a  ToiTance  (Calif.)  s( 
ware  company.  He  kee 
buying  at  Amazon  becau 
he  says,  "it  has  a  real  p 
sonalized  touch."  Indeed, 
l^eat  buyers  accounted 
more  tlian  60%-  of  Amaze 
$20o  million  in  sales  in 
fii-st  half  of  1998. 

Brand-building  is  just 
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ilhe  has  1200  on  her  SATs, 


id  mutual  fun 


'\v  you  can  fund  a  college  education  witii  a  name 
I  trust.  GE. 

ay,  attending  a  pri\  ate  college  for  four  years  costs  over  $80,000. 
a  child  bom  toda\,  it  will  be  well  over  $200,000.  Be  read\-  when 
'  are  vvitli  mutual  ttmds  from  GE  Financial  Assurance.  The  GE 
ily  of  mutual  fimds  has  over  $20  billion  in  assets,  so  take  adx'antage 
ur  expertise,  and  get  the  inno\ation  you've  come  to  expect  from 
For  more  information,  speak  with  \our  broker  or  financial  ad\isor 
,:all  1-800-242-0134  or  \isit  lus  at  wwvv.ge.com/mutualfiinds.  \\^^ethcr 
or  college  funding,  redrement  or  anvthing  else,  when  \ou  think 
lutual  funds,  think  (jf  GE. 


We  bring  good  things  to  life. 


itment  products  available  from  the  GE  Financial  Assurance  family  of  companies,  part  of  GE  Capital. 

,  r^c  I  .  —  t.  n, : _i I  x  i  r n  i  r  i  ft  o nv  ; o i n /~» 


^Jl■l^^AiJJ.m 

John  R.  Samuel 

Managing  director  of 
interactive  marketing, 
American  Airlines 

Using  the  Internet 
to  quickly  target 
customers,  such 
as  parents  whose 
children  are  on 
vacation,  American 
Airlines  hopes  to 
sell  seats  that 
otherwise  would 
have  gone  unsold. 
Says  Samuel: 
"We're  now  able  to 
create  a  product 
that  couldn't 
have  existed 
before." 


important  as  sales  for 
many  merchants.  They're 
finding  that  personalizing 
attracts  more  people  and 
keeps  them  on  their  sites 
longer.  Ralston-Purina  Co., 
for  instance,  has  a  Breed 
Selector  on  its  purina.com 
site  that  guides  people 
through  a  series  of  ques- 
tions on  their  lifestyle  and 
what  canine  qualities  they 
prize.  It  then  spits  out  a 
ranked  hst  of  dogs  that  fit 
their  personal  preferences. 
Since  the  feature  was  in- 
stalled in  June,  the  num- 
ber of  visitors  has  jumped 
25%,  and  they  stay  twice 
as  long — exposing  them  to 
more  Purina  marketing 
messages,  says  Mark  S. 
Whitzling,  director  of  Pu- 
rina Interactive  Group. 

Loyal  users  are  just  as 
critical  for  merchants.  They 
can  use  the  data  that  mem- 
bers have  revealed  to  help 
advertisers  target  the  most  likely  buyei-s — and  chai'ge  more  for 
the  aiis.  Right  now,  an  untai'geted  Web  site  banner  ad  averages 
about  $17  per  thousand  people  reached — less  than  half  the 

rate  of  consumer  mag- 
azines. Kent  Godfrey, 
CEO  of  the  San  Fran- 
cisco Web  marketing 
technology  fuTn  Andromedia  Inc.,  thinks  ad -driven  sites  need 
some  ads  to  top  $-300  per  thousand  viewers.  "To  do  that,  you 
have  to  tai'get  on  an  individual  basis,"  says  Godfrey. 

It  will  be  an  upliill  stmggle — and  not  because  it  can't  be 
done  technically.  So  fai-,  few  advertisers  tai'get  ads  online  with 
any  more  precision  than  they  do  in  conventional  media  because 
segmenting  too  finely  may  produce  scant  customers.  "We  can 
show  ads  to  golfers  in  Kentucky  with  two  kids,"  says  Charles 
Ardai,  president  of  Juno  Online  Sei"vices,  which  offer-s  free 
Net  access  to  people  willing  to  accept  ads.  "But  is  it  really 
worth  your  while  doing  a  lot  of  work  and  analysis  to  target 
tlu'ee  people?" 

Even  so,  early  trials  show  some  promise.  Ki'aft  Foods, 
Bristol-Myers  Squibb,  Kellogg,  and  othere,  for  instance,  saw  an 
average  27%  increase  in  sales  when  they  i-an  a  tai'geted  banner 
ad  on  the  gi'oceiy-shopping  semce,  Peapod  Inc.  Even  more  im- 
pressive, San  Francisco  electronic  coupon  company  planet  U 
found  in  a  trial  at  Dick's  Supermai'kets  in  Wisconsin  and  Illinois 
that  Web  coupons  tar- 

PERSONALIZATION 
TAKES  OFF... 


Special  Report 


geted  to  shoppers'  pref- 
erences were  redeemed 
20%'  of  the  time — more 
than  10  times  conven- 
tional coupons. 

For  many  earthly 
merchants,  the  Net's 
ability  to  personalize 
products  and  services 
with  pinpoint  precision 
adds  up  to  a  bowling 
ball  aimed  at  the  veiy 
foundations  of  modem- 
day  commerce.  It  her- 
alds wi"enching  change 


Merchants  using  personalization  today 


40% 


Use  or  will  use  it  within  12  months 


93% 


New  customers 
after  12  months 
Revenue  after 
12  months 


UP 
UP 


47% 
52% 


for  how  manufacturers,  distributors,  and  retailers  will  be  |s 
ganized  and  nm.  Today,  most  companies  organize  themselvs 
by  products:  Product  managers  are  the  basic  drivers  ; 
marketing.  In  the  future,  companies  instead  vrill  have  c>. 
tomer  managers,  predicts  Martha  Rogers,  co-author  of  li 
One  to  One  Future:  Building  Relationships  0)i£  Customerii 
a  Time  and  a  professor  at  Duke  University.  Their  job:  Maife 
each  customer  as  profitable  as  possible  by  crafting  produ:; 
and  services  to  individual  needs. 

HALLOWED  GROUND.  The  upshot  is  that  actual  customer  c 
mand — not  forecasts — will  drive  production.  Dell  Compu: 
Corp.,  for  instance,  has  created  some  1,500  customized  hou 
pages  for  its  best  customers  so  they  get  dii'ect  access  to  c 
porate-specified  personal  computers,  negotiated  discounts,  k 
records  of  orders  and  payments.  This  is  a  big  reason  Dell's  , 
unit  sales  are  gTowing  over  70%  a  year,  light-years  ahead  u 
the  industry  average  of  11%'.  j 
The  Web  even  allows  customers  to  directly  influence  tie 
most  hallowed  province  of  corporatedom:  product  reseat 
and  design.  Consider  the  case  of  Sapient  Health  Netwo  : 
The  site  offers  personalized  information  for  some  115,000  s." 
ferers  of  20  different  diseases,  from  breast  cancer  to  h- 
patitis  C.  After  filling  out  an  extensive  questionnaire  ii 
their  unique  conditions,  each  patient  gets  a  personal  "boi 
shelf  full  of  symptoms,  treatments,  and  the  like,  specific  Witt 

ly    related    to  th 


...AND  THE  PAYOFF 
CAN  BE  SWIFT 


DATA;  JUPITER  COMMUNICATIONS  CO.  SURVEY  OF  25  COMPANIES 


MONTH 

1ST      3RD        5TH         7TH'       9TH      HTH  12TH 

▲  PERCENT    'POINT  WHERE  INVESTMENT  PAYS  FOR  ITSELF 


unique  ailments. 

Originally,  Sapi( 
charged  subscript 
fees — but  patiei 
balked.  So  now,  Sa 
ent  makes  money  frjn 
collecting  patient  d<t) 
anonymously,  compili 
it  into  population  stu- 
ies,  and  selling  it  it) 
drag  companies.  It  af 
conducts  focus  groi  .- 
and  recraits  willing  l- 
tients     into  clinikl 
trials   of  new  tret- 
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Era  0 


we  have 


erg 


One  company  has  emerged  as  a  pdw 
leader  in  the  unregulated  energy  market- 
place. It's  DTE  Energy  -  a  leader  that  offers 
today's  business  world  an  extraordinary 
level  of  energy  management. 

>t  DTE  Energy,  we  have  all  the  resources  in 
ace  to  help  business  and  industry  achieve 
lly  customized  energy  solutions.  Working 
igether  with  all  of  our  affiliates,  we  can 
"elieve  you  of  capital  risks,  financing  costs, 
development  costs,  technical  headaches  and 
maintenance  worries.  We  can  even  provide 
on-site,  capital-intense  energy  management 
and  on-going  energy  risk  management. 

And  with  the  strength  and  experience  of 
Detroit  Edison  at  our  core,  we  can  do  even 
more  to  help  you  realize  true  turnkey 
energy  management  solutions. 

In  the  era  of  non-regulated  energy,  the 
formula  for  single-source  energy  solutior^ 
simply  e=DTE.  DTE  Energy  1-800-2  94-8C 


i 
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ments — often  with  unheard-of  targeting,  such  as  people  who 
are  incontinent  and  wet  one  pad  a  day.  Asks  Sapient  prod- 
uct marketing  director  Michael  S.  Noel:  "Where  are  you  go- 
ing to  find  these  people  in  the  real  world?" 

  Ultimately,  these 

ever-widening  elec- 
tronic linlis  to  the  cus- 
tomer will  lead  to  the 
Holy  Grail  for  manufactui-ers  and  service  providers:  mass 
customization  of  products.  For  an  early  example,  look  to 
artuframe.com.  The  art  and  framing  site  based  in  Lake  For- 
est, 111.,  started  offering  1  billion  possible  combinations  of 
posters  and  frames  last  May.  Using  recommendation  soft- 
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ware  from  Net  Perceptions  Inc.  in  MinneapoUs,  customrt- 
narrow  down  the  vast  choices — eventually  coming  up 
their  unicjue  product.  "We're  giving  total  control  to  the  c|- 
tomer,"  says  artufi'ame.com  President  William  A.  Lederer  fe 
expects  $3  million  in  sales  this  year 

The  Net's  ability  to  reach  millions  instantly  and  individu  h 
is  even  creating  products  that  couldn't  be  sold  economic^ 
before.  American  Airlines  Inc.  recently  beefed  up  its 
quent-flyer  member  site  using  one-to-one  marketing  s 
ware  from  BroadVision  Inc.  Members  can  streamhne  tlx 
booking  process  by  creating  a  profile  of  then-  home  airpt 
usual  routes,  seating  and  meal  preferences,  and  the  like 
themselves  and  their  families.  With  these  profiles  and  a  \i 


FENDING  OFF  THOSE  PESKY  SNOOPS 


You're  55  years  old,  you  make 
$50,000  a  year,  and  you've  been 
surfing  the  Web  for  athletic-shoe 
supports.  Suddenly,  Amazon.com 
starts  urging  you  to  buy  safe-sport 
guides  for  aging  joggers.  Even  more 
irksome,  conow  Inc.  is  recommend- 
ing you  buy  '60s  oldies  by  such 
artists  as  Iron  Butterfly.  Jeez.  It's 
bad  enough  CDnow  thinks  you're  a 
heavy  metal  fan.  Do  you  really  want 
these  sites  to  know  your  salary,  your 
age,  and  all  about  your  fallen  arches"? 

The  trouble  is,  most  of  them  al- 
ready do.  Consider  "cookies,"  the 
deceptively  sweet  name  for  soft- 
ware that's  dovniloaded  into  yom- 
PC's  hard  drive,  usually  without 
yom'  knowledge.  Sent  by  online 
merchants,  advertisers,  and  Internet 
services,  they  quietly  record  youi" 
Web  habits.  Each  time  you  visit  a 
site,  cookies  are  uploaded  for  review 
by  the  people  who  put  them  there, 
so  they  can  pitch  you  products  you 
may  find  too  good  to  pass  up. 

Some  cookies  simply  track  what 
you  read  and  buy  on  a  single  Web 
site.  But  more  poweifiil  software, 
called  "tracking  cookies,"  follow  you 
eveiywhere.  These  hard-drive  super- 
snoops,  often  used  by  advertisers,  let 
marketei's  combine  data  ft'om  the 
cookie  on  your  hard  diive  with  the 
personal  infomiation  you  volunteei- 
when  filling  out  registration  fomns. 
AiTned  with  such  profiles,  cybersales- 
men  may  be  able  to  get  at  yoiu'  cred- 
it-rating, salaiy,  and  lifestyle. 
BLOCKERS.  What  to  do?  You  can  block 
cookies  entirely,  using  the  preference 
settings  in  the  pull-down  menus  of  the 
two  leading  browsers,  Netscape  Navi- 
gator and  Microsoft  Internet  Exploi- 
er.  Or  you  can  cui'b  theii'  snooping. 
With  Netscape  Navigator  4.0,  you  can 
set  preferences  so  that  yom-  browser 
accepts  only  cookies  that  get  sent 
back  to  the  "originating  server" — no 
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more  tracking  cookies.  The  result:  E- 
merchants  and  sei'vices  are  kept  from 
tracing  anything  you  do  beyond  then- 
site.  And  there  ai'e  other  ways:  Soft- 
ware, such  as  Kookabuira  Software's 


TAKE  CONTROL 

JUST  SAY  NO  Browsers  by  Netscape 
and  Microsoft  let  you  turn  off  cook- 
ies, data  files  that  track  your  move- 
ments online  and  are  placed  on 
your  hard  drive  when  you  first  visit 
a  site.  But  much  of  the  Web  then 
IS  rendered  off-limits — and  you 
won't  get  customized  information. 

PICK  AND  CHOOSE  COOKIES  Trust 
Labels,  a  free  browser  plug-in  from 
Engage  Technologies  Inc.,  filters 
out  cookies  that  might  identify  who 
you  are  or  where  you  live,  so  you 
can  personalize  sites  yet  remain 
anonymous.  Netscape  may  put  the 
software  in  its  next  browser. 

CREATE  YOUR  OWN  PROFILE  Software 
makers  are  working  jointly  on  a 
much  broader  filter  called  P3P, 
which  would  let  you  tell  your 
browser  how  much  data  to  divulge. 


Cookie  Pal  ($15),  lets  you  list  sites 
from  which  you'll  accept  cookies.  And 
for  $60  a  year,  Netizens  can  subscribe 
to  The  Anonymizer,  a  San  Diego-basei 
sei-vice  that  lets  you  surf  the  Web  ani 
send  E-mail  anonymously. 

Some  Net  mai'keters  argue  that  ai 
long  as  your  real  name,  address,  an 
phone  numbers  are  pi'otected,  it's  i 
possible  to  overly  intrude.  "We  don'tl 
need  to  know  who  a  person  is  to  cus| 
tomize  the  experience,"  says  Dan 
Jaye,  chief  technology  officer  of  En- 
gage Technologies  Inc.,  which  sells 
anonymous  user  profiles  to  online 
marketers.  Over  the  past  five 
months.  Engage  has  amassed  a 
database  of  38  million  user  pro- 
files, which  it  sells  to  advertisers  am 
E-retailers.  Jaye  says  these  "can't  b( 
used  to  track  you  down.  If  the  gov- 
ernment subpoenaed  our  database, 
we  couldn't  tell  them  who  you  are." 

For  those  still  worried.  Engage  is 
developing  "tmst  labels,"  which  re 
ject  any  cookie  that  marketers  or  ad 
vertisers  use  to  expose  a  Web 
surfer's  real  identity.  Engage  demon- 
strated the  tool  to  the  Commerce 
Dept.  in  June,  and  Netscape  may 
add  it  to  the  next  version  of  its 
browser,  due  late  this  year. 

But  the  most  ambitious  privacy  ef 
fort  so  far  is  called  the  Platform  for 
Privacy  Preferences  (p;3P).  Software 
companies  are  working  on  a  P3P  stan 
dard  that  would  let  cybernauts 
choose  how  much  personal  informa- 
tion to  disclose.  Under  the  plan,  cy- 
bemauts — by  setting  their  browser 
pi'eferences — may  choose  to  block  ou 
everything  or  agree  to  disclose  only 
some  data,  such  as  theii*  zip  code  anc 
gender.  Progress  is  slow,  however,  sc 
consumers  may  have  to  wait  a  while 
for  relief.  Until  then,  the  best  advice 
might  come  from  your  mom:  Don't 
accept  cookies  fi"om  stranger's. 

By  Paul  C.  Judge  in  Bosto 
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Faster,  Easier  Travel  Planning  ▼ 


Oo*rt  osSb  Wirt.  Tj*« 


AA.com™.  It's  all  new.  And  now,  it's  all  yours.  With  online  travel  planning  ttnat's  so  quick  and  easy,  you  can  look 
and  book  faster  than  ever  before.  There's  instant  access  to  your  current  A^Xdvantage'  mileage  balance  and  account 
information.  Travel  packages  inspired  by  your  own  interests  and  preferences.  Even  exclusive  Net  SA*Xver  Specials'"  to 
help  save  you  money.  So  visit  the  new  AA.com  today.  Built  around  you,  there's  truly  no  other  site  quite  like  it. 

The  ultimate  web  site  for  everything  AmericanAirlineS'° 
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to  reach  members  instantly,  American  can  offer,  say,  par- 
ents whose  children's  school  vacations  start  in  a  few  weeks 
discounts  on  flights  to  Disney  World.  Says  John  R.  Samuel, 
managing  du'ector  of  interactive  marketing:  "We're  now  able 

to  create  a  product 
that  couldn't  have  ex- 
isted before." 

As  the  Net's  abili- 
ty to  personalize  products  and  services  spreads,  teira  fii'ma 
businesses  will  have  to  follow  suit.  How  long  will  Compaq 
Computer  Corp.'s  customers,  for  instance,  remain  willing  to 
wait  longer  for  shipments  and  get  less-customized  PCs  than 
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competitors  buying  fi-om  Dell?  "Consumers  are  going  to  ha 
the  big  stick,"  says  Eileen  Hicken  Gittens,  president  of  P 
sonify  Inc.,  a  San  Francisco  maker  of  Web  customer-analy 
software. 

Does  all  this  mean  the  end  of  mass  marketing?  Of  cou 
not.  Many  merchants  aren't  even  ready  to  go  online  in 
big  way,  let  alone  market  one-to-one.  But  for  all  the  perils 
personalization,  the  real  danger  is  pretending  the  Net  is  j 
another  marketing  channel.  After  all,  why  do  you  think  th 
call  'em  customers'! 

By  Robert  D.  Hof  hi  Smi  Mateo,  with  Heather  Green 
New  York  and  Linda  Himelstein  in  San  Mateo 


SOME  MATCHES  ARE  NOT 
EXACTLY  MADE  IN  HEAVEN 

Our  reporter  finds  customizable  Web  sites  are  fun,  but  also  a  pain  in  the  neck 

I admit  it.  I'm  a  bit  of  a  privacy  fi'eak. 
I  memorize  a  fake  phone  niunber 
for  nosy  video-rental  clerks. 
And  I  don't  paiticipate  in  su- 
peiTTiarket  rewards  progi'ams 
foi'  fear  of  revealing  my  per 
sonal  data  (say,  my  weak- 
ness for  Cheez-Its).  So  even 
if  Web  sites  promise  me 
personalized  news  or  prod- 
uct recommendations,  I  of- 
ten hesitate,  or  at  least 
ftidge  data  on  the  registra- 
tion foiTTis — 0.  K.,  so  I  lie. 
But  to  keep  our  readers  in- 
formed (and  to  keep  my 
job),  I  have  sacrificed  my 
privacy  to  check  out  cus 
tomizable  sites. 

I  began  my  search  foi 
My  Web  where  just  about 
everybody  else  does — at 
the  Internet  portals.  Since 
last  year,  Yahoo!,  Excite,  In- 
foseek,  Lycos,  and  other's  have 
offered  ways  to  customize  their 
sites  in  hopes  of  making  you  forget 
they  were  just  supi:)osed  to  be  dooi-ways  to 
everywhere  else.  I  tried  My  Yahoo  first  and,  Lu  my  relief,  it 
didn't  ask  foi-  much  personal  info.  But  I  got  a  cramp  from 
spending  a  couple  of  hours  scrolling  through  screen  after 
screen,  picking  which  news,  sports  scores,  stock  prices,  and 
other  featiu'es  I  want  to  see  on  my  pei'sonal  start  page. 
FIRST-NAME  BASIS.  An  easier-  way  comes  fi-om  Excite.  Instead 
of  for-cing  you  to  fill  out  a  for-m,  it  asks  that  you  type  in  yoiu- 
zip  code  for  local  weather,  your-  birth  date  for  your-  hor-oscope, 
and  so  on.  Before  you  know  it  (that's  the  idea),  you  build  up 
a  profile  that  allows  Excite  to  tailor-  material  for-  you.  You  still 
have  to  make  some  choices  to  per-sonalize  ar-eas  such  as  news 
and  stocks.  But  at  least  MyExcite  has  manner-s:  It  greets  me 
by  my  name — not  "r-obh56,"  like  My  Yahoo. 

But  I  r-eally  came  her-e  to  buy  stuff  on  the  company  dime. 


HURRY  UP  AND  WAIT 

Personalized  Web  sites  can 
test  your  patience:  You'll 
spend  a  couple  hours  clicking 
and  scrolling,  for  example, 
with  MyYahoo's  page  setup 


Uh,  I  mean,  I  want 
find  out  how  well  the  t 
called  recommendati 
ser-vices  wor-k.  Mer-chai 
like  online  booksell 
Amazon.com  use  softw: 
that  logs  my  interest 
and  piu-chases  and,  usii 


complex  mathematical  f(  | 
mulas  to  match  them  to  other  customer-s'  habits,  spits  o 
suggestions  for  pr-oducts  people  with  similar-  tastes  have  boug| 
I've  or-flered  only  a  few  books  fi-om  Amazon,  on  cooking,  the 
ternet,  and  Jack  Kerouac.  So  when  I  ask  it  for  r-ecommenc 
tions,  I  can't  blame  it  for-  suggesting  mor-e  books  on  the 
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MARIE  ANTOINeTTe- 
PEASANTS  ARE  RESTLESS 
DO  NOT  MENTION  "CAKE." 

TRUST  ME. 


If  your  paging  service  isn't  guaranteed, 
you  could  be  missing  some  important  messages. 


iing  a  message  can  make  anyone  want  to  revolt.  Tliat's  why  Sky  Word'  Plus  from  SkyTel'  is  the  first  nationwide  paging  service  that  guanintees  you'll 
all  your  messages.  Even  if  you  go  out  of  range,  turn  your  pager  oft,  or  your  batteries  die,  SkyWord  Plus  will  make  sure  your  messages  get  to  you. 
,  you'll  get  e-mail  on  your  pager  and  protection  against  garbled  messages.  And  all  of  this  actually  costs  less  than  most  ordinary  paging.  So,  for  the  best 
e  in  paging,  don't  lose  your  head.  Get  SkyTel.  And  get  the  message,  guaranteed.  Limited-time  iifler:  Call  now  and  ^ct  a  personal  800/888  number  tor  tree. 


Caller  ID 
hw  Available. 


Featire- 

SkvWorh  Pels  Service 

Guaranteed  Delivery 

Yes 

E-Mail  On  Y(>ur  Pager 

Yes 

Protection  Against  Garbled  Messages 

Ye. 

Monthly  Cost 

$24.95 

SkKTelA. 

Call  1'800'870'8353 
or  visit  www.skytel.com 


yTel  features  advanced  messaging  pagers  by  Motorola. 

SkyWotd  Plus  price  iniludes  600  I  O-tharotter  messages  Equipment  ond  enhanced  services  ovarloble  at  on  odditionol  charge.  ©1998  SkyTel.  SkyTel  Communications  is  o  NASDAQ  Company,  SKYl 
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and  cooldng  (but  nothing,  oddly,  on  Beat  Generation  winters). 

To  refine  my  profile,  I  dive  into  Amazons  I'ating's  section  and, 
on  countless  pages  of  book  lists,  click  either  "I  own  it"  or 
"Not  for  me"  under  each  book.  There's  seemingly  no  end,  so  af- 
ter 20  pages  of  this,  I  stop,  rub  my  eyes,  and  ask  for  recom- 
mendations. In  the  literature  and  fiction  category,  the  fii'st  six 
suggestions  ai'e  by  John  Steinbeck,  many  of  whose  books  I  told 
Amazon  I  own.  Not  exactly  rocket  science.  The  nonfiction  cat- 
egory brings  up  more 
Net  and  cooking  fare, 
plus  Niglitwork:  Sexu- 
ality, Pleasure,  and 
Corporate  Mascnliuitij  ht  a  Tokyo  Hostess  Club.  Whoa!  Wliere 
did  that  come  fi'om?  Several  intriguing  choices  do  pop  up,  one 
of  wliich  I  buy  (Silicon  Snake  Oil,  by  Cliffoixl  Stoll).  But  I  bet 
the  sei^vice  would  be  more  accurate  if  I 
could  just  tyi^e  in  some  favorite  books. 

Still,  Amazon  does  better  than  the  com- 
petition. At  baiTiesandnoble.com,  the  per- 
sonal recommendation  area  is  nowhere  to 
be  found  on  the  site's  fii'st  page.  No  won- 
der. Once  I  find  it,  I  work  through  a 
dozen  screens  but  find  mostly  contempo- 
rary fiction  and  only  a  few  books  I've 
read.  Siu'e,  make  me  feel  like  a  philistine. 
Finally,  a  blank  screen  appears.  What 
now?  I  go  back  and  try  the  "Get  recom- 
mendations" button — and  it  asks  me  again 
to  rate  all  those  books.  Think  again. 
JOHN  DENVER?  I  hope  to  have  better  luck 
with  compact  disks.  My  C'Dnow  almost 
blows  it  by  recommending  a  Jolin  Denver 
CD  immediately  after  I  register  my  music 
preferences.  I  suppose  it  couldn't  Icnow  I 
hate  John  Denver,  but  it  does  know  I 
chose  neither  country  nor  folk  as  a  pi'ef- 
er-ence.  However,  after  ener'getically  click- 
ing "not  for  me"  on  that  one  and  clicking 
on  others  I  did  like — I  also  could  type 
in  my  favorite  artists  and  rate  r-ecords  I 
already  own — the  suggestions  quickly  im- 
proved. Otis  Redding?  Bingo. 

Emboldened,  I  move  on  to  movies. 
Video  mei'chants  such  as  cinemax.com  and 
bigstar-.com  offer-  a  few  good  suggestions 
but  also  some  head-scr-atcher-s:  C'mon,  does 
auyoue  actually  like  the  golf  far'ce  Happy  Gilmofe']  That's 
why  Reel.com  Inc.  is  so  refr-eshing.  Instead  of  hoping  that 
buyer's  will  i"ate  enough  movies  to  build  up  an  adequate  data- 
base, a  staff  of  40  real  people  r-ates  and  matches  movies  before 
plugging  them  into  a  r-ecommendation  pi'ogr-am.  I  ask  for 
movies  similar  to  Pulp  Fiction,  and  "close"  matches  spit  out 
Get  Shorty  and  Reservoir  Dogs.  Nice.  But  the  "cr-eative" 
matches  wer-e  even  better:  Fargo,  Trainspotting,  and  Bine 
Velvet  (though  after  watching  all  those  in  succession,  I  might 
welcome  Happy  Gibnore). 

Now,  I'm  i-eady  for  the  big  kahuna — buying  a  house.  Cold- 
well  Banker-'s  Per'sonal  Retriever  makes  a  decent  attempt. 
Clicking  thr'ough  a  series  of  choices  on  the  type  of  house  I 
want,  the  price  range,  the  location,  and  the  like,  I  create  my 
per'sonal  portfolio  of  house  listings  in  the  locales  I'm  inter'ested 
in.  Hmmm — only  four  in  my  price  range?  (How  about  a 
raise,  boss?)  Once  I  find  a  listing  I  like,  I  click  on  a  calculator- 
to  figure  what  my  mortgage  would  be  (ouch!)  and  get  some 
infor-mation  on  local  schools.  I  can  save  the  listings  and  get 
updates  via  E-mail.  It's  handy,  but  Kmited  to  Coldwell  Banker- 
listings,  and  it's  not  all  that  tailor-ed  to  my  financial  situation. 

I'll  have  better-  luck  once  I  have  the  house  and  can  get 
started  on  a  gar-den.  Gar-den  Escape's  gar-den.com  offer-s  a  i-aft 


Getting  Personal 

Like  any  new  technology,  the  software 
behind  personalization  of  Web  sites 
can  have  some  rough  edges  when  it 
comes  to  getting  your  personal  page 
set  up  or  getting  back  what  you  want. 
Oui'  review  surveyed  a  few  sites  to  see 
whether  the  experience  was  a 
pleasure,  a  pain,  or  just  so-so. 


WEB  SITE 

AMAZON.COM 

BARNESANDN0BLE.COM 

GARDEN.COM 

IMAGINERADI0.COM 

MY  CDNOW  (cdnow.com) 

MYEXCITE  (excite.com) 

MYYAHOO!  (yahoo.com) 

PERSONAL  RETRIEVER 
(Coldwellbanker.com) 
REEL.COM 


of  appeahng  personalized  featui'es,  starting  with  a  home  pa, 
tailor-ed  to  my  climate  (which  it  knows  fi-om  the  zip  code  o 
tained  dining  a  short  registr-ation).  I  also  can  store  or-ders  f 
plants  and  tools  in  a  "wheelbarrow"  for  later  purchase,  j 
notes  about  plants  in  an  online  notebook,  and  launch  a  Gar-d 
Planner  pr-ogram  that  lets  me  plug  in  plants  on  a  grid  re 
resenting  my  garden.  A  Garden  Doctor  even  answer-s  que 
tions  personally. 
CHATTERBOTS.  For'  piu-e  ftm,  though,  my  favorite  customizal 
site  is  Imagine  Radio.  It  lets  me  create  my  own  online  rac 
station  on  the  site,  wliich  can  be  heai'd  by  anyone  tlu-ough  a 
using  Real  Networks  Inc.'s  latest  player-.  Clicking  away  on 
long,  though  Umited,  list  of  ar-tists  (no  classical,  for  example)] 
create  my  own  per-sonal  station  with  just  the  music  I 
No  Yanni  or  Michael  Bolton  for-  me.  Ciuious?  Check  out  "R; 

Rob":  Click  on  the  site's  "personal"  mui 
button,  and  it's  in  the  "Car-nival"  sectio: 
Although  these  ser-vices  are  suppos 
to  make  the  Web  feel  mor-e  personal, 
most  none  of  it  feels  as  if  there's  someo; 
at  the  other  end  of  the  wire.  For  that 
tr-y  a  prototyi^e  service  fi-om  Big  Scie 
Co. — a  so-called  chatterbot,  or  artific; 
intelligence  character.  One  named 
dr-ette  is  being  tested  as  a  possible 
berconcier-ge  at  Access  Atlanta,  a  C' 
Inter-active  Media  city  guide.  Here's 
sample  (typed)  conversation: 

Andrette:  "Tell  me  what  you  are  loo 
ing  for-." 

Me:  "I'm  looking  for  love." 
Andr-ette:  "Say  that  again,  please?" 
Me:  "Wliat  ar-e  the  best  bar's  in  town 
Andrette:  "To  discover  some  gre 
r'estaurants,  click  here." 

Me:  "0.  K.,  how  about  music  clubs? 
Andrette:  "Click  her-e  for-  the  Acce 
Atlanta  music  calendar." 

Not  bad,  I  suppose,  but  a  entertai 
ment  listings  index  of  might  work  betti 
What  I  initially  fear-ed  most  fi'om  : 
these  per-sonalization  efforts  was  a  delu 
of  junk  E-mail.  So  far-,  that  hasn't  been 
pi-oblem.  I  get  mor-e  spam  fi-om  two  pos 
to  a  single  Usenet  group  a  year-  ago  th 
fi-om  all  my  per-sonalized  Web  adventurt 
On  the  other  hand,  the  E-mail  pitches  I  have  r-eceived  doi 
seem  to  make  use  of  the  per-sonal  inibr-mation  I've  divulgt 
American  Airiines  Inc.,  whose  fi-equent-flier-  program  I  sign 
up  for-  onhne,  has  sent  me  several  E-maOs  on  last-minute  N 
SAAver'  Far-es  and  hotel  deals — none  tar-geted  to  my  home  a 
port,  let  alone  r-outes  I  specified. 

Clearly,  Web  personalization  has  a  long  way  to  go.  Na 
gating  the  Web's  vast  r-esour-ces  still  i-equir-es  a  steady  mouf 
hand,  a  big  br'owser  bookmark  file,  and  a  lot  of  patiemy; 
Oh,  and  I  almost  for'got,  a  good  memory.  I've  created 
many  sign-on  names  and  passwor-ds  for  security  on  vario 
sites  that  I  can't  remember-  them  all.  So  I  have  to  wri 
them  down — the  wor-st  security  breach  of  all.  Even  so,  r 
personal  Web  alr-eady  is  useful.  I  do  get  things  done  fast 
and  sometimes  thscover  tilings  I  didn't  know  I  wanted — to  t 
detriment  of  my  credit-car-d  balance.  I  tend  to  stick  aroui 
some  sites  more  consistently  and  even  feel  a  little  war 
and  fuzzy  toward  a  few.  Your  r-esults  may  vary.  But  thf 
that's  the  whole  idea. 

By  Robert  D.  Hof  in  San  Mateo,  Cal 

For  custom  reprints  of  this  Special  Report,  call 
609  426-5494  (minimum  order  of  1,000). 
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"Wf  lu'lieve  innovative  thinkinc)  sets  us 
apart. . .  it's  oiif  reason  we  have  offices  in  a 
dynamic  environment." 


"Nothing  encourages  success 
like  being  around  it  every  day." 


f  you  think 


our  offices 


inspire  brilliance 
and  creativity, 


wait  till  you  meet 


our  tenants. 


US  .  Trust  Company  of  California  and 
TriNet  Corporate  Realty  Trust  are  among 
the  outstanding  firms  that  have  chosen 
Embarcadero  Center  as  their  business 
address  They  loin  an  impressive  roster  of 
San  Francisco's  most  recognized  and 
successf"ul  professional  talents. 

Welcome  to  the  Center. 


[iSnCflOflD  [[NlfB 


Allied  Arts  Guild 


(^y/ravei  our 


cobblestone 
paths  and 
help  some 
children  along 
th 


Historic  Spanish  Colonial  Architecture,  Magnificent  Gardens,  fresco  Biieno  Murals 

Artisans'  Studios  and  Shops 
Restaurant,  Private  Parties,  Special  Events 

75  Arbor  Road  at  Cambridge,  Menlo  Park,  CA  94025 

Open  to  the  public  Monday  -  Saturday,  10  am  -  5  pm 
For  information  call  650»322«2405 
For  restaurant  reservations,  call  650»324»2588 


The  Allied  Arts  Guild  is  managed  by  the  volunteers  of  Woodside-Atherton  Auxiliary, 
benefiting  Lucile  Salter  Packard  Children's  Hospital  at  Stanford. 


iO 


LUCILE  PACKARD  CHILDREN'S 
^  HEALTH  SERVICES  AT  STANFORD 

UCSF  Stanford  Health  Care 


0  WIRELESS  PHONES,  30  PAGERS,  AND  A  DOZEN  OTHER  GIZMOS. 


TELL  ME  AGAIN  HOW  THIS  WILL  MAKE  ME  MONEY. 

No  question  about  it,  there  are  all  sorts  of  truly  can  provide  a  wireless  solution  for  your  company 

amazing  wireless  gadgets  out  there  that  can  do  that  will  let  your  employees  do  more  now.  With 

all  sorts  of  truly  amazing  things.  The  problem  is,  advanced  features  like  wireless  Internet 


there's  really  only  one  truly  amazing 


Pie  ase  call 


thing  that  most  businesses  need  to  do:    {  619-946-1745 
make  a  profit.  And  just  exactly  how  can 
a  bunch  of  fancy  wireless  doodads  and 


high-tech  cellular  wonders  help  do  that? 
By  increasing  productivity,  that's  how. 

LET  YOUR  PEOPLE  DO  MORE 
When  three  people  can  review  a  contract 


■Contract- 
fipF-roved 

[Done  1i-  Act] 


i>ei3il 

fiddn  Book 
3  Calendar 
[OK  t 


access,  paging,  three-way  calling 
and  mobile  fax  capabilities,  just 
to  name  a  few.  And  GTE's  business 
packages  will  link  your  people  together. 
So  they  can  talk  to  each  other,  and  the 
main  office,  as  often  as  they  need  to  from 
wherever  they  are  —  at  special  reduced  rates. 


together,  even  though  they're  traveling  in  three 
different  time  zones,  it's  not  just  more  convenient; 
it's  more  productive.  With  GTE  Wireless,  e-mail  is 
read  the  same  day  it's  sent.  Documents  can  be  faxed 
to  people  on  the  road.  Meetings  aren't  delayed  or 
(  I     cancelled.  More  work  gets  done 

in  the  same  amount  of  time. 
WHY  GTE  WIRELESS 

Because  at  GTE  Wireless,  we 


CUSTOM-MADE  SOLUTIONS 
Just  as  important,  you  won't  be  forced  into  some 
pre-configured  plan.  We'll  custom-design  a  solution 
to  fit  your  business.  So  you'll  get  the 
technology  you  need,  no  more  and  no 
less.  TTiat's  how  a  wireless  solution  from 
GTE  can  make  you  money.  Wliich  is  the  most  truly 
amazing  thing  of  all.  To  find  out  more  about  how 
GTE  Wireless  can  help  make  your  business  more 
productive,  please  call  1-800-587-2877. 


(ES3 


S)  1998  GTE  Wireless 


PEOPLE 
MOVING 
IDEAS" 


WIRELESS 


(Ji  The  Pacific  Bank 

^^ffMt/^  National  Associatiwii 


California's  Premier  Bank 
800.675.7273 

»  w  w  .  |i  lie  i  I  i  I'  I)  a  II  k  .  ('  <>  in 
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Mriiilx  r  I 


Their  Award-Winning  Environmental  Efforts 
Yield  Profits  That  Are  Off  The  Charts. 


EPA  Congratulates  the  Energy  Star"  Buildings  and 
Green  Lights  '  Partners  and  Allies  of  the  Year. 

American  Electric  Power  Company 

City  of  Scottsd^le,  Arizona 

Compaq  Computer  Corporation 

Davenport  Community  School  District 

Johnson  &  Johnson 

Louisville  and  Jefferson  County  Metropolitan  Sev/er  District 
McDonald's 
Mobil  Corporation 
St.  Joseph  Hospital 

The  Trane  Company,  Worldwide  Applied  Systems  Group 
Walt  Disney  World  Co. 


lAII  Green 
Lights 


These  leaders  demonstrate  that  energy  efficiency  is  smart  business,  boosting  their  bottom  lines  while 
peaking  environmental  performance.  By  installing  energy-efficient  technologies  in  their  buildings,  these 
organizations  annually  save  more  than  $39  million  and  prevent  the  release  of  more  than  336  million 
pounds  of  carbon  dioxide.  Their  av/ard-vvinning  efforts  reduce  operating  costs  and  build  more  competitive 
organizations,  as  v/ell  as  help  prevent  global  climate  change,  acid  rain,  and  smog.  It  seems  some  companies 
share  their  profits  with  the  world. 

To  learn  more,  call  the  toll-free  Energy  Star  Hotline  at  l-888-STAR-YES  (1-888-782-7937). 


CA3A 


SoxTxe  employees  ^wrorlc:  Ixarder, 
loin^ger  £ixxd  sIxotat  rriore  loyalty. 


So,  Ixoiw  exactly  are  tli^ey  disal^ledL? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization 
on  Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourage 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN. 


TRUSTEES  CIRCLE 

The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 
The  McGraw-Hill  Companies,  Harold  McGraw  III 
Merrill  Lynch  &  Co.,  Inc.,  David  H.  Komansky 

CHAIRMAN'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Ferm 

Fannie  Mae,  James  A.  Johnson 

Provident  Companies,  Inc.,  J.  Harold  Chandler 

Reicher  Capital  Manogement  Co.,  Jeffrey  P.  Reich 

United  Parcel  Service,  James  P.  Kelly 

UNUM  Corporation,  James  F.  Orr  III 

Westinghouse  Electric  Corporation,  Michael  H.  Jordan 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Nell 

Chrysler  Corporation,  R.J.  Eaton 

Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 
Eastman  Kodak  Company,  George  M.C.  Fisher 
H.J.  Heinz  Company,  Anthony  J.F.  O'Reilly 
Mobil  Corporation,  Lucio  A.  Noto 
Nev/  York  Stock  Exchange,  Richard  A.  Grasso 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
USF&G,  Norman  P.  Blake,  Jr. 
Xerox  Corporation,  Paul  A.  Allaire 


PRESIDENT'S  CIRCLE 

Ameritech,  Richard  C.  Noteboert 

AT&T,  C.  Michael  Armstrong 

CBS,  Inc.,  Michael  H.  Jordan 

Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

CNA,  Dennis  H.  Chookoszian 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R.  Lee 

Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 

Kellogg  Company,  Arnold  G.  Langbo 

Kemper  Insurance  Companies,  David  B.  Mathis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

National  Broadcasting  Company,  Robert  C.  Wright 

Northrop  Grumman,  Kent  Kreso 

Owl  Hollow  Enterprises,  Philip  E.  Beekman 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 

The  Washington  Post  Company,  Donald  E.  Graham 

Wm.  Wrigley,  Jr.  Company,  William  Wrigley 

Woolworth  Corporation,  Roger  Farah 


LEADERSHIP  CIRCLE 

Alex  Lee,  Inc.,  Boyd  L.  George 
Allstate  Insurance  Company,  Jerry  D.  Choate 
Anheuser-Busch  Companies.  Inc.,  August  A.  Busch  Hi 
Apple  Computer,  Inc.,  Steven  Jobs 
Avon  Products  Inc.,  James  E.  Preston 
Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 
Capitol  Cities/ABC,  Inc.,  Robert  A.  Iger 
CIGNA  Group  Insurance,  John  K.  Leonard 
Cubic  Corporation,  Walter  J.  Zable 
The  Dun  &  Bradstreet  Corporation,  Volney  Taylor 
Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 
Ford  Motor  Company,  Alexander  J.  Trotman 
Fortis  Benefits  Insurance  Company,  Robert  B.  Pollock 
Gannett  Broadcasting,  Cecil  L.  Walker 
General  Electric  Company,  John  F.  Welch,  Jr. 
a,  C  C  O  m.  plislied.^'  General  Motors  Corporation,  John  F.  Smith,  Jr. 

The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 
Henry  Ford  Health  System,  Gail  L.  Warden 
Ingersoll-Rond  Company,  J.E.  Perrello 


Don't  put 
a,  limit  on 
wHat  can  l>e 


Christopher  Reeve 
Vice  Chairman  of  N.O.D. 


ITT  Hartford  Life  Insurance  Companies,  Lowndes  A.  Sm|S!^  'jfjt 
Johnson  &  Johnson,  Ralph  Larsen 
Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 
Motorola  Inc.,  Chris  Galvin 
NationsBank  Corporation,  Hugh  L.  McColl,  Jr. 
NEC  America,  Inc.,  Dr.  Mineo  Sugiyama 
PPG  Industries,  Inc.,  Jerry  E.  Dempsey 
RJR  Nabisco  Holdings  Corp.,  Steven  Goldstone 
Shell  Oil  Company,  Philip  J.  Carroll 
Sony  Electronics  Inc.,  Carl  J.  Yankowski 
Steelcase,  Inc.,  James  Hockett 

Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
ULLICO,  Inc.,  Robert  A.  Georgine 
United  Capital  Group,  JP  Mililli 
U.S.  Can  Company,  William  J.  Smith 
Warner-Lambert  Company,  Melvin  R.  Goodes 
Worthington  Industries,  John  P.  McConnell 


NATIONAL     ORGANIZATION     O  N 

910   Sixteenth   Street,   NW,  Washington,   D.C.  20006 
202.293.5960  TDD:   202.293.5968   e-moil:  ceocouncil@nod.org 
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HE  NEW  LORDS 
f SOCCER 


,  media  moguls  grab  European  clubs,  the  game  is  changing 


I  new  form  of  soccer  madness  has 
I  Britain  in  its  grip.  This  one  doesn't 
I  feature  hooligans  beating  supporters 
ival  clubs  to  a  pulp.  Instead,  there  is 
•enzy  of  speculation  about  which  me- 
conipany  is  going  to  buy  wliich  team 
for  how  many  hundreds  of  millions, 
t  started  on  Sept.  9  with  British  Sky 
ladcasting's  $1  billion  takeover  bid 
Britain's  richest  and  most  successful 
eer  team,  Manchester  United.  The 
was  a  51%  premium  over  the  club's 
:k  price.  The  spectacle  of  Rupert 
rdoch's  satellite  broadcasting  jug- 
naut  gobbling  up  one  of  the  world's 
profitable  clubs  prodded  Britain's 
3r  media  companies.  Carlton  Com- 
nications  soon  said  it  was  talking 
h  North  London-based  Arsenal, 
ner  of  last  yeai-'s  FA  Premier  League 
linpionship — Britain's  top  piize.  0th- 
•1  Libs'  stock  prices  are  now  surging. 
»SS-BORDER  BATTLES  Behind  the  big 
ibers  is  the  reahzation  that  soccer  is 
for  sweeping  changes,  not  only  in 
ain  but  across  Europe.  Sports  pro- 
mming,  which  in  Europe  mainly 
ins  soccer,  is  the  lifeblood  of  the  me- 
moguls'  fast-gi'owing  pay-television 
)ires.  So  Sky  and  other  broadcasters 
eager  to  make  sure  they  retain  the 
its  to  the  games.  Having  a  lock  on 
broadcasts  of  England's  Premier 
gue  has  been  crucial  to  Sky's 
^Tess  from  a  stiTiggling  upstart  in 
early  1990s  to  a  money  machine 
earned  $450  million  in  the  year 
k]  June  30.  "There 
I  natural  fit  be- 
en   media  and 
ts  organizations," 
■    Mark  Booth, 
s  chief  executive, 
'vvners  of  the  top 
s  want  to  turn 
■V  into  a  modem, 
-style  business, 
t  will  likely  in- 
e    much  more 
s-border  competi- 
among  elite 
ns  to  maximize 
vision  revenues. 
I  ier  the  existing 


TELEVISED  MATCHES 
ARE  HOnER  THAN  EVER 

BRITAIN 


0      50  100 

►  MILLIONS  OF  DOLLARS 
DATA:  KAGAN  WORLD  MEDIA  LTD 


system  of  national  leagues,  the  top- 
tier  owners  believe,  teams  waste 
much  of  their  season  playing  inferi- 
or domestic  opponents.  They  also 
think  the  Union  of  Eui'opean  Foot- 
ball Assns.  (UEFA),  the  sport's  gov- 
erning  body,   has   grossly  under- 
marketed  the  rights  to  pan-European 
competitions. 

One  change  proposed  by  a  Milan- 
based  group  called  Media  Partners 
would  create  a  new  Super  League  to 
replace  uefa's  Champions  League,  a 
toiuTiament  among  the  previous  year's 
top  finishers  in  the  major  national 
leagues.  The  proposal  would  pit  Eu- 
rope's top  36  teams  against  one  another 
Not  smi^risingly,  uefa  strongly  opposes 
the  plan  and  is  devising  a  new  toiuTia- 
ment  of  its  own,  to  be  unveiled  by 
yearend. 

But  the  top  clubs  like  the  idea  ^ 
and  have  met  11  times  with  Me- 
dia Partners  to  iron  out  details. 
The  Milanese  gi'oup  is  offering  a 
guaranteed  total  of  $3  billion  over 
three  years  from  the  Super  League 
tournament,  compared  with  the  $150 
million  the  clubs  received  last  year  from 
the  UEFA-sponsored  Champions  League. 
Media  Paitners  has  hii-ed  J.P.  Morgan  & 
Co.  to  explore  ways  of  ensuring  financ- 
ing, including  possibly  secmitizing  ex- 
pected revenues. 

The  top  clubs  also  applaud  Media 
Partners'  proposal  that  18  of  the  creme 
de  la  creme,  including  Manchester  Unit- 
ed and  Italy's  Juven- 
tus,  would  be  guaran- 
teed spots  in  the 
tournament  for  the 
first  three  years.  At 
present,  clubs  earn 
their  slots  with  the 
previous  year's  perfor- 
mance. Clubs  want 
guaranteed  revenues 
so  they  can  gauge  how 
much  to  spend  signing 
players.  Top  players 
command  huge  trans- 
fer fees  and  salai'ies: 
Internazionale  Milan 
paid  $30  million  to 


200  250  300 
EXPIRED  1996  AND  1997 
"EXPIRING  1999-2001 


KICKER  SHOCK:  Salaries  are  nky-lm/h 


Barcelona  for  the  Brazilian  superstar 
Ronaldo  in  1997. 

No  matter  which  idea  wins,  the  ri- 
vahy  is  likely  to  alter  the  stiTicture  of 
the  sport.  To  retain  a  key  role,  uefa 
will  have  to  improve  its  performance  in 
marketing  TV  rights.  But  that  might 
make  existing  national  leagues,  such  as 
England's  Premier  League,  and  Italy's 
Serie  A,  less  important.  The  widening  of 
an  already  large  gap  between  the  pre- 
mier leagues  and  the  second-tier  leagues 
might  kill  off  youth  soccer  programs 
and  squelch  gi'assroots  support  for  the 
game.  And  there  could  be  a  backlash 
against  plans  for  a  Super  League,  espe- 
cially if  fans  have  to  pay  more  for  the 
games. 

Still,  it  seems  almost  certain  that  Eu- 
ropean soccer  is  headed  the  way  of  U.  S. 
professional  sports,  where  lots  of  fran- 
chises are  now  in  the  hands  of  big  cor- 
porations, many  of  them  in  the  enter- 
tainment business.  The  fans  may  not 
like  it,  but  the  game  is  gi'owing  up. 

By  Stanley  Reed  in  London,  with 
William  Echikson  in  Brussels 
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THE  THIRD  ANNUAL 
BUSINESSWEEK  CONFERENCE  ON 

the  diifitai 


ECONOMY 


The  Innovation  Corporation: 
The  Power  of  New  Ideas 

December  2-3,  1998 
The  Fairmont  Hotel,  San  Francisco,  CA 

Today's  engine  of  innovation  and  progress  is 
information  technology.  But  it  is  up  to  you,  the 
executive,  to  generate  the  ideas  that  drive  revenue. 
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Bob  Metcalfe 

Founder,  3Com; 
Inventor,  Ethernet 


pTapsi 


Innovative  executives  know  how  to  exploit  data  to  help  create  cutting-edge  producj, 
implement  new  services,  and  mine  customer  information  to  target  and  grow  the  cof- 
sumer  base.  They  know  that  succeeding  in  the  digital  economy  means  understandi]§ 
and  harnessing  the  power  of  new  technologies  to  create  value  for  their  customers. 

Join  us  this  December,  as  the  digital  economy's  thought  leaders,  most  accomplishd 
executives,  and  industry  players  share  the  knowledge,  vision,  and  skills  needed  to  expkt 
technology  for  competitive  advantage.  Hear  top-line  growth  ideas  and  bottom-liu 
solutions  to  enhance  the  future  of  your  business.  Only  at  The  Third  Annual  Business  Wed 
Conference  on  the  Digital  Economy. 
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AN  OUTSIDER'S  GUIDE 
TO  INSIDE  INVESTING 


Of  all  the  stocks  to 
crash  this  summer, 
perhaps  the  most  hor- 
rifying was  Ciena,  the  fast- 
gi'owing  maker  of  fiber-optic 
gear.  After  unveiling  plans 
in  June  to 
merge  with 
another  hot 
telecom  outfit,  Tellabs,  Ciena 
went  from  less  than  58  be- 
fore the  news  to  more  than 
92  on  July  20.  Then  trouble 
hit,  first  in  the  broad  mar- 
ket's retreat,  next  in  the  de- 
fection of  a  key  client,  at&t. 
By  Aug.  21,  the  day  share- 
holders were  to  approve  the 
merger,  Ciena  had  nosedived 
to  26K.  Three  weeks  later, 
Tellabs  scotched  the  deal,  and 
Ciena  plunged  to  12%. 

Ciena  burned  ai'bs  and  am- 
ateur investors  alike.  Yet  one 
group  skirted  the  damage, 
cashing  in  Ciena  stock  at  av- 
erage piices  neai'  61.  Nine  in- 
siders, including  Ciena's  chief 
financial  officer,  a  director, 
and  five  vice-presidents,  sold 
303,500  shares  for  more  than 
$18.5  million  during  two 
weeks  in  June.  Had  they  held 
on,  those  shares  would  now 
be  woith  less  than  $4  inillion. 


INVESTING 


What's  remarkable  is  that 
the  sales,  all  perfectly  legal 
and  reported  by  July  10  to 
the  Securities  &  Exchange 
Commission,  did  little  to  in- 
terrupt the  ascent  in  Ciena 
stock.  What 
should  have 
looked  like  a 
big  red  flag  to  investors  went 
widely  ignored.  One  big  rea- 
son: The  data  on  corporate 
insider  trading  that's  gath- 
ered and  made  public  by  the 
SEC  is  a  confusing  mess. 

Tr'ue,  more  such  informa- 
tion is  becoming  available  on 
the  Internet  (table).  But 
conscientious  investors  like 
Toronto  computer  program- 
mer Peter  Friedrichsen,  who 
often  check  insider-trading 
patterns,  still  have  trouble 
fathoming  which  trades  are 
meaningful.  "I  find  it  very 
difficult,"  Friedrichsen  says. 
"How  does  the  individual  re- 
ally know  what  an  insider 
trade  means?"  Nor  is  it  a 
cinch  for  the  experts.  News- 
letters such  as  The  Insiders, 
which  picks  stocks  based  on 
insider  moves,  routinely  fail 
to  beat  the  market  after  ad- 
justing for  risk,  confirms 


Tracking  Insider  Trading 


WEB  SITE 


PRICE 


COMMENTS 


iNSIDERTRADER 

www.  insidertrader.  com 

$49.95/year 

Some  data  free; 
helpful  definitions 
of  jargon;  has  buy 
recommendations 

MICROSOFT  INVESTOR 

investor.msn.com 

9.95/month 

Clean  presentation 
of  basic  information 

THOMSON  INVESTORS 
NETWORK 

www.thomsoninvest.net 

9.95/month 

Some  data  free; 
premium  $29.95 
membership 
includes  newsletter 

YAHOO!  FINANCE 

quote.yahoo.com 

Free 

Basic  data  presented 
swiftly — and  the 
price  is  right 

newsletter  evaluator  Mark 
Hulbert. 

Now,  though,  help  is  on 
the  way.  A  book  clue  out 
Nov.  1,  Investment  Intelli- 
gence from  Insider  Trading 
(MIT  Press,  $29.95),  is  the  re- 
sult of  15  years'  research  by 
H.  Nejat  Seyhun,  chair  of  the 
finance  department  at  the 
University  of  Michigan  busi- 
ness school.  By  examining 
more  than  1  million  trades 
insiders  made  in  the  open 
market  from  1975  to  1996, 
Seyhun  found  that  insiders, 
on  average,  have  proved  pre- 
scient. Stocks  they  bought 
outperformed  the  market  by 
4.5%.  Stocks  they  sold  went 
on  to  underperform  the  mar- 
ket by  2.7%. 

BETTER  ODDS?  Seyhun  has 
his  doubters.  Finance  profes- 
sors Josef  Lakonishok  of  the 
University  of  Illinois  and  In- 
moo  Lee  of  the  Korea  Ad- 
vanced Institute  of  Science 
&  Technology  also  have 
studied  insider  trades 
and  view  their  rele- 
vance   more  coolly. 
Says  Lee:  "If  you  try 
to  invest  every  time 
on  an  insider  trade, 
you  will  be  very 
disappointed."  Sey- 
hun doesn't  dis- 
pute that  point. 
He  concedes  that 
"if  the  price  has 
fallen  after  the  in- 
sider has  bought,  oi 
has  risen  after  an  insid- 
er's sale,  those  transac- 
tions don't  have  much 
[predictive  power]." 
But  Seyhun  in- 
sists his  find- 
ings can  help 
investors  im- 
prove theu'  odds. 

How  should  you 
follow  Seyhun's  find- 
ings? Under  sec  rules, 


several  classes  of  insid, 
ers,  including  company | 
executives,  outside  direci 
and  large  shareholders 
own 

stock,  must  disclose  trg 
Seyhun  found  that  tr^ 
made  by  top  executives 
companywide  responsibil 
such  as  chief  executive 
chief  financial  officers, 
performed  the  broad 
market  by  the  widest 
margin,  5%  over  a  12- 
month  span.  Lower-level 
executives  and  directors  i 
did  somewhat  worse, 
while  big 
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stockholders'  moves  beat  the 
mai'ket  by  just  0.7%.  So  if  you 
cai'e  to  mimic  insiders'  trades, 
focus  on  those  of  top  execu- 
tives. Among  them,  "CFOs  ai'e 
best,"  says  Robert  Gabele, 
research  director  at  CDA/In- 
vestnet,  a  major  suppher  of 
insider-trading  data.  "They 
know  the  numbers,"  he  adds, 
and  are 
less  pub- 
licity con- 
scious than 
chairmen  and 
CEOS  about  their 
trading. 

As  with  Ciena's 
$18.5  million  in 
aggi-egate  insid- 
er trades  last 
June,  a  cluster 
of  many  insid- 
ers either 
buying  or 
sehing  heavi- 


ly in  unison  is  a  plain  signal. 
But  such  cases  aren't  com- 
mon, so  Seyhun  looked  at 
how  predictive  individual 
trades  of  various  sizes  were. 
Ti'ades  of  100  shares  or  few- 
er, it  tiu'ned  out,  didn't  mean 
much.  Ti-ades  of  1,000  to 
10,000  shares  beat  the  mar- 
ket by  4%  over  the  ensuing 
year,  and  trades  of  10,000  or 
more  did  even  better.  But 
just  as  trades  by  large 
shareholders  didn't  prove 
that  infoiTnative,  so  were  the 
lai'gest  trades  of,  say,  more 
than  a  million  shares  not 
that  helpful.  Seyhun  found 
that  they  beat  the  market 
by  just  0.8%  over  12  months. 

The  biggest  trades  often 
are  made  by  coi-j^orate  or  in- 
stitutional shareholders,  and, 
says  Jonathan  Moreland, 
owner  of  the  Web  site 
InsiderTrader.com,  "there  are 
other  reasons  for  their  trad- 
ing," such  as  corporate  busi- 
ness strategy.  Seyhun's  rule 
of  thumb:  Individual  trades 
become  less  and  less  mean- 
ingful as  they  gTOw  in  size 
i     past  100,000  shares. 

RISKS.  One  of  Seyhun's 
clearest  conclusions 
is  that  mimicking 
insiders  works 
best  in  small-com- 
pany stocks. 
When  he  ana- 
lyzed his  data 
by  company 
size,  he  found 
that  insider 
trades  in  com- 
panies with 
market  capi- 
talizations un- 
der $25  mil- 
lion beat  the 
market  over 
12  months  by 
6.2%'.  That's 
twice  as  much 
as    the  next 
group  of  com- 
panies, those 
with  market  caps 
of  $25  million  to 
$100  miUion.  Com- 
panies with  market 
values  over  $1  bil- 
lion outper- 
formed by 
just  1.7%, 
perhaps  be- 


INSIDERS  GASH  IN 

AVERAGE  )2-UmJV,  P«Ui"il 
IN  EXCESS  OF  STOCK  MARKET'S 
OVERALL  RETURN* 

TOP  EXECUTIVES 

OFFICERS 
DIRECTORS 


LARGE  SHAREHOLDERS 

m 

B       1       2       3       4  5 

►  PERCENT  M975-1996 
DATA:  H,  NEGAT  SEYHUN 

cause  the  market  in  their 
shares  is  more  efficient. 

For  many  investors,  this 
creates  practical  problems: 
Ti-ading  volume  in  small-cap 
stocks  often  is  low,  and 
infoiTnation  about  then*  pros- 
pects can  be  scarce,  making 
investments  in  them  more 
costly  and  risky.  If  you  wade 
into  small  caps,  Seyhun  sug- 
gests protecting  yourself  by 
using  limit  orders,  in  which 
you  specify  a  price  at  which 
you're  willing  to  buy  or  sell, 
instead  of  the  more  common 
market  order,  which  directs  a 
broker  to  trade  on  your  be- 
half at  whatever  price  pre- 
vails in  the  market.  The  risk 
is  that  your  trade  won't  get 
executed  right  away,  but 
Seyhun  found  timing  isn't 
critical.  Even  though  2(3  days 
typically  pass  between  an  in- 
sider's trade  and  its  disclo- 
sure, "the  reporting  delays 
do  not  completely  eliminate 
the  profit  opportunities,"  says 
Seyhun.  "Good  news  for 
outsiders." 

Overall,  the  soundest  ap- 
proach is  to  use  a  variety  of 
factors  in  combination,  Sey- 
hun suggests.  For  instance, 
if  you're  not  comfortable 
with  trading  small-company 
shares,  focus  on  bigger  com- 
panies, but  look  for  those 
where  top  executives  are 
trading  blocks  of  1,000 
shares  or  more.  Better  yet 
is  to  combine  fundamental 
investing  criteria,  such  as 
price-earnings  ratios,  with  in- 
sider-trading signals  rather 
than  relying  on  them  alone. 
And  diversify.  It  would  take 
a  portfolio  of  50  to  100 
stocks,  Seyhun  calculates,  to 
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cut  youl'  risk  of  losing  money. 

One  way  to  (livei"sify  cheap- 
ly is  thi'ough  a  mutual  fund 
that  focuses  on  insider  trad- 
ing. So  far,  however,  there's 
only  one:  Bear  Steams  Insid- 
ers Select,  which  celebrated 
its  thii'd  biithday  recently.  Se- 
nioi'  Managing  Dii-ector  James 
McCluskey  says  the  fund  uses 
strong  insider  buying  as  the 


fii-st  criterion  of  stocks  to  buy. 
For  example,  he  recently 
bought  shai'es  of  Dun  &  Bi-acl- 
street,  whose  chairman  and 
c:eo,  Vobiey  Taylor,  piurhased 
25,000  shai'es  in  July.  Before 
McCluskey  buys  a  stock  he 
also  checks  such  traditional 
measui'es  of  value  as  low  price 
to  cash  flow  and  price-eai'n- 
ings  multiples.  For  all  of  Mc- 


Cluskey's  attention  to  insider 
filings  and  fundamentals,  how- 
ever, the  fimd  has  shown  only 
mediocre  performance.  This 
year,  it's  down  4.7%,  vs.  an 
8.4%  loss  for  its  benchmark, 
the  Standard  &  Poor's  Mid- 
cap  400  Index. 

For  investors  keen  on 
picking  their  own  stocks,  Sey- 
hun's  research  strongly  sug- 


gests that  it's  worth  pal 
attention  to  insider-traJ 
disclosure.  But  "they  shi 
use  it  with  everything 
that  they  consider  aboij 
stock,"  he  adds.  Happilj 
sider  infonnation  is  becor 
more  vddely  available  via 
Internet,  sometimes  for 
Now,  it  may  be  easieil 
fathom,  too.    Robert  Ba\ 


ZERO  COUPONS, 
ZERO  WORRIES? 


If  you  think  a  pro- 
longed stock  market 
decline  could  force 
you  to  drastically 

scale  back  your  rosy  retire- 
ment plans,  you  might  want 
to  take  a  look  at  zero-coupon 
bonds.  Like  U.  S.  savings 
bonds,  zeros  don't  pay  out 
any  regular  interest.  Rather, 
you  buy  them  at  a  deep  dis- 
count to  their  face  value  and 
collect  the  principal — guar- 
anteed by  Uncle  Sam  if 
they're  Treasury  zeros — at 
maturity.  Moreover,  unlike 
coupon-paying  bonds,  you 
don't  have  to  worry  about 
reinvesting  periodic  inter- 
est payments  at  lower  rates 
should  rates  continue  to 
drop.  "They're  absolutely 
fabulous,"  says 
Gerald  Guild, 
chief  taxable  fixed-income 
strategist  at  Advest. 

Most  investors  get  into  ze- 
ros via  Tr-easury  "strips",  so 
named  because  the  interest 
payments  are  stripped  out 
by  investment  banks.  Right 
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now,     they  return 
about  5.5%  annually  for 
maturities    15    to  30 
years  from  now.  While 
that's  near  a  historic  low, 
many  bond  mavens  expect 
rates  to  fall  further.  But 
because  zeros  lack  coupon 
payments,  which  can  be 
reinvested  at  current  rates 
trading  prices  can  be  ex- 
tremely volatile.  For  ex- 
ample, a  $1,000  strip  ma- 
tuinng  in  24  years  yielding 
5.5%'  now  costs  around 
$272.  If  rates  fall  another 
100  basis  points  over  the 
next  12  months,  the  bond 
would  be  worth  $359.  But  if 
rates  should  rise  100  basis 
points,  the  bond  would  be 
worth  only  $230. 

If  you  plan  to  hold  a  zero 
until  maturity,  you  won't 
need  to  woiTy 
about  price 
Huctuations.  For  retirement 
savers,  Guild  recommends 
constructing  a  "ladder"  of 
bonds  matuiing  at  regulai-  in- 
tervals (table).  That  would 
assure  you  a  specific  income 
each  year,  beginning  when 


you 

turn  65, 
for  example,  and  continuing 
for  another  15  years. 
TUITION  PLAN,  in  addition  to 
providing  retirement  income, 
zeros  can  fund  other  pay- 
ments that  come  at  a  known 
date,  such  as  a  child's  college 
tuition.  But  they  have  a  ma- 
jor drawback  when  used  in  a 


Using  Zero-Coupon  Bonds  for  Retirement  Income 


1A  50-year-old  executive 
plans  to  retire  in  15 
years  and  wants  to  ensure 
that  some  of  the  assets  in 
her  individual  retirement 
account  provide  her  with 
a  risk-free  annual  income 
of  $42,000. 


2 She  takes  $197,932  and 
buys  $630,000  worth  of 
"strips"  of  varying  maturities. 
Strips  are  long-term  zero- 
coupon  U.S.  Treasury  bonds 
that  pay  no  current  interest 
and  are  sold  at  a  deep  dis- 
count to  face  value. 

DATA:  ADVEST  INC. 


3 The  strips  start  to  mature 
when  she  retires  in 
2013.  They  will  continue 
maturing  annually  through 
2027,  giving  her  a  yearly 
income  of  $42,000. 


taxable  account.  Inve; 
are  required  to  pay 
each  year  on  phanjij 
interest  accrued  by '9. 
bond,  even  though  tjt 
never  actually  reck 
any   cash  until  t 
bonds  mature.  TI 
why  it's  wise  to 
zeros  in  an  indivii 
retirement  accc 
for  use  when  you 
withdraw  the  ft 
without  penalty, 
ically  after  age 

There  is  one  1 
hole  you  can  uj 
you  want  to  buy 
ros  for  a  taxable 
count.  Some  A. 
rated  corpo: 
zeros  issued 
Seariver  Marit 
and  General 
tors  Accepts 
Corp.  enjoy 
deferred  sta 
Created  in  1982 


mg  an  openmg  in 
tax  code  that  was 
closed,  these  securi 
have  yields  that  are  a 
higher  than  Ti'easuries,  s 
they  aren't  backed  by 
U.  S.  government. 

Even  though  this  c 
pays  a  bit  more,  don't 
zeros  if  you're  worried  al 
earning  the  absolutely  h 
est  fields.  And  since  st( 
have  returned  about  11' 
year  for  the  past  72  ye 
you  should  also  allocat 
portion  of  your  retiren 
kitty  to  eciuities.  But  that 
cision  ultimately  depends 
your  risk  tolerance.  Ind' 
zeros  are  best  used  to  Ice  -^^^^ 
cash  for  the  fiitui'e  and 
you  from  woiTies  about  in 
est  rates  or  the  stock  r 
ket.  They  ai'en't  veiy  flexle 
but  they  can  offer  you 
security.  Ameii  Sm 
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World-ck 
service 

right  dc 
the  stree 

Finally,  a  group  benefits  pro\ 
you  need  them. 


plan  ahead. 


when  choosing  group  benefits, 
you  want  a  company  that  will  be 
there  for  you.  That  company  is  The 
Principal®.  We  have  been  part  of 
communities  like  yours  for  over 
a  century.  And  through  our  local 
market  approach,  we  offer  options 
like  group  life,  medical,  disability 
vision  and  dental  insurance. 
The  Principal  representative  in 
your  area  knows 
and  understands 
your  market  and 
business.  In  the  end, 
we  can  provide  flexible 
benefit  options  to  fit  your  needs 
and  your  budget.  Your  employees 
will  enjoy  the  excellent  service  for 
which  the  Principal  Financial  Group® 
is  known.  And  everyone  will  get 
ahead.  If  that  sounds  good  to  you, 
get  in  touch  with  your  broker  or 
call  1-800-986-3343. 


get  ahead. 


Plan  Ahead.  Get  Ahead." 


Financial 
Group 


iealth,  Dental  and  Disability  Insurance 


Annuities  •  Mutual  Funds  •  401(k)  and  Peasion  •  Securities  •  PPO  •  Home  Mortgages 


ncipal  Life  Insurance  Company,  Des  Moines.  !A 
Mutual  tiinds  and  securities  distributed  through  Princor 


Products  .ind  setMces  offered  through  Princ.paJ  Life  Insurance  Company  (The  Print.pal),  its  subsidiaries  and  affiliates. 
Financial  Services  Corporation  (member  SIPC),  Sccunties  and  health  care  producLs  not  available  in  all  states 


www.principal.com 
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COMMENTARY 


By  Adele  Malpass 


WHAT  THE  NASD  RAP  SHEETS  DON'T  TELL  YOU 


Too  many  investors  have  lost 
their  savings  to  a  bad  broker, 
only  to  find  out  later  that  the 
rogue  had  a  history  of  putting  mon- 
ey in  risky  investments.  The 
National  Association  of  Securities 
Dealers  (nasd)  wants  to  help  people 
avoid  these  bad  apples  by  making 
disciplinary  records  of  all  brokers 
available  on  the  Inter- 
net by  early  next 
year.  But  while  the 
nasd's  motives  are 
admirable,  the  plan 
has  a  way  to  go 
before  it's  truly 
investor-friendly. 

The  NASD  and 
state  regulators  al- 
ready jointly  compile 
a  broker's  job  and 
disciplinary  history 
into  a  rap  sheet, 
known  as  a  cen- 
tral registration 
depositoiy,  or  crd. 
Each  year  about 
140,000  people  call  or 
E-mail  the  nasd  to  get 
broker  records,  even 
though  less  than  10%  of  brokers 
have  any  disciplinaiy  action  recorded 
(table).  It  now  takes  about  a  week  to 
receive  a  report.  Once  the  crd  data- 
base goes  online,  access  vdll  be  im- 
mediate. 

JARGON.  The  biggest  problem  with 
CRDs  is  they're  loaded  with  jargon 
and  acronyms.  For  instance,  a  report 
may  refer  to  a  fired  broker  as  a  CAF 
(for  "censui'e  and  fii'e").  The  nasd 
says  it  has  a  progi-am  to  improve  the 
reports.  But  even  though  crds  now 
contain  a  simpler  summaiy  section, 
they're  still  difficult  to  fathom.  As 
the  NASD  prepares  to  put  them  on- 
line, it  should  step  up  its  efforts  to 
use  plain  English. 

An  ongoing  controversy  is  how 
much  infonnation  to  disclose  about  a 
broker's  past.  In  recent  years,  broker 
groups  have  had  some  success  in  get- 
ting the  NASD  to  water  down  CRDs. 
As  of  1997,  written  complaints  alleg- 
ing sales  practice  violations  involving 
damages  of  at  least  $5,000  are  re- 
ported for  two  years,  then  expunged 
ft-om  the  public  record.  The  same 


goes  for  complaints  alleging  theft  or 
misappropriation  of  ftmds.  Previously, 
they  were  listed  indefinitely. 

Brokers  argue  that  wiitten  com- 
plaints can  be  fiivolous  and  often 
don't  result  in  discipHnaiy  action. 
But  sales  practice  violations  and 
theft  are  exactly  the  kinds  of  allega- 


Checking  Out  Your  Broker 


NATIONAL  ASSN.  OF 
SECURITIES  DEALERS 

800  289-9999 
www.nasdr.com 


Some  information  is  already 
online,  but  you  may  have  to 
call  or  E-mail  for  a  broker's 
disciplmary  record  (CRD) 


NORTH  AMERICAN 
SECURITIES  ADMIN- 
ISTRATORS ASSN. 

202  737-0900 
www.nasaa.org 


Offers  a  free  pamphlet,  How  to 
Check  Out  a  Broker,  to  help  you 
decode  a  CRD;  provides  phone 
numbers  of  state  securities 
regulators 


NATIONAL  REGISTRY 
OF  FINANCIAL  SERVICES 

888  673-7701 
www.nationalregistry.com 

tions  investors  need  to  know  about, 
especially  because  multiple  occm- 
rences  would  suggest  a  pattern  of 
abuses.  Instead  of  placing  such  a 
short  hmit  on  the  time  the  com- 
plaints appear,  the  nasd  should  de- 
velop a  process  to  eliminate  frivolous 
claims,  then  keep  the  serious  ones  on 


Private  company  that  does 
background  checks  on  brokers 
for  $59  each 


the  record  longer.  Says  nasd  Presi- 
dent Mary  Schapiro:  "It's  a  'he  said, 
she  said'  situation,  and  we're  not  in 
position  to  judge  evei-y  complaint." 

Over  the  next  month,  the  nasd  ha 
a  chance  to  move  toward  more  disclo 
sure.  Brokers  want  the  watchdog 
gi'oup  to  wipe  out  nonsecmities-re- 
lated  criminal  violations  more  than  1( 
years  old.  CuiTently,  anyone  with  a 
criminal  record  less  than  10  years 
old  would  have  trouble  getting 
registered  as  a  broker.  "We're  ti-y 
ing  to  balance  the  public's  need  t( 
know  with  the  brokers'  concern 
over  privacy  and  how  it  vvill  im- 
pact their  lives,"  says  Schapiro. 
Brokers  argue  that  old  charges  of 
pot  smoking  or  driving  while  intoxi- 
cated are  iiTelevant.  However,  in- 
vestors have  a  right  to  deteiinine  ifj 
something  is  relevant  to  their  | 
decisionmaldng  and  the  NASD 
should  rale  in  favor  of  openness. 
Even  if  the  NASD  decides  to  re- 
strict the  i-eports  furthei;  in  most 
cases  you  can  still  get  full,  unedit- 
ed versions  by  going  to  yom-  state 
regulatoiy  agency.  l 
CRDS  can  screen  out  the  worst  brc| 
kers,  but  they  don'tii 
replace  the  due  chli| 
gence  you  should 
perform  before 
signing  up  with  anj 
investment  adviser. 
A  CRD  won't  tell 
you  how  well  a  bro- 
ker's stock  picks 
have  performed,  or 
if  your  financial 
goals  match  his  or 
her  style.  To  feiTet 
out  that  infonna- 
tion, intei-view  the 
broker  and  do  a 
thorough  reference 
check.  Still,  getting 
a  CRD  is  a  vital  stej 
in  detei'mining  if  a 
broker  is  right  for  your  financial  fu- 
ture. Now  if  only  the  NASD  would 
recognize  that  fully  and  improve  the 
quality  and  quantity  of  the  infonna- 
tion it's  handing  out. 


Malpass  writes  about  personal  fi- 
nance from  New  York. 
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Executive  Gifts 


Q 


MANAGEMENT  TOOL 


The  Shamrock  4  in  1  is  a 
unique  writing  instrument 
with  black,  blue,  and 
red  ballpoint  pens  and 
a  0  5mm  pencil.  Elegant 
European  styling,  precision 
crafted  m  brass,  multi-coat 
black  lacquer  finish  and 
gold  trim.  Here  are 
PROVEN  TECHNIQUES 
that  get  results: 
•For  a  positive  response 

sign  your  name  in  blue  ink 
•  To  emphasize  &  edjt.  use  red 
•For  reproduction,  use  black 
•Where  changes  are  needed, 

use  a  pencil  with  an  eraser 
A  prestigious  gift  for 
clients  and  friends.  Includes 
engraved  company  or 
personal  name,  gift  box, 
.5  guaranteed.  Only  $.30,00 
Prepaid,  M/C-Visa,  Call  or  fax 

Shamrock  Pens 

Tel  760-770-0266 
Fax  760-770-7896 

49  Lincoln  Place 
Rancho  Mirage,  CA  92270 


Corporate  Gifts/Apparel 


IMAGEWEAR 
FREE  LOGO  &  EMBROIDERY 


Denim  Shirts  As  low  As...$  ]  3  ' ot,  i« 

CAll  FOR  FREE  CAIAIOG  800-670-3050 


Embroiilered  image  Apparel 


www.flspenrivef.tom 


Corporate  Gifts 


Logo  Tattoos! 


1000  Teiiiwo.rary  Tattoos  witli  your  Logo, 
'%8t  SI  89.00!!  ' 

plus  $10.00  S&fe(PA  add  7.25%  sales  tax) 
Customizedl  '^miColor!  2"i(2" 

CalicK 

3000  Alamo  Drive,  Sle  201  •  Vaeaidle,  CA  95687 
Tel:  7,07/448-7072  •  Fax:  707/4!i6HB273 


Corporate  Gifts/Premiums 

NO  time  to 
wait  for  a 
cataiog?  . 

Order  V'  ; 

thousancl.s 
of  imprintablf  = 
business  gifts  online 
...  24  hoiu-s  a  day. 

PPOMOMADT 

www.promomart.coni/bw 

Enter  monthly  to  win  $1,000  in  gilts! 

\  isil  n^/rn\]n'niii'niKi r!  com  hii  it(>\v 


Year  2000  Consulting 


YEAR  2000 

COMPLIANCE  TEAIVI 


22  Million  Businesses 
Need  Us  Now! 

•  Y2K  Audit  Software 

•  Comprehensive  Compliance 

Report  for  each  PC 

•  Evaluate  Hardware  &  Software 
Plus  FREE  Y2K  Survival  Guide 

$89  /  PC 


800-Y2K-6650: 


Business  Software 


MAIL  ORDERS  •  WEB  ORDERS 


I  'rdti  tiun',  LR-dii  arJ  pan-QSin'^,  '-hipj'irii;,  A/'K  ;Vi! 
(.onua  mjnigemeni  with  integntcd  internet  e-mal  opimns, 

mvenion.  mjnagemeni,  reporting.  Iim  minjgemeni 
ftuiling— t-verything  vou  need  fnr  uriJcr  taking  tiy  phone,  mail 
even  the  World  Wide  Web  in  one  Mniplc  easy-to-use  ,ind 

ifjiirjjhlt  Wmdrws  program  frnm  Dydjcnmp 
(all  1-800-858-3666  or  visit  www.dvdacomp.com/bwk 

.  I  lailOn  k'l  Manager 


Internet  Services 


FREE  WEBSITE 

WORLDWIDE  WEB  INSTITUTE 
Free  6  page  web  site  design 
and  domain  name  registration 

Call  our  Student  Office 
1-800-522-6456  Ext.  .300 


Legal  Services 


LEGAL  EXPERTISE 

Theodore  F.  Schwartz, Ei^q. 

'  Business  Litigation 
•  No  attorney  fees  if  no  recovery 
Client  responsible  for 
pre-approved  costs  only 

314-863-4654 

 ISI  Louis,  MO)  


Home  Furnishings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAY  FURNmjRE  COIMPANY 
P.O.  Box  1  548,  Mt.  Airy,  NC  27030 
^  (8001  334-9094  (336)  786-6151  > 


Publishing  Services 


Publish  Your  Book 

y.S-year  tiadition  of  quality  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  wxAe  Dorrance- 
BW,  (,43  .Smithfield,  Pittsburgh,  PA 
or  call  1  H()()-()y.5-9.599 


Franchising 


Franchise 

your  business! 

Call  for  information  on  franctiising 

your  business  or  seminars 
scheduled  throughout  the  country. 

mncorp* 

Specialists  in  Franchise  Development 

1-800-FRANCHISE  Bw 


Venture  Capital 


Strapped  for  Cash? 
Wearing  too  Many  Hats? 

We  will  invest  time  &  money  in  your  small 
2nd  stage  Direct  Marketing/Mail-Order 
company  Send  direct  marketing  history, 
business  summary.  &  list  info  to 
Activa  Marketing.  lOHUO  Biscavne  Blvd. 
Suite  .580k.  Miami.  FL  ,331H1 

Fax:  (305)-895-8593 
E-Mail:  activa98@aoLcom 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  Hassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


Financial  Services 
$7,500  to  $95,000 


r$7 

16. 


3ni 

n 


00%  to  12.00% 


No  Crwllt  Check  -  72  hr  Svce.  -  EZ  approval 
100K  to  S  mil.  5.5%  -  Borrotwing  Made  Easier 
wWi  compeniatlng  Iwlance  depotitt 


[  1-888-745-6752  ext.  1005  J 


Education/lnstructio 


E22nilEI] 


College  Degree  by  Distance  Lean 
'  B.S.,  B.A.,  B.B.A.  -  M.S.,  M.B.A., 

*  Accredited  by  AECS  &  ICOE 

*  Credit  for  life  exp  /  Scholarshi 
Prestige  &  Success  through  edu 


CALL  TOLL  FREE:  1-877  S-OXF 


The  Leader  in  DistaH  "j" 
Learning  for  20  Yea  J*^ 


•Associate*Bachelor*Master«D| 


Business  (Mgmt,  HRIvl.  Health 
liflanagement  of  Technology, 
Pschology.  Law 
Southern  California  (7n/Ve/U,,,„„ 
for  Professional  Studies  f"  Z 
1840  E  17th  St  BW,  Santa  Ana.  CA 
800-477-2254  www.scups 


MBA  BY  Distance  Lem 

Maior  British  university  otters  accredited  U 
Bactielor's  or  GMAT  needed  Ctiosen  by  Ec 
Intelligence  Unit  as  one  of  world's  best  MBA  pti 


HERIOT-WATT  UNIVERSITY  j  (800)  MBA 
North  American  Distributor  i  •  Ask  tor 
6921  Stockton  St.  Suite  2,  El  Cerrito,  CA  9 
For  immediate  FaxBack  literature:  fron 
fax  mactime's  phone,  call  (5t0)  486-8 


•MltlS 


Ki'Nal 
emin 


tiilniii 
ifittrj 


University  DegreI 


Bachelor's,  Master's,  Ph.lj 
Taking  courses  using  texts/pn 
mail/Email.  No  classes.  Low  c| 

Columbia  Pacific  Umvee 

105  Digital  Dr.,  Novate, 
94949 

800-552-5522 


MONTICELLC 
UNIVERSITY 


The  Practitioner's  MBA  & 
Programs.  Accredited 
Doctor,  Master,  Bachelo 
www.monticello.et  jg 
Fax  913-661-941  m 
800-405-7935  kim. 


Advanced  EducatiorfWoet 


PRESTON 


UNIVERSITY 

Disttiiice  Learning 
Masters  &  Ph.D  Progr 

1 2U4  Airport  Parkway 
Cheyenne  WY  82i)OI  USA 
Tel  80l)-54M-21 1  1  FAX:  307-63^ 
Fmail  ailniissionsto  presion  e 


Investment  Opportunit 


TIME  SHARING 
LARGE  LUXURY  YACIk„F, 

S100K  to  S3.5  IVIil.,  100'  *ialf! 
secured  investment,  wi 
return  over  50%  every  y« 


954-537-3334 

Principals  only  please 
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I  inancial  Services 

1 000  to  $500,000 

'  r  expand  your  business 
'  I  business  loan  that  is 
j  iranteed  by  the  Govt. 
.business-capital.org 

-74S-67S6  Ext  8006 
liness  Opportunities 


ge  Business  Loans  and 
;  ment Leasesfiom  $],000to 
llion.  No  co-brokering.  Work 
ly  w/National  Lenders, 
ted  earnings  potential  and 
.31  income. 
:  brochure  and  FREE 
omputer  disk 

I  .L  1-800-336-3933 

f  The  Loan  Consullunts,  Inc.  ^ 

^FSHORE  BANK 

FOR  SALt 
"FREE  report" 
800-733-2191 


O  R  L  D  W  1  D  E 

.  I  N  E  s  s  <.  <»  N  .s  II  I,  r  A  N  r  s 


I  lAGER'S  NEEDED 

•t-Time  or  Full-Time 

|f  (ome  and  Commercial 

I Environments" 
50,000  -  $75,000 
-888-622-0432  (24  hrs) 


INETEHTREPRENEURS 

H  yer  #1  Home  Based  Oppty 
}  Consulting  /  Billion  $  Biz! 
\  /loney,  On-going  Training 
w.SOOnetspace.com 
800-NETSPACE 
(63  87  7  2  2) 


lUlost 

'  Cucrativ£' 

e-based  l^iz  to  hit  nationt 

siiccesslul  company  -  not  MLM  j 
vA'prlul  educational  progrann 
.0  initial  product  cost  required 
'■  iiuaranteed  Training  provided  I 
i  I  888-891-3460  (24  hrs)| 


.     VMU  .spend  up  to  $60-100K 
■  nn  a  franchise,  check  this: 
i   even  Figure  Income 
1  ential  from  HOME 

i.'  one  and  fax  *No  employees 
1    r  hours  *Fewer  expenses 
Free  information 

■  0-432-0018  x5252 

IKnOM  ASSOCIATES 


Business  Opportunities 


Enter  one  of  the  fastest  growing  fields  today... 

TRAINING  &  DEVELOPMENT 


Resource  Associates  Corporation  offers  you  a  unique  opportunity  in 
this  exciting  field  .  helping  businesses  meet  the  challenges  of 

tomorrow  by  developing  their  people  today. 
As  a  member  of  our  network,  you  can  achieve  success  as  an 
entrepreneur  while  enjoying  the  immediate  support  and  security  of 
a  nationally  recognized  organization. 

RAC  offers: 

•  Extensive  training  &  support       •  Proven  techniques  for  attaining  clients 

•  Outstanding  products  &  processes  that  provide  measurable  results  &  much  more 

To  learn  more  call  800.799.6227  ext.  12 

Fax  resume  to  610.775.9686  Email  resume  to  ractqi@fast.net 


CAPTURE  WEALTH 

CONQUER  TAXES 
CREATE  FREEDOM 
Homebased  Opportunity 

[not  MLM] 

www.gpgonline.comyrjs 
1-800-322-6169  ext  8425 


Business  Services 


SAVE  30%  to  50% 


3-TO-A-PAGE 

Business  Checks 
& 

Laser/InkJet 

Computer  Chec;ks 

(  all  f(ir  ,1  FREE  brochure 

1-800-239-4087 

Designer  Checks 

www  clt'signcrcliccks  com 


100%  SATISFAaiON  GUARANTEED 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  $2  for  the  290  page  catalog 
Cuslom-wntien  leporls  jlso  sw.ilable 
RESEARCH  ASSISTANCE 
11 322  Idaho  Ave,  #206BF 
Los  Angeles.  OA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-assistance.com 


INCQRPORHTE 


•  FREE  Information 

•  All  U.S.  States  and  Offshore 

•  Attorney  owned  and  operated 


www.corpcreations.com 


1-800-672-9110 


TRBDEMHRK 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet        Culorprn        Draft  I  Master 
DeskJet        Draftpro  DesignJet 
Electrostatic  Platters  Ruggedicriter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham.  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales@dasher  com 


$$  Virtual  Goldmine  $$ 


Monthly  Residual  Income 
Great  Product 
Proven  Industry 
No  Selling,  No  MLM, 
Turnkey 


800-926-6882 


Travel 


Rom  fiorme  Viime 
hscm}'  I'mirin  Sicilf 
hiwlfi  Cmsi  Luke  Dhliid 

(:ar.wella 

\^  seeitaly.com 


Escorted 
tours  of 

Italy 
in  small 
groups. 


Free  Brochure:  888-665-2112 


MAJESTIC  YOSEMITE 

LTNLIMITED  GOLF  FOR  2  -  JOlfNNY 
MILLER  CHAMPIONSHIP  COURSE 
YOSEMITE -CASINO-SKI-3  LAKES- 
FISH  -  SAIL  -  TENNIS-SWIM 
3  BR  CUSTOM  HOME  $1 850AVEEK 


1-877-310-1234 


WHOLESALE 
PRICES  TO  ASLV 

Corporate/Individual 

1-800-886-5944 

www.pacifictravel.com 


Presentation  Equipment 


For  Presentation 
SolutionsThat 
Make  Your  Bright 
.Ideas  Shine 


■BOXLIGHT 

H I  CORPORATION 

800.667.6146 


www.boxlight.com 


Menswear/Fashion 


MEN*S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

FREE  catalog-High  quality160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55T  Hingham.  MA  02043 
1-800-992-wiDE  www.wideshoes.coiTi 


Golf  Resorts/Vacations 


Al  I 

I 


S  CiKh  A  I  tSl 
lore  intomi^tmn 
inir  wch  site  ji 
inTinitydub  torn 


ft  Lnuiirdil/rrhih' 
AU  httlusnv  iiolf  Resort 

iru  lmlmfi  Irnrrrary 

Ruon)  ■  Mcak  -  GoiJ  -  ( amis 

(  uiHj  I  jx  &  Sm\je_ 
Al  1   Ki  I  t  [)H> 


Internet  Travel 


Got  a  Hotel? 


www.evmedia.com 

Bool  Direct  -  Save  a  Lot 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards 

-  Promotes  leadership,  self-confidence,  and 

Manners 


Computer  in  every  dorm  room 
Full  athletic  program 
Band.  Fine  Arts,  and  Aviation 
Affordable  Tuition 
■  Located  on  Lake  Lanier  in  North  GA 
www.cadet.com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


Your  one-click 
option  to  connect  with 
our  advertisers. 


www.businessweek.com/BizLink 


This  online  reader  service  system  allows  you  to  quickly  and  easily 
request  free  information  from  our  advertisers.  You  can  select  how  th 
information  will  be  provided...  whether  by  phone,  fax,  mail  or  e-mail. 
Or  use  the  "Hot  Link"  to  connect  directly  to  an  advertiser's  web  site. 
BizLink  is  the  simplest,  quickest  way  to  connect  with  our  advertisers. 
If  you  don't  have  an  Internet  connection,  just  call  1  -800-848-6708. 


BizLmk 


BusinessWeek 


Most  Read    Best  Read.  Worldwide. 

A  [)iri}i<)ii  ofllicMcGraii'-HilU'oinpiDuc 


BusinessWeek  Index 


:ODUCTION  INDEX 


Change  from  last  week.  0.4% 
Change  from  last  year;  5.5% 


Sept  Jan  May  Sept 

1997  1998  1998  1998 

The  index  is  a  4-week  moving  average 

production  index  continued  to  clinnb  in  tfie  week  ended  Sept.  12,  while 
unaveraged  index  dipped  0.1%  to  137.5,  from  137.6.  After  seasonal 
jstment,  electric  power  was  down  3.3%,  with  the  largest  decreases  of 
liable  energy  in  the  Mid-Atlantic  and  Southeast  areas.  Rail-freight  traffic, 
il  coal,  and  lumber  output  also  fell,  but  that  was  mainly  because  of  ttie 
or  Day  holiday.  Auto,  truck,  and  crude-oil  production  posted  increases. 
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ITGAGE  APPLICATIONS.  REFINANCE  (9/18) 

2,269.9 

2,141.9 

224.5 

rces:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept.,  Mortgag 
<ers  Assn   (Index   March  16,  1990=100) 

e 

MEREST  RATES  , 

ERAL  FUNDS  (9/22) 

LATEST 
WEEK 

5.38% 

WEEK 
AGO 

5.71% 

YEAR 
AGO 

5.45% 

1MERC1AL  PAPER  (9/22)  3  month 

5.31 

5.33 

5.52 

TIFICATES  OF  DEPOSIT  (9/23)  3month 

5.42 

5.43 

5.59 

ED  MORTGAGE  (9/18)  30-year 

6.84 

6.85 

7.52 

USTABLE  MORTGAGE  (9/18)  one  year 

5.73 

5.65 

5.66 

ME  (9/18) 

8.50 

8.50 

8.50 

rces:   Federal  Reserve,  HSH  Associates.  Bloomber 

g  Financial 

Markets 

PRODUCTION  INDICATORS 


STEEL  (9/19)  thous.  of  net  tons 

LATEST 
WEEK 

1,899 

WEEK 
AGO 

2,074# 

YEARLY 
%  CHG 

-12.0 

AUTOS  (9/19)  units 

114,161 

106,856r# 

-7.1 

TRUCKS  (9/19)  units 

122,921 

112,797r# 

-7.4 

ELECTRIC  POWER  (9/19)  millions  of  kilowatt-lirs 

71,953 

69,817# 

3.0 

CRUDE-OIL  REFINING  (9/19)  ttious.  of  bbl./day 

15,051 

15,420# 

-0.3 

COAL  (9/12)  thous.  of  net  tons 

21,785# 

22,698 

0.8 

LUMBER  (9/12)  millions  of  ft. 

418.0# 

483.3 

-14.7 

RAIL  FREIGHT  (9/12)  billions  of  ton-miles 

25. 5# 

27.8 

-3.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (9/23)  $/troy  oz. 

LATEST 
WEEK 

288.900 

WEEK 
AGO 

288.250 

YEARLY 
%  CHG 

-10.5 

STEEL  SCRAP  (9/22)  #1  heavy.  $/ton 

85.50 

85.50 

-37.8 

COPPER  (9/18)  e/lb. 

79,4 

81.1 

-18.6 

ALUMINUM  (9/18)  mib. 

64.8 

66.8 

-16.2 

COTTON  (9/19)  strict  low  middling  1-1/16  in.,  (Z/lb.  71.88 

71.62 

1.2 

OIL  (9/22)  $/bbl. 

15.54 

14.45 

-21.2 

CRB  FOODSTUFFS  (9/22)  1967=100 

223.22 

221.49 

-6.9 

CRB  RAW  INDUSTRIALS  (9/22)  1967=100 

277.85 

280.11 

-18.1 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  fVlemphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/23) 

LATEST 
WEEK 

136.55 

WEEK  YEAR 
AGO  AGO 

135.05  120.13 

GERMAN  MARK  (9/23) 

]  .69 

1.69 

1.77 

BRITISH  POUND  (9/23) 

1.68 

1.68 

1.61 

FRENCH  FRANC  (9/23) 

5.66 

5.68 

5.96 

ITALIAN  LIRA  (9/23) 

1666.0 

1673  2  1732.3 

CANADIAN  DOLLAR  (9/23) 

1.53 

1.50 

1.39 

MEXICAN  PESO  9/23) 

10.123 

10.035 

7.816 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/23) 

111.4 

110.7 

106.0 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
e>;cept  tor  British  pound  in  dollars    Trade-weighted  dollar  via  J. P.  Morgan 


!dta  in  the  production  mdicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
tTil,   1 -Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3-Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


B  MEETING 

day,  Sept.  29  >■  The  Federal  Reserve's 
ral  Open  Market  Committee  will  meet  to 
lonetary  policy  for  the  next  seven 
s.  Accoriding  to  the  median  forecast  of 
Dmists  surveyed  by  Standard  &  Poor's 
I  a  unit  of  The  McGraw/-Hill  Companies, 
I  lange  is  expected  in  interest  rates.  Hovj- 
policymakers  are  likely  to  shift  their 
/  bias  from  a  neutral  stance  to  one 
sd  toward  easing. 

.  >UMER  CONFIDENCE 

^  lay.  Sept.  29,  10  a.m.EDTP-  The  Con- 
E  ce  Board's  consumer  confidence  index 
'  ibly  fell  to  130  in  September,  from 
^  1  in  August. 


NEW  HOME  SALES 

Wednesday,  Sept.  30,  10  a.m.EDT^  New 
single-family  homes  probably  sold  at  an 
annual  rate  of  880,000  in  August,  says  the 
s&p  MMS  forecast.  That  would  be  down  from 
the  886,000  sold  in  July. 

LEflDING  INDICATORS 

Wednesday,  Sept.  30,  10  a.m.EDT>  The 
Conference  Board's  composite  index  of  lead- 
ing indicators  was  likely  unchanged  in 
August,  after  jumping  0.4%  in  July. 

NAPM  SURVEY 

Tttursday,  Oct.  1,  10  a.m,EDT>-  The  National 
Association  of  Purchasing  Management's 
business  index  likely  fell  to  49%  in  Sep- 


tember, from  49.4%  in  August.  A  reading 
below  50%  indicates  that  the  factory  sector 
is  contracting. 

CONSTRUCTION  SPENDING 

Thursday,  Oct.  1,  10  a.m.EDT>-  Construction 
spending  probably  rose  0.3%  in  August,  on 
top  of  a  0.4%  increase  in  July. 

EMPLOYMENT 

Friday,  Oct.  2,  8:30  a.m.EDJ>  The  s&p  mms 
survey  expects  that  nonfarm  payrolls 
increased  a  healthy  200,000  in  September. 
Jobs  grew  by  365,000  slots  in  August,  but 
much  of  those  were  workers  returning  after 
the  General  Motors  Corp.  strike.  The  jobless 
rate  likely  remained  at  4.5%. 
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rnis 
Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday  <- 


Martin  Duggan  of  the  Small 
Business  Exporters  Assn. 
tells  how  to  get  a  piece  of  the 
global  marketplace.  Sept.  27 
9  p.m.  EDT 

Tuesday 

What  IS  the  stock  market 
saying  about  the  economy — 
and  vice-versa?  Ask  David 
Blitzer,  Standard  &  Poor's 
chief  economist.  The  event  is 
co-sponsored  by  S&P 
Personal  Wealth.  Sept.  29 
4:30  p.m.  EDT 

Thursday 

One  way  to  plot  investment 
moves:  Track  what  corporate 
insiders  are  doing.  Find  out 
more  from  Jonathan 
Moreland  of  the  Web  site 
lnsiderTrader.com.  Oct.  1 
9  p.m.  EDT 


AOL  keyword:  BW  Talk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  tfie  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 


A  M  E  Rjl  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  19 
ABNAmro  8 
Ad«est  184 
Airtours  8 
Alcatel  41 

Amazon.com  (AMZN)  164.174,176 
American  Airlines  (AMR)  164. 176 
American  Annuity  Group  lAAG)  100 
American  Century-Benham 

International  BoniJ  Fund  56 
America  Online  (AOL)  52, 136 
Ameritecti  (AIT)  156 
Andersen  (Arthur)  134 
Andromedia  164 
Apple  Computer  (AAPL)  46 
Applied  Materials  (AMAT)  38 
Arcadia  financial  148 
ATiT(T)  52.118,136,182 
At  Home  118 
Audi  82 

Aviation  Distributors  (ADIN)  134 
ATOn(AVP)  50 

B 


Bangkok  Bank  62 
BankAmerica  (BAG)  60,  62 
Bayer  52 

Bear  Stearns  (BSC)  42,62,92,136, 
182 

Bell  Atlantic  (BEL)  156 
Berger Funds  148 
Bernstein  (Santotd  G )  148 
Big  Science  176 
BIVlW  82 

Boston  Gtiicken  (BOST)  148 
Boyd  Coffee  6 

Bristol-Myers  Squibb  (BMV)  164 
Broadview  Associates  136 
BroadVision  164 
BskyB(NWS)  179 
BTAlex  Brown  (BT)  41 
Building  Q  50 


Cabletron  Systems  (CS)  52 
G&N  Condor  8 
Capital  America  43 
Garlton  Communications  179 
Carrefour  92 
CBS  (CBS)  118 
CDWInvestnet  182 
CDnow(CDNW)  164, 174  176 
Cendant  (CD)  133,136.148,158,194 
Challenger  Gray  &  Ghnstmas  38,40 
Chrysler  (C)  82 
Giena(CIEN)  182 
Citicorp  (CCD  34,  38. 40 
City  Boxers  124 
Coldwell  Banker  176 
Compaq  Computer  (CPQ)  26.136,164 
CompUSA  Stores  (CPU)  46 
ComputerWare  46 
Comstock  Partners  56 
Conference  Board  191 
Corning  (GLW)  38 
Cox  Interactive  Media  176 
Credit  Suisse  First  Boston  43,136, 
148 

Crown  Cork  &  Seal  (CCK)  38,  52 
Cyberian  Outpost  164 
CyberstudylOl  124 
Cypress  Semiconductor  (CY)  136 


Daimler  Benz  (DAI)  82 
Dell  Computer  (CELL)  26,52, 148, 164 
Deloitte  8.  Touche  134. 136 
Deutsche  Bank  34, 42, 44. 148 
Dick's  Supermarkets  164 
Discovery  Networks  118 
Donaldson  Luf km  8.  Jenrette  (OLJ)  148 
Donna  Karan  (OK)  148 
drumandspear.com  124 


Dun  &  Bradstreet  (DNB)  182 
DuPasquier  148 

E 


EarthShell  (ERTH)  115 

Eastman  Kodak  (EK)  136.194 

Eco  Organic  GoHee  6 

Edwards  (A  Gl  (AGE)  148. 158 

EIE  International  64 

EKI  115 

E-Machmes  46 

EMI  Group  41 

Engage  Technologies  174 

Envoy (ENVY)  158 

Equity  Corp  International  (EQU)  100 
Ernsts  Young  134 
Excite  (XCIT)  52,164  176 


FAOSchwarz  50 
Federal  Express (FOX)  38 
Fiat(FIA)  41.82 
Fidelity  Investments  56 
First  Call  38. 136 

Firsthand  Technology  Value  Fund  1 58 

FirstMatter  92 

First  Union  (FTW)  148 

Fleet  Financial  (FLT)  40 

Ford  (F)  38. 82 

Foresight  Analysts  100 

Forstmann-leff  60 

4CAST  73 


Galoob  50 

Garden  Escape  164,176 
Gateway  (GTW)  148 
Gemstar  International  Group 
(GMSTF)  118 
General  Electric  (GE)  92, 118 
General  Motors  (CM)  38.82.136,191 
General  Motors  Acceptance  (GM)  184 
Gillette  (G)  38 

Goldman  Sachs  34,42.52, 136, 148 
Grace  8.  White  136 
Green  Tree  Financial  136 
GroupeBull  12 
GTE  (GTE)  156 

H 


Hambrecht  &  Quist  (HQ)  115,148 
Hasbro  (HAS)  50 

Hewlett-Packard  IHWP)  46,92.148 
Hoenig  38 
Honda  (HMC)  64 
HSBG  lames  Capel  62 
HSBG  Securities  48 
Hummer  Winblad  Venture 
Partners  158 

I 


l/B/E/S  International  148 
IBM  (IBM)  12,26,115.124 
imagine  Radio  176 
Inc  40 

Infoseek  (SEEK)  176 
ING  Baring  Furman  Selz  60 
Ingenico  60 
InsiderTrader  com  182 
Intel  (INTO  60 
International  Data  124 
Interstate/Johnson  Lane  60 
Indium  76 

Israel  Aircraft  Industries  73 
IVI  Checkmate  (CMIV)  60 

i.  K 


lakk's  Pacific  50 
lanco  Partners  118 
Janus  20  (JAVLX)  158 
Johnson  Associates  148 
Jupiter  Communications  164 
Kellogg  (K)  52,92.136.164 
Kirch  Group  118 
Kmart  (KM)  60 


Kookaburra  Software  174 
KPMG  Peat  Marwick  40, 134 
Kraft  (MO)  164 


Lamborghini  82 
Lehman  Brothers  (LEH)  43 
Lexington  Troika  Russia  Fund  56 
Liberty  Media  (LBTYA)  118 
LikeMinds  164 
Lincoln  Capital  92 
Ltvent  136 

Loewen  Group  (LWN)  100 
Long  Term  Capital  Management  42 
Long-Term  Credit  Bank  Of  Japan  64 
Loral  (LOR)  75 

Lucent  Technologies  (LU)  60, 136 
Lycos  (LCDS)  176 

M 


Mailbox  Haven  124 
Mattel(MAT)  50 
Mazda  38 

McDonald's  (MCD)  115,136 

McGraw-Hill  (MHP)  191 

MCI(WCOM)  136,156.194 

Media  Partners  179 

Mernll  Lynch  (MER)  34,41.136.158 

Metropolitan  Life  Insurance  40.100 

Meyer  (Fred)  92 

Micron  Technology  (MU)  148 

Miciosoft  (MSFT)  52,174 

Millenium  Pharmeceuticals  (MLNM)  52 

Mirabilis  136 

Mobil  (MOB)  38 

Morgan  (J.P.)  (JPM)  34,41,42,100, 
179 

Morgan  Stanley  Dean  Witter  mO)  34, 
36,  38,  42,43,148,158 

Moinmgstar  56 
Motorola  (MOT)  38,  76 

N 


National  Australia  Bank  (NABi  73 
NalionsBanc  Montgomery  Securities 
(NB)  118 

NationsBank  (NB)  52,60 

NBC(GE)  118 

Nelson  Information  148 

NetChannel  136 

Net  Perceptions  164 

Netscape  Communications  (NSCP)  174 

News  Corp  (NWS)  118 

Nexgen  124 

NFL  8 

Nokia  115 

Nomura  Securities  43 
NorwesKNOB)  148 
Nouvelles  Frontieres  8 
NPD  Group  50 
N2K(NTKI)  164 


Oberthur  Smart  Cards  USA  12 
Office  Depot  (OOP)  164 
Oppenlieimer  46 
Orga  12 
Orix  64 

Oxford  Health  Plans  (OXHP)  148 


PaineWebber  (PWJ)  148 
Paramount  Communications 
(VIAB)  19 
PC  Data  46 
Peapod  164 
Penney  U  C  )  (JCP)  60 
PersonaLogic  164 
Personify  164 

Philips  Electronics  (PHG)  41 
Pilgrim  Baxter  136 
planet  U  164 
Polaroid  (PRD)  38,  52 
Porsche  82 

Power  Integrations  115 

PiiceWaterhouseGoopers  134 

Primestat  118 

Procter  S  Gamble  (PG)  92 

ProFund  56 

Prudent  Bear  Fund  136 

Prudential  Securities  148 

Q,R 


Oualcomm  IQCOM)  12 


Ralston-Purma  (RAL)  164 
RAND  106 
RealNetworks  176 
Reel  com  176 
Regional  Financial  Associates  3 
Reuters  (RTRSY)  148 
Rolls-Royce  82 
Royal  Dutch/Shell  (RO)  41 

S 


Salomon  Smith  Barney  (TRV)  34 
82, 156 

Sapient  Health  Network  164 
SBC  Communications  (SBC)  15 
Schlumberger  (SLB)  12 
Schwab  (Charles)  (SCH)  148 
Seanver  Maritime  184 
Securities  Data  40. 156 
Service  Corp  International  (SRV 
SM  Investments  118 
Sofamore  Danek  (SDG)  60 
Sony(SNE)  118 
Sphere  Communications  76 
Standard  S,  Poor's  (MHP)  38,4! 
191 

Starbucks  (SBUX)  6 
Stephens  (G.Z.)  52,148 
Sumitomo  Bank  64 
Sunbeam  (SOC)  134,136,148, 
194 


Tele-Commumcations  (TCOMA) 
Telemundo  Group  118 
TellabsaLAB)  182 
Tempest  Consultants  148 
Thai  Farmers  Bank  62 
Thomson  40 
3Com  (COMS)  60 
3M  (MMM)  38,  92 
Tiger  Management  148 
Time  Warner  (TWX)  118 
Toys  'R'  Us  aOY)  50 
Travelers  ffRV)  34,38,40.156 
Trilogy  Development  164 
Trim  Tabs  Financial  Services  51 
TRW  (TRW)  108 
Tucker  Anthony  50 

U 


UAL  (UAL)  52 
United  Video  Satellite  Group  II 
USA  Networks  118 
USA  Waste  Services  136,194 
U  S  Steel  (X)  38 


cim 


mn 


Vanguard  Group  6. 56 
Viacom  (VIAB)  118 
Vickers  82 
Volkswagen  82 

W 


Walgreen  (WAG)  60 
Wal-Mart  Stores  (WMD  38, 50, 1 
Walt  Disney  (DIS)  8, 19 
Waste  Management  (WMI)  134, 
194 

Wind  Rivet  Systems  (WIND)  148 
Windsor  II  Fund  (VWNFX)  6 
WMF  Graup  43 
WorldCom  (WCOM)  136,194 
WPF  50 

X,  Y,  Z 


Xomed  Surgical  Products  (XOMDj 
Yahoo' (YHOO) 164, 176 
Zacks  Investment  Research  14{ 
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[vestment  Figures  of  the  Week 


&P  500 

pt.  Mar.  Sept.  Sept.  17-23 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


:  1066  09 

-  1050 

;  1030 

-  1010 


1-week  change 
+2.0% 


IMENTARY 

encouraging  week  in  the 
ncial  markets.  Tlie  Dow 
;s  industrial  average 
ibed  257  points  to  8154.4 
Sept.  23.  Investors  were 
/ed  by  comments  by  Fed- 
Reserve  Chairman  Alan 
nispan,  who  seemed  to 
that  he  may  push  for 
T  interest  rates.  Financial 
ks  advanced,  with  Citicorp 
J. P.  Morgan  among  the 
gainers.  The  rally  on  Sept. 
followed  gains  in  the 
sh,  Latin  American,  and 
nan  markets.  Internet 
ks  were  also  gainers,  and 
dollar  rose. 


REST  RATES 


EASURY  BOND  INDEX 

t    Mar.   Sept.  Sept.  17-23 


■1735  54 
'■  1725 


feek change       1-week  change 
i.3%  +0.7% 

Bloomberg  Financial  Markets 

'>f«r  -  .  ;     IJ  S,  Diveriilied  fiW  All  Equity 

.1  leturn         52-week  total  return 

2    I   15 


Dow  Jones  Industrials 

8154.4 

0.8 

3.1 

NASDAQ  Combined  Composite 

1760.3 

4.2 

4.3 

S&P  MidCap400 

318.7 

2.2 

-3.3 

S&P  SmallCap  600 

157.1 

3.3 

-15.5 

S&P  SuperComposite  1500 

224.4 

2.0 

10.0 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

364.5 

3.5 

21.2 

S&P  Financials 

116.9 

1.0 

4.8 

S&P  Utilities 

253.3 

1.6 

22.9 

PSE  Technology 

4.3 

-1.2 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5214.7 

-1.5 

2.7 

Frankfurt  (DAX) 

4699.4 

-3.3 

14.6 

Tokyo  (NIKKEI  225) 

13,789.8 

-2.9 

-25.1 

Hong  Kong  (Hang  Seng) 

7504.4 

-4.5 

^7.2 

Toronto (TSE  300) 

6015.1 

1.8 

-14.2 

Mexico  City  (IPC) 

3902.2 

14.3 

-25.1 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.54% 

1 .52  % 

1.59% 

S&P  500  P/E  Ratio  (Last  12  mas.) 

24.4 

24.7 

24.1 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*    1 9.8 

19.9 

19.0 

First  Call  Earnings  Revision* 

-5.87  % 

-5.20  % 

-1.48% 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

1063.9 

1062.0 

Positive 

Stocks  above  200-day  average 

20.0% 

18.0% 

Positive 

Options:  Put/call  ratio 

0.67 

0.73 

Neutral 

Insiders:  Vickers  Sell/buy  ratio 

0.66 

0.80 

Positive 

HMOs 

Oil  Exploration  &  Prod. 
Gold  Mining 
Tobacco 

Alcoholic  Beverages 


23.9 
15.8 
15.3 
8.8 
8.4 


Broadcasting 
Drug  Chains 
Drugs 

Long-Dist.  Telecomms. 
Food  Chains 


65.5 
63.1 
51.6 
50.7 
46.6 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Machine  Tools  -27.1 
Metal  &  Glass  Containers  -23.9 
Toys  -23.6 
Soft  Drinks  -22.8 
Invest.  Banking/Brkge.  -22.5 


Oil  &  Gas  Drilling 
Leisure  Time 
Metals 

Machine  Tools 
Transportation  Services 


-55.3 
^7.9 
^5.7 
-38.9 
-36.2 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Citicorp 

95  Vs 

-38^16 

Intel 

83^16 

-1  Vl6 

IBM 

127^4 

-"/,6 

America  Online 

loeVe 

-2"/l6 

BankAmerica 

-18  "/16 

Telebras-ADR 

7l'/8 

-12V8 

Decline  atiead?  Stocks  with  most 
signilicant  selling  on  price  strengtti 

Price 

1-month 
change 

Dell  Computer 

60Vi6 

V2 

Qwrest  Communications  Intl. 

34  V4 

2^/64 

Viacom-B 

65 '/i  6 

6V4 

Adobe  Systems 

325/16 

73/4 

Centocor 

40^/4 

15/16 

Bank  of  New  York 

28  "/1 6 

3/8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.06 

5.09 

5.14 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.68 

4.74 

4.94 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

4.86 

4.97 

5.17 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.59 

4.78 

5.46 

GENERAL  OBLIGATIONS 

4.16% 

4.22% 

4.83% 

4.88% 

10-YEAR  TREASURY  NOTES 

4.67 

4.88 

6.04 

PERCENT  OF  TREASURIES 

89.16 

86.64 

93.45 

93.41 

30-YEAR  TREASURY  BONDS 

5.17 

5.23 

6.32 

TAXABLE  EQUIVALENT 

6.03 

6.12 

7.00 

7.07 

LONG-TERM  AA  INDUSTRIALS 

6.17 

6.24 

6.77 

INSURED  REVENUE  BONDS 

4.33 

4.37 

5.03 

5.05 

LONG-TERM  BBB  INDUSTRIALS  7.04 

6.84 

7.16 

PERCENT  OF  TREASURIES 

92.81 

89.72 

97.32 

96.66 

LONG-TERM  AA  TELEPHONES 

6.60 

6.70 

7.10 

TAXABLE  EQUIVALENT 

6.28 

6.33 

7.29 

7.32 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 
%    Four-week  total  return 


% 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Guinness  FIgt.  Malnld.  Ch. 
Fidelity  Select  Gold 
Prudent  Bear 
Fidelity  Sel.  Free.  Mets. 
Am.  Cent.  Global  Gold 

Leaders 

52-week  total  return 


17.8  Vontobel  Eastern  Europ.  Eq.  -31.9 
13.0  American  Heritage  -30.6 
12.2  Lexington  Troika  Russia  -28.2 

11.9  Fidelity  Select  Brokerage  -23.7 
1 1 .9  Montgomery  Latin  Amer.  R  -23.0 


% 


Laggards 

52-week  total  return 


% 


' /lorningstar,  Inc. 


Smith  Barney  Telecomm.  Inc.  40.9  Lexington  Troika  Russia  -88.9 

Fidelity  Sel.  Health  Care       31 .8  Matthews  Kurea  I  -67.6 

JanusTwenty  31.1  Guinness  FIgt,  Asia  Sm.  Cap -64.9 

Flag  Investors  Communs.  A    31.0  Vontobel  Eastern  Europ.  Eq. -64.5 

Caldwell  &  Orkin  Mkt.  0pp.     30.9  Frontier  Equity  -63.4 


Precious  Metals 
Natural  Resources 
Health 

Pacific/Asia  ex-Japan 
Utilities 

Leaders 

52-week  total  return 

Utilities  15.8  Pacific/Asia  ex-lapan  -50.6 

Communications  11.1  Latin  America  -50.6 

Large-cap  Growth  6.7  Diversified  Emerging  Mkts.  -46.6 

Health  3.8  Diversified  Pacific/Asia  ^1.1 

Large-cap  Blend  3.7  Precious  Metals  -36.1 


8.5  Europe 

0.9  Latin  America 

0.1  Foreign 

-0.4  Diversified  Emerging  Mkts. 

-1.1  World 

Laggards 

%  52-week  total  return 


-12.2 
-11.3 
-10.0 
-9.2 
-8.9 

% 


are  as  of  market  close  Wednesday,  Sept.  23,  1998,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Sept.  22.  For  a  more  detailed  explanation,  write 
iclude  S&P  500  companies  only.  Fundamentals,  tecfinical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek,com.  MA=Not  available  ''Vanguard  Index  500  Fund 


Editorials 


II 


CORPORATE  EARNINGS:  TRUTH,  PLEASE 

It's  amazing  how  fast  investment  psychology  can  change. 
Before  July,  when  the  bull  market  stopped  in  its  tracks, 
Wall  Street's  mantra  was  steady  "growth  of  earnings  per 
share."  Nothing  seemed  to  matter  but  those  rising  quarterly 
eai-nings  figiu-es.  After  all,  they  emiched  401(k)s,  fattened  op- 
tions, and  created  wealth  for  millions.  Twelve  hundred  Dow 
points  later,  and  lower,  a  new  realism  about  the  "quality"  of 
those  earnings  is  taking  hold.  For  good  reason.  Fundamentals 
matter  more  when  a  rising  tide  isn't  floating  every  company's 
earnings.  They  become  critical  when  a  profits  recession  begins 
to  set  in,  as  appears  likely. 

But  investors  looking  for  numbers  that  show^  the  real  pic- 
ture may  be  searching  in  vain.  Many  corporate  managers 
are  stretching  accounting  inles  like  taffy  to  keep  the  bottom 
hne  moving  up.  Accountants  are  increasingly  reluctant  to 
blow  the  whistle  for  fear  of  jeopardizing  remunerative  con- 
sulting work.  And  analysts  have  morphed  into  cheerleaders 
and  investment  banking  rainmakers.  Truthsayers  can  get 
sacked.  Just  when  investors  need  tnisted  information,  the 
usual  sources  have  turned  fishy.  Wliat's  going  on? 

Wiiile  most  attention  is  focused  on  accounting  disasters 
that  decked  Sunbeam,  Cendant,  and  Waste  Management,  the 
more  widespi-ead  problem  is  the  exaggerated  use  of  ordinary 
practices.  A  favorite  tactic:  avoiding  goodwill  chai-ges  in  merg- 
ers. Take  in-process  i*esearch  and  development  write-offs,  pop- 
ular among  high-tech  companies  that  merge.  In  its  $37  billion 
pui'chase  of  MCi  Commimications  Corp.,  WorldCom  Inc.  has  an- 
nounced plans  to  write  off  some  $6  billion  to  $7  billion  of  in- 
process  MCI  R&D  that  may  have  commercial  application  down 
the  road.  Or  not.  Who  knows,  really?  Yet  the  accounting  ma- 
neuver lets  WorldCom  avoid  huge  charges  for  goodwill  in  the 


merger  that  could  have  reduced  eaiTiings  by  $100  million  a 
(page  134). 

Taking  "extraordinary"  wiite-offs  again  and  again  i 
other  tactic  favored  by  manager's.  Since  1991,  Eastman  K 
Co.  has  taken  six  extraordinary  one-time-event  wr-ite 
totaling  $4.5  billion,  equal  to  all  the  company's  profiti 
the  past  9  year's.  True,  the  write-offs  stemmed  from  a  dr 
r'estrnctimng  of  Kodak.  Yet  can  a  company  have  "extra 
nary"  one-time  events  for  six  out  of  the  last  seven  year 
Then  there  is  pooling-of-interest  accounting,  another  n 
er  technique.  Pooling  lets  companies  avoid  goodwill  char*gc 
combining  theii'  assets  at  book  value.  Pooling  boosted  ean 
by  $3  billion  to  $4  billion  when  usA  Waste  Services  Inc 
Waste  Management  Inc.  combined  in  a  $16  bilhon  deal. 

All  this  is  perfectly  legal,  but  many  of  the  accountants 
analysts  that  investors  expect  to  r'efer'ee  the  game  and  pn 
them  increasingly  are  playing  for  the  other  side.  Mani 
countants  are  under  pressure  to  go  easy  because  their  i 
want  to  sell  consulting  services  to  the  companies  they  ar( 
diting.  A  number  end  up  wor'king  for  the  companies  the^ 
dit.  Many  analysts  succumb  to  the  pressiu'e  fi'om  the  in 
ment  banking  side  of  their  businesses  to  pump  initial  p' 
offer-ings  and  suppor-t  cor-porate  clients. 

Wliat  is  to  be  done?  Investors  can  look  to  the  gvo^ 
number  of  new  sources  of  company  data  on  the  Intemel 
the  least,  they  should  temper  the  idea  of  Wall  Street  anal 
as  fair'-minded  observers.  Accounting  fir-ms  should  sep; 
their  businesses  cleanly  or  face  shar'eholder  lawsuits.  And 
porate  CEOs  should  realize  that  the  economic  and  fina 
world  has  changed  in  the  past  few  months.  Quahty  is  va 
when  quantity  can't  be  delivered.  Let's  get  back  to  basi 


RECONCILING  E-COMMERCE  AND  PRIVACY 


Thanks  to  the  InterTiet,  per'sonal  ser-xdce,  once  the  province 
of  the  well-to-do,  is  incr-easingly  available  to  the  hoi  pol- 
loi.  It's  now  possible  for  Net  businesses  to  tailor  offerings  to 
any  individual's  pr'efer-ences,  ft'om  gardening  to  investing. 
Do  you  like  Chilean  caber-nets?  How  about  military  histor"ies? 
One-on-one  marketing  has  tr'emendous  potential  (page  164). 

But  not  until  the  rules  of  privacy  change.  Most  people 
assume  they  "own"  the  data  of  their  everyday  lives  and 
shoirld  have  the  power  to  contr-ol  it.  Not  on  the  Net,  where 
the  assumption  is  that  data  on  people  belong  to  whomever 
can  gather  the  information,  unless  individuals  specifically  r-e- 
quest  to  "opt  out"  of  giving  up  r-evealing  data.  There  ar'e  Web 
sites  that  demand  personal  data  to  register',  then  sell  it  or 
make  it  available  to  marketing  partner's  without  requesting 
permission.  There  ar-e  "cookies,"  pieces  of  software  down- 
loaded onto  an  individual's  hard  drive  to  track  that  person's 
online  behavior.  These  practices  defy  deep  American 


tr-aditions:  individual  liberties  and  owmer-ship  of  prop 
The  solution  is  clear.  Net  commercial  cultm'e  must  chi 
Anonymity  should  be  the  baseline.  Individuals  should  hav 
easy  choice  between  "opting  in"  by  providing  data  to  ver 
and  marketer's  they  trust,  and  "opting  out"  to  retain  pri^ 
It  is  up  to  businesses  to  offer  incentives,  such  as  discoun' 
per'sonalized  shopping,  to  make  it  worthwhile  for  peop! 
give  up  personal  data.  If  they  choose,  people  must  be  allc 
to  surf  the  Web  without  being  tr-acked.  And  they  must '. 
the  tools  to  per'sonaUze  the  Web  without  revealing  deeply 
sonal  infornration.  A  software  group,  the  World  Wide 
Consortium,  is  working  on  it,  but  progress  is  too  slow. 

The  pr-omise  of  customizing  the  sale  of  products  and 
vices  to  individuals  is  tr-uly  revolutionary.  It  mar'ks  a  Ji 
away  from  mass  marketing  and  changes  the  nature  ore 
search,  design,  and  manufactur-ing.  But  personalization 
never  reach  its  potential  without  protecting  privacy. 
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A  goo  J  travel  agent 


always  seems 


to  k 


now  exactly; 


wnere  you  want  to  stay 


Hyatt  and  UNIGLOBE.  Helping  yon  get  where  yon  need  to  go. 


Vi'itli  preferred  rates  and  programs  such  as  the  UNIGLOBE  Rescue  Line  24-hour  trawler  assistance, 
UNIGLOBE  can  help  you  get  more  out  of  your  Hyatt  slays  wlieii  trawling  on  business.  Once  lliere,  you'll 
find  everything  from  business-friendly  rooms  and  express  continental  breakfast  to  specially  staffed  Business 
Centers.  All  in  an  inspving  enviromnent  that  pro]'ides  the  added  touch  you  need  to  make  your  iie.\t  business 
trip  a  success.  For  reservations  a)id  more  infornuition,  contact  your  nearest  UNIGLOBE  travel  plamier 
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{After  32  years 


In  the  Quest  for  High  Performance,  So 


By  John  Cafa ) 


If  you're  an  automotive  designer,  there  isn't  a 
more  challenging  or,  ultimately,  a  more  reward- 
ing assignment  than  to  he  gi\'en  the  opportunity 


{The  new  lighter,  stiffer  liardtop  takes  Corvette 
performdnce  capabilities  to  the  ultimate  degree. 

to  create  the  next  Corvette.  It's  not  something 
we  take  lightly.  Great  automotive  design  and 
Corvette  have  gone  together  since  the  very  first 
one  in  1433.  It's  about  heritage,  passion,  tradition 


and  the  future,  all  at  once.  And  the  fact  that  any 
new  Corvette  design  must  speak  loudly  of  the 
performance  potential  that  lies  underneath  the 
skin.  The  new  Corvette  hardtop  would  certainly 
have  to  measure  up  to  some  pretty  lofty  standards. 

Our  Future  Must  Start  With  Our  Past.  Our  past 
is  really  important  to  the  Corvette  Design 
Team.  Each  and  every  day,  we  live  and 
breathe  Corvette  history.  Legends  like  the 
Corvette  SS.  The  original  Sting  Ray.  The  '63 
Coupe.  The  Mako  Shark.  It's  all  there  for  us  to 
see  whenever  we  turn  a  corner  in  the  halls  of 
our  design  studios.  From  memorable  street 
cars  and  significant  race  cars  to  forward-looking 
concept  cars  and  design  studies,  we  feel  the 


Detailed  aerodynamics:  Like  all  Corvette  nnn 

presence  of  every  Corvette  that  evi 
before.  Which  is  exactly  why  it's  such 
to  have  the  opportunity  to  design  th 
Because  as  designers,  we  don't  jus.i 
new  Corvette,  we  get  a  chance  to  i 
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How  to  reshape  the 
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Sometimes  you  forget  the  millDm 

Sometimes  you  forgcei 


Whether  you  are  going  to 
the  store,  to  work  or  the  dry 
cleaners,  every  trip  you  take 
in  a  Concorde  LXi  inevitably 


The  Chrysler  Concorde  was  respectfully  ranked 
"Best  Premium  Midsize  Car  in  Initial  Quality" 
by  J.D.  Power  and  Associates. 


becomes  a  joyride.  With  every  corner  you  become  lost  in 
the  stability  of  its  cab-forward  architecture  and  low-speed 
traction  control.  As  your  thoughts  begin  to  race,  Chrysler 
Concorde  LXi  s  smooth  4-speed  automatic,  a  fully  adaptive 
electronically  controlled  transaxle,  actually  begins  to  learn 
your  driving  style  and  tailors  its  internal  shift  patterns  for 
you.  Soon  your  fingers  grip  the  leather-wrapped  steering 
wheel  and  your  mind  hums  along  to  the  purring  sounds  of  a 
225  hp  24-valve  V6.  Now  then,  where  are  you  going  again? 
For  more  information  about  a  test-drive  you  will  never 
forget,  call  1.800. CHRYSLER  or  visit  www.chryslercars.com. 
Concorde  LX  starts  at  $22,060.  LXi  as  shown,  $25,785:* 


Featuring  MacPherson  struts  up  front  and 
a  multi-link  configuration  with  Chapman 
struts  at  the  rear,  the  exacting  geometry 


of  the  Chrysler  Concorde's  precisely  tuni^ 
suspension  reduces  rear  end  squat  und^ 
acceleration  and  front  end  dive  under  brakinF 


"The  Chrysler  Concorde  was  the  highest  ranked  premium  midsize  car  in  the  J  D  Power  and  Associates  1998  Initial  Quality  Study  2  "  Study  is  based  on  a  total  of  58  I  1  7  consumer  reSM 


jmetimes  you  forget  the  bread, 
le  store  altogether. 


NGINEERED  TO  BE  GREAT  CARS 


CHRYSLER  CONCORDE 


viier-reported  problems  during  tine  first  90  days  of  owrnership  "Base  MSRPs  include  destination,  exclude  tax 


It's  in  the  baby  monitor  that  lets  you  see  her  as  well  as  hear  her. 
It's  what  makes  taking  her  temperature  as  easy  as  taking  her 
picture-which  it  also  helps  you  do.  It's  even  in  her  favorite  teddy  bear. 
Alas,  it  is  nowhere  near  her  poopy  diapers. 


IT'S  HERE. 


Special  Report 

112    GLOBAL  RISK 

Emerging  economies  need  a  shield 
against  panic-driven  flights  of  capital. 
The  answer  may  be  U.  S. -style 
bankruptcy  protection  for  insolvent 
nations,  to  penalize  impiiident  investors 
and  kee])  hot  money  at  bay 

120  THAILAND:  A  LONG  STRUGGLE  BEGINS 
Early  results  of  its  financial  overhaul 
are  impressive,  but  much  work  remains 

124    FORTIFYING  THE  GREAT  WALL 

Beijing  falls  back  on  protectionism  to 
keep  the  Asian  crisis  at  bay 

12fi    A  TALK  WITH  ROBERT  RUBIN 

The  Treasury  Secretary  sjjeaks  out  on 
everything  from  Russia  to  rate  cuts 

News:  Analysis  &  Commentary 

34    WILL  THE  FED'S  MOVES  WORK? 

The  World  is  being  drained  of  liquidity. 
And  America's  recent  steps  may  not  be 
enough  to  ease  the  cranch 
38    THE  LOWDOWN  ON  THE  BAILOUT 

Whys  and  wherefores  behind  the 
historic  LTCM  deal 
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40    WHY  LONG-TERM  LOST 

The  hedge  fund's  computer  models 
simply  failed  to  foresee  how  bad 
bad  could  be 

42   COMMENTARY:  LEVERAGE 

The  LTCM  debacle  is  a  timely  warning: 
Though  most  hedge  ftmds  toe  the  line, 
leveraged  derivatives  need  oversight 

44    GILLETTE  TAKES  A  SHAVE 

Facetl  with  slashed  earnings,  the 
company  cuts  and  consolidates,  but 
remains  bullish  on  global  growth 

46  COMMENTARY:  ACCOUNTING 
Standards  for  measuring  earnings  must 
be  stricter  both  here  and  abroad  if  the 
global  economy  is  to  thrive 

47  LAS  VEGAS  GOES  UPTOWN 

It's  spending  vast  sums  to  attract  resort 
customers  who  would  nomrially  go  to 
Vail  or  Palm  Springs 

48  PC  MAKERS'  RACE  TO  THE  BOTTOM 
New  models  are  showing  u\)  for  as  little 
as  .$400 

50    COMMENTARY:  REPRICING  OPTIONS 

Stock-option  repricing  is  a  gi-eat  idea — 
if  you  want  to  rewarrl  failure 
52    IN  BUSINESS  THIS  WEEK 


3'S  WORRIED? 

ring  patents 
t  faze  Merck's 


page  78 


CON  EYES 

lines  with 
an-like  senses 

n  the  way  page  94 


FUNNY  MONEY 

Repricing  stock 
options  benefits  bad 
managers  page  sn 


HIGH  TIMES 

Gary  Winnick  scored 
big  with  Global 
Crossing's  IPO  page  56 


OFF  AajAIN 
Jim  Clark  is 
taking  his 
new  startup 
public- 
and  his  $30 
million  yacht 

to  sea  page  64 


AMBITION 
Naoto  Kan  wants  to 
govern  Japan-and  he 

says  so  page  120 


TELECOMMUTING 

Tips  on  bosses,  taxes,  and 

policies  page  152 


>MMENTARY:  SOFT  DOLLARS 

liat  the  SEC  needs  to  do  is  ban  this 
ulverage  practice  altogether 
SIDE  WALL  STREET 
VESTMENT  FIGURES  OF  THE  WEEK 


eople 


A  CLARK'S  NEXT  ACT 

'11  the  founder  of  Silicon  Graphics  and 
eiscape  ring  up  another  blockbuster? 


arketing 


;real-box  killers  on  the  loose 

3W  products  and  packaging  are 
jping  into  Kellogg's  share 

he  Corporation 


iRCK  TAKES  ITS  GROWTH  PILLS 

says  a  slew  of  new  drags  should  allay 
/estors'  fears 

iformation  Technology 


CHNOLOGY  &  YOU 

■go's  little  mind-builder 
iSii  WARM-UP  FOR  THE  Y2K  GLITCH 

e  Pentagon's  Global  Positiortih^ 
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FUND  WATCH 

KNOCK  TWICE,  THEN 
SAY  THE  PASSWORD 

AT     A     TIME  WHEN 

hedge-fund  losses  are 
spreading,  Julian 
Robertson  Jr.'s  $22 
billion  hedge-fund 
group,  Tiger  Man- 
agement, is  try- 
ing to  put  the  lid 
on  the  bad  news — 
at  least,  as  far  as 
its  numbers  are  con- 
cerned. 

In  late  September, 
Robertson's  offshore 
Jaguar  fund  shut 
down  an  automated 
telephone  service,  operated 
by  its  office  in  Curacao,  that 
had  provided  callers  with  a 
daily  tape-recorded  update 
of  the  fund's  performance. 
The  shutdown  comes  in  the 
wake  of  a  widely  reported 
decline  of  Robertson's  fimds. 


ROBERTSON: 

Silent  Jagna) 


Tiger  is  up  14%  year  to  date, 
after  fees.  However,  its 
portfolios  suffered  a  $2.2 
billion  loss  in  late  August 
and  early  September,  in  part 
because  of  a  bet 
against  the  yen.  (bw, 
Sept.  28). 

Jaguar,  which 
mirrors  the  per- 
formance of  the 
other  Tiger  fimds, 
is  widely  tracked 
by  hedge-fund 
watchers.  A  Jaguai* 
fficial  said  that 
hareholders  can  still 
get  the  latest 
performance  data— 
but  only  if  they 
identify  themselves 
by  name.  "We  just  want  to 
screen  and  ensiu'e  that  we're 
only  giving  the  nay  [net  as- 
set value]  to  Jaguar  in- 
vestors." Others,  the  official 
said,  "might  have  been  draw- 
ing incorrect  conclusions" 
from  the  data.    Gary  Weiss 


PAY  CHECK 

MYTH  AND 

THE  MINIMUM  WAGE 

ON  SEPT.  22,  THE  SENATE  nixed 

a  Democratic  proposal  to 
again  raise  the  minimum 
wage,  with  Republicans  howl- 
ing that  it  would 
be  bad  for  small 
business.  But  sur- 
prisingly, small- 
business  owners 
don't  seem  to 
agree. 

That,  at  least, 
is  the  finding  of  a 
new  study  from 
the  nonpartisan 
Jerome  Levy  Eco- 
nomics Institute 
at  Bard  College. 
The  authors  surveyed  568 
commercially  and  geogi'aphi- 
eally  diverse  small  businesses 
and  found  that  the  most  re- 
cent minimum-wage  hike, 
from  $4.75  to  $5.15  per  hour 
in  September,  1997,  affected 


LiniE  IMPACT 


DID  THE  RECENT  INCREASE  IN 
THE  MINIMUM  WAGE  AFFECT  YOUR 
HIRING  OR  EMPLOYMENT  DECISIONS? 


89.4% 

6.2% 

4.4% 

YES 

NO 

DON'T  KNOW 

DATA:  JEROME  LEVY  ECONOMICS  INSTITUTE 


hiring  decisions  at  just  6.2% 
of  the  businesses.  At  most  of 
the  affected  companies,  own- 
ers reduced  new  hires.  Only 
0.33%'  laid  anyone  off. 

Even  a  raise  to  $6,  the 
survey  indicated,  would  slow 
new  liu-ing  at  just  20%  of  the 
companies.  "It  shows  there's 
some  room  [for 
another  increase], 
but  there  are  also 
clearly  limits," 
says  Oren  Levin- 
Waldman,  one  of 
the  study's  au- 
thors. Some  ex- 
perts say  the  sur- 
vey avoids  the 
pitfalls  of  other 
such  studies  by 
relying  on  em- 
ployer responses 
and  not  focusing  on  teenagers 
or  food  service. 

The  minimum  wage  cur- 
rently totals  $10,712  annual- 
ly—or $2,090  below  the 
poverty  line  for  a  family  of 
three.  Edith  Updike 


TALK  SHOW  iilt's  unheard-of.  I'm  in  awe  of  myself  right 
now.  5' 

— Mark  McGwire,  after  hitting  No.  70. 


SPORTS  BIZ 


THE  NHL  TRIPS  OVER  THE  CANADIAN  DOLLAR 


CANADIANS  HAVE  A  SPECIAL 

reason  to  jeer  world  curren- 
cy markets.  Pressure  on 
their  currency  is  taking  a  toll 
on  the  national  pastime:  ice 
hockey.  The  Canadian  dollar 
skidded  12%.  in  the  past  year 
before  rebounding  slightly 
in  September,  putting  Cana- 


OUCH!  Slippery  currency 

da's  six  pro  hockey  teams  in 
the  penalty  box.  Why?  The 
six  pay  players  in  U.  S.  dol- 
lars, but  their  revenue  is 


Canadian.  The  loonie — nick- 
name of  the  Canadian  dol- 
lar— is  now  worth  only  660. 
"We've  long  been  30%  behind 
the  eight  ball,  now  we're 
close  to  50%,"  says  an 
Edmonton  Oilers  spokesman. 

The  teams  ai'e  waiting  to 
see  how  much  cash  they'll  get 
under  the  National  Hockey 
League's  ciuTency-equaMzation 
plan,  started  in  1996,  to  ad- 
di'ess  such  problems.  An  nhl 
spokesman  declined  to  say 
which  teams  would  benefit, 
but  added  that  up  to  $5  mil- 
lion will  be  available  "based 
on  need."  He  wouldn't  com- 
ment on  a  report  in  online 
newsletter'  TlwStreet.com  that 
Edmonton,  Calgaiy,  and  Ot- 
tawa got  money  last  season. 
But  the  pressure  remains. 
WhDe  Edmonton  has  nixed  a 
$100  million  offer  from  a 
Houston  businessman,  Que- 
bec and  Winnipeg  have  fled 
to  the  U.  S.      Joseph  Weber 


HONCHOS 

THE  BEST  REVENGE? 
MORE  COMPETITION 

THOMAS     WEISEL,  FORMER 

chairman  of  Montgomeiy  Se- 
cuiities,  will  soon  open  a  bou- 
tique investment  firm  follow- 
ing liis  angiy  departure  fi'om 
NationsBank,  which  paid 
$1.2  billion  for  Montgomery. 
Weisel,  says  a  source  there, 
is  also  leaving  with  a  $100 
million  package.  And  he'll 
start  his  new  firm  where 
Montgomery  was  based,  in 
San  Francisco's  Ti-ansamerica 
building. 

Weisel  and  liis  cohorts  were 
never  happy  at  Charlotte 
(N.C.)-based  NationsBank. 
Montgomery-ites  say  Na- 
tionsBank promised  them 
complete  independence;  the 
bank  disagrees.  Nations- 


Bankers  irked  Montgomery 
types  by  tagging  along  on 
sales  calls  and  also  trying,  un- 
successfully, to  trim  5%  off  the 
fuTn's  $400  million  annual-pay 
kitty.  Weisel  finally  walked, 
fiiends  say,  when  he  lost  con- 
trol of  Montgomery's  junk-: 
bond  business  to  Nations-j 
Bank's  global  finance  chief,! 
Edward  Brown — who  said  he  I 
would  quit  if  he  didn't  get  it.] 
The  bank  laments  the  resis-| 
tance  of  "some  individuals"  toj 
change.  Weisel's 
sole  public  com 
ment:  "There  was 
a  difference  in  vi- 
sion and  strategy."! 
Larry  Light 


WEISEL:  Bye-bye, 
NationsBank 
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Lehman  Brothers 


This  announcement  is  not  an  offer  to  sell  or  a  solictlalion  of  an  offer  to  buy  any  of  these  securities.  The  offering  is  mode  tnilv  by  the  Prospectus  and  related  Supplement,  copies  of 
which  may  be  obtained  in  any  State  in  which  this  announcement  is  circulated  ordy  from  such  of  the  several  underwriters  as  may  lawfully  offer  these  securities  in  such  State. 

September  16,  1998 


$1,685,625,000 


Med  iaOne  Group 
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Securities''^  (PIES^") 
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Up  Front 


BENEFITS  BOOM 

YOUR  BUDDY  MAY 
BE  WORTH  30  GRAND 

PSST.  .  .  WANT  A  FREE,  SHINY 

new  1998  yellow  Volkswagen 
Beetle?  Prefer  $30,000  hard 
cash?  How  about  a  trip  to  the 
Tour  de  France?  All 
for  doing  practi- 
cally nothingi 
Here's  how:  Get 
yourself  a  job  at 
Price  Waterhouse- 
Coopers,  then  bring  \  ^ 
in  a  friend.  ^ 

The  global  profession- 
al-services company  is 
upping  the  ante  in  em 
ployee-referral  re- 
wai'ds,  with  a  level  of 
prizes    that  Kevin 
Meehan,  vice-presi- 
dent at  benefits  con- 
sultant Watson  Wyatt 
Worldwide,  calls  "fail- 
ly  unique."  Credit  the  tight 
labor  market.  Brent  Inman, 
a  PriceWaterhouseCoopers 


GRAND 

A  yello 


human-resoui'ces  paitner,  says 
his  firm  needs  9,000  profes- 
sionals this  yeai\  And  because 
hires  fi"om  employee  refen-als 
have  high  retention  rates. 
Price  aims  to  hike  their  num- 
ber to  30%  of  recinits. 

Here's  how  it  works:  Pro- 
vide a  lead  on  someone  who 
stays  in  a  director-level 
job  for  three 
\  months,  and  you'll 
:  get  a  $7,000 
bonus.  You'll  also 
get  $5,000  for  a  se- 
nior manager,  $3,000 
for  a  senior  staff  con- 
sultant, or  $1,500  for  sup- 
port staff — plus  a  chance 
for  a  quarterly  prize  (a 
Tour  de  France  or  Out- 
ward Bound  trip,  and 
more).  Finally,  you'll 
qualify  for  the  grand 
prize:'  $30,000  or  the 
Beetle.  The  fii'st  quai'- 
terly  chewing  is  in  Oc- 
tober So  Price  workers  have 
nine  months  to  salivate  over 
that  Volkswagen.  Joan  Oleck 


l-WAY  PATROL 

A  POLITICAL  SITE 
FOR  SORE  EYES? 


SOROS:  Reform-minded 
THE   BEST  THINGS   IN  LIFE 

aren't  free,  especially  if  you're 
i-unning  a  political  campaign. 
Publicity  costs.  Now,  a  new 
Web  site  called  New  York 
City  Democracy  Network 
(NYC  DNet),  launched  on  Sept. 
15,  offers  a  no-cost  forum  for 
candidates  in  state  and  Big 
Apple  races.  Much  of  the 
credit- — or  blame — goes  to 


financier  George  Soros.  His 
Open  Society  Institute  (osi), 
which  advocates  campaign- 
finance  reform  in  the  U.  S., 
contributed  .$250,000.  Earth 
Pledge  Foundation,  founded 
by  labor  mediator  Theodore 
Kheel,  worked  with  the 
Charles  Revson  Foundation 
and  others  to  cough  up 
.$250,000  more. 

High  rollers  are  welcome, 
too.  Incumbent  Governor 
George  Pataki  and  Senate  De- 
mocratic primary  winner 
Charles  Schumer  of  Queens 
have  posted  information  about 
themselves;  other  pols  have 
talked  with  constituents  via 
message  boards.  And  nyc 
DNet  is  training  librarians  to 
use  the  site.  So  far,  about 
1,000  jjeoj^le  a  day  have  visit- 
ed www.nyc.dnet.org.  Says 
Mark  Schmitt,  osi  public-poli- 
cy director:  "It's  not  enough 
to  merely  say  you  shouldn't 
be  spending  money  on  ads; 
you  have  to  create  other  chan- 
nels for  communication." 
Hmm.  Wonder  if  Congi'ess  is 
timed  ui.        Heather  Green 


DRAWN  &  QUARTERED 


4MNESTYDAY 

^^J^I^I^'^GIVEN  <^  TfPVL  CONFESS  '^'^"^'^ 


AFFAIRS 
•vmMARKlEP 
PERSONS 


AFTERLIVES 

THE  BARD 

AS  BUSINESS  GURU 

"'tis  deeds  must  win  THE 

prize."  To  Kenneth  Adelman, 
that  line  from  Tam  ing  of  the 
Shrew  is  money  in  the 
bank — and  career-saving 
advice  for  business 
execs.  Adelman,  a 
Shakespeare  buff, 
former  U.S. 
ambassador  to 
the  U.  N.,  and 
arms-control 
negotiator, 
now  puts  on 
private-sec- 
tor seminars 
featuring 
the  Bard's 
works.  For 
$10,000  a  pop,  he, 
his  wife,  Carol,  and 
volunteers  from  the 
audience  don  wigs 
and  swords,  speaking 


snippets  from  Richard  III, 
As  You  Like  It,  and  other 
plays  as  training  tools. 

How  can  a  1500s  play- 
wright train  1990s  corporate 
execs?  Adelman,  who  teaches 
the  Bai'd  at  George  Washing- 
ton University,  explains:  Say 
you're  the  leader  determin-i 
ing  how  to  react  to  the  1982 
Tylenol  poisoning  disaster.' 
You'd  have  been  smart  to  lis-, 
,  ten  to  "Anil 
TO  BE...:  At  honest  tale^ 
Adebnans    ^p^^^^  ^^^^ 

being  plainly 
told"  from  Richard 
III.  In  fact,  Johnson  & 
.Johnson  did  the  rightj 
thing.  But  what  about 
the    future    for  Bill 
Gates  and  his  expan- 
sion plans?  Here's  advice 
from  Henry  IV,  Pari  One: 
"0  the  blood  more  stirs  to 
rouse  a  lion  than  to  stait 
hare."  In  short,  aim  liigh; 
it  will  help  youi"  com- 
pany. Robeyi  McNatt 


seminar 


[ 


THE  BIG  PICTURE 


NOT  EVERYBODY  PREFERS  TO  BE  OUT  FISHIN 

Older  male  workers  are  leaving  the  workforce  earlier  than 
ever.  But  most  would  like  to  work  part-time  or  on  special 
projects.  Too  bad.  Those  are  options  that  less 
than  10%ofU.S 
organizations 
provide. 


PERCENT  OF 
MALES*  55  TO  64 


DATA  DOUGUS  POWELL,  HARVARD  UNIVCRSITY.  U  S  CENSUS  BUREAU 


'90  '97 
•FEMALES  STILL  WORKING  AT 
THIS  AGE  SHOW  AN  UPWARD, 
NOT  DOWNWARD  TREND 


FOOTNOTES  Americans  who  rate  their  local  schools  positively:  52%;  who  rate  schools  nationwide  positively:  26% 
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It's  true.  In  the  last  20  years,  empty  milk  jugs 

;    have  lost  a  lot  of  weight.  In  fact,  plastics  are 

i 

I     helping  lots  of  produrts  and  packaging  slim 


product  with  less  packaging.  •  Even  the  plastic 
grocery  bag  uses  70  percent  less  plastic  than  it 
did  in  1976.  Big  deal?  You  bet.  Now  it  would 


Would  You  Believe  The  Jug 
On  The  Right  Is  45%  Lighter? 


down.  That  means  using  less  energy  and  fewer 
raw  materials  to  make  them.  Best  of  all,  the  milk 
jug  on  the  right  still  holds  the  same  amount 
of  milk,  delivering  such  benefits  as  shatter- 
resistance,  a  tamper-evident  seal,  a  resealable  cap 
and  a  convenient  handle.  •  Soft  drink  bottles  are 
slimmer  too.  That  allows  trucks  to  deliver  more 


take  five  trucks  to  deliver  as  many  paper  sacks 
as  one  truckload  of  plastic  bags.  Which  also 
saves  fuel.  •  To  learn  more,  call  the  American 
Plastics  Council  at  1.800.7779500  for  a  free 
booklet.  •  You'll  find  that,  for  a  lightweight. 


the  benefits  of  plastics  American 

^  Plastics 
are  still  pretty  heavy.     '  / , ^  Council ® 


PLASTICS    MAKE    IT  POSSIBLE. 

Visit  us  at  http://www.plasticsresource.coni 


Communication  doesn't  just  happen. 
It  takes  the  right  business  tool. 
Information  must  move  across  the 
internet  and  across  platforms.  UNIX^ 
NT.  NetWare*.  There  can  be  no  limits. 
Information  must  be  managed  and 
gothered,  accessed  and  communicated. 
It  must  flow. 

E-mait  alone,  is  not  enough.  The  right 
tool  would  have  calendaring,  document 
manogement  and  Internet  accessibility. 
The  right  tool  would  be  secure,  affordable 
and  easy  to  use.  The  right  tool  is  here, 
now.  The  right  tool  is  GroupWise^  5.5, 
the  complete  collaboration  system. 


Because  communication  is  not  an  option 
it  is  a  necessity. 


www.novell.com/option 


Novell 


® 
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IMPERFECT  WORLD. 
IMPERFECT  STOCK  MARKET 

In  "Misfire"  (Cover  Story,  Sept.  21), 
the  recent  dynamics  of  the  market 
have  reinforced  a  ftindamental  principle 
of  investing:  high  risk,  high  returns. 
Quantitative  investing  attempted  to 
dislodge  that  longstanding  principle 
with  "high  returns  with  little  risk" — 
but  failed. 

Dick  Chalet 
Coconut  Creek,  Fla. 

I  am  amazed  at  the  things  computer 
simulations  can  do:  land  a  757,  make  an 
unstable  aircraft  feasible  (with  40  deci- 
sions per  second),  operate  a  chemical 
plant.  But  a  decent  engi-  aM^^HH 
neer  might  accept  the  no- 
tion that  some  things  are 
not  predictable  or  quantifi- 
able, and  those  that  are 
might  require  a  tuned  re- 
sponse. How  exactly  does 
one  factor  in,  or  respond 
to,  mass  hysteria,  tulip  ma- 
nia, or  any  number  of 
chaotic  events?  Perhaps 
there's  a  problem  related 
to  collateral  skills.  I  would 
feel  more  comfortable  in  an  airplane 
designed  by  pilot-engineers. 

S.  J.  Kavcak 
Louisville 


the  most  perfect  and  information-rich 
markets  fail. 

Blaming  the  math  is  like  blaming 
horoscopes  for  a  bad  day — whether  the 
horoscopes  had  inspired  you  to  leave 
the  house  or  shelter  at  home,  you 
might  still  have  had  a  terrible  day. 


Here  at  University  of  Oxford,  we  are  * 

ftiic'i' 


ml  i 


putting  together  a  diploma  to  help 
"quants"  get  it  right  more  often;  we  »-i  '-i' 
don't  expect  to  be  the  solution  to  mar 
ket  makers'  headaches,  but  we  believe 
better  math  makes  for  better  trading 
in  the  long  run. 

Mark  Graylm:*; 
Kellogg  College  r» 
University  of  Oxford  1 2  fe 
Oxford,  England  Kple^ 
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RISKY  BUSINESS 

"Introduce  the  insanity 
of  market  distortions . . . 
and  even  models 
operating  in  the  most 
perfect  and  informa- 
tion-rich markets  fail" 


mi 


Your  surprise  at  the  failure  of  quant 
"rocket  science"  is  a  little  disingenu- 
ous. The  plain  fact  is  that  the  sophisti- 
cated mathematical  models  for  stock 
trading  and  hedging  you  describe  are, 
by  nature,  corrigible — since  however 
perfect  markets  may  be.  price  systems 
always  contain  elements  of  randomness 
and  perturbation.  What  mathematics 
can  help  traders  to  do  is  to  establish 
optional  strategies  in  a  world  of  bound- 
ed rationality  where  conduct  in  markets 
reflects  the  way  sane  people  ought  to 
behave  in  a  sane  world.  Introduce  the 
insanity  of  market  distortions  due  to 
errors  of  judgment  (fi'om  fedei'al  or 
central  bank  authorities  or  firms  them- 
selves), and  even  models  operating  in 


WHEN  BAD  MODELS  LEAD 
GOOD  COMPUTERS  ASTRAY 
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Am  I  the  only  one  who  noticed  thejoci 
connection  between  "Misfire"  and  "Vir- 
tual management"  (Management,  Sept. 
21)  in  the  same  issue?  I  wrote  my  first  s 
computer  model  in  1953.  It  slowiy  prO' 
duced  the  wTong  answer!  Since  it  wasfcatfor 
a  physical  system  we  were  modeling,  it  mtfi:  It 
didn't  take  long  to  see  that  it  was  the 
WTong  answer  because  we  had  a  gen-  jiiicnat 
eral  idea  of  w'hat  the  right  answei  S'j-i^vf 
should  look  like.  It  took  much  longer  tc  s 
figure  out  why  our  computer  mode'  2!  iic; . 
didn't  work.  We  decided  that  we  didn't  itf  ^^-^ 
know  enough  about  the  details  of  the  t 
processes  underlying  the  physical  syS' 
tem  we  were  trying  to  model,  so  we 
gave  up. 

It  seems  obvious  that  nobody  wilir, 
ever  learn  enough  about  the  details  o:  (fjjjjv 
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CORRECTIONS  &  CLARIFICATIONS 

"Orderly  growth,  and  no  ulcers"  (Personal 
Business,  Sept.  28)  incorrectly  reported  that 
the  Vanguard  Money  Market  Reserves  Prime 
Fund  is  waiving  expenses. 


(i\v  human  beings  will  react  to  new 
1(1  them)  conditions  to  build  a  valid 
■redictive  computer  model  based  on 
uch  reactions,  no  matter  how  much 
tatistical  "history"  was  built  into  the 
lodel.  I  would  never  bet  any  of  my 
vm  money  on  the  results  of  running 
uch  a  model,  whether  the  model  is 
ointed  toward  Wall  Street  investments 
r  toward  customer  behavior  patterns 
1  a  department  store.  I  guess  some 
eople  will  never  learn  that  just  be- 
ause  "the  computer  says  so"  doesn't 
lake  it  true. 

Murray  Lesser 
Yorktown  Heights,  N.  Y. 

I  wonder  if  others  caught  the  irony 
etween  "Misfire"  and  "Virtual  man- 
jement."  The  cover  story  was  all  about 
le  failure  of  software  to  make  good 
ivestment  decisions,  while  the  man- 
^ement  story  was  about  developing 
)ftware  to  make  complicated  manage- 
lent  decisions.  Forecasting  anything 
leans  taking  infonnation  we  know  to- 
ly  and  using  it  to  predict  what  will 
ippen  tomoiTow.  The  concept  is  the 
ime  whether  we  are  talking  about  the 
oek  market  or  the  retail  industry. 
There  are  two  basic  keys  to  good 
recasting:  being  able  to  quantify  sta- 
e  cause-and-effect  relationships  and/or 
I  iving  a  stable  background  environ- 
ent  for  the  relationships  you  cannot 
uintify.  It  would  seem  that  the  wealth 
quantitative  stock  market  data 
ould  make  it  possible  to  develop  fore- 
I  .sting  software  that  could  outperform 
!  le  market.  But  "Misfire"  points  out 
at  just  maybe  the  investment  soft- 
are  giuTis  relied  too  much  on  a  stable 
ickgi-ound  for  relationships  that  they 
luld  not  quantify. 

If  we  can't  develop  forecasting  soft- 
are  for  the  stock  market  that  can 
iminate  embarrassments,  then  we 
louldn't  expect  to  develop  forecast- 
g  software  that  will  eliminate  em- 
ivrassments  in  the  area  of  customer 
•havior.  Can  we  develop  software  that 
ill  help  us  gain  a  better  understand- 
of  important  factors?  Absolutely, 
it  don't  expect  a  final  answer  from 
lur  computer. 

Good  companies  already  have  a  tool 
')  safely  test  hunches  and  scenarios 
thout  major  investments — and  em- 
rrassments."  This  tool  is  called  "talk- 
:i  with  your  customer."  Unfortunate- 


ly, it  is  a  tool  that  is  not  widely  used. 

Robert  J.  Chambers 
Norcross,  Ga. 

Thanks  for  giving  prominent  cover- 
age to  what  has  been  viewed  as  a  "far- 
off  and  far-out"  development:  manage- 
ment tools  based  on  complexity  science. 
But  your  readers  should  know  that 
these  tools  are  more  within  the  reach 
of  the  average  company  than  your  ar- 
ticle implies.  For  example,  the  ability 
Macy's  is  seeking — to  use  the  computer 


as  a  laboratory  by  running  simulations 
of  the  behavior  of  complex  systems— is 
already  in  place  at  Japan  Central  Rail- 
way. They  use  faster-than-real-time 
simulation  to  find  the  best  solution  to 
snafus  on  the  line  and  work  around 
them  before  any  commuter  is  affected. 
Our  own  simulation  work  with 
Hewlett-Packard  Co.  focuses  on  the 
behavior  of  a  crucial  asset:  the  labor 
pool  of  knowledge  workers  hp  needs 
to  retain  and  recruit. 

Moreover,  simulation  isn't  the  only 
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business  application  of  complexity  sci- 
ence. We  have  seen  it  at  Deere  &  Co. 
in  a  new  approach  to  pi-oduction  sched- 
uling, at  Marks  &  Spencer  in  their 
credit  scoring  of  charge-card  customers, 
and  in  many  other  settings.  In  the 
longer  term,  the  lessons  of  the  adap- 
tive-systems approach  will  change  the 
way  we  view  corporate  strategy  and 
organizational  behavior. 

Christopher  Meyer 
Director 
Ernst  &  Young 
Center  for  Business  Innovation 
Cambridge,  Mass. 

THE  HOUSE  HUBBY  COMES 

IN  MANY  MODELS  

In  "The  daddy  trap"  (Special  Report, 
Sept.  21),  you  profiled  five  fathers  and 
how  they  balanced  their  family  and  work 
lives.  I  enjoyed  the  article  but  was  dis- 
appointed to  find  that  while  all  tlu-ee  of 
the  white  fathers  you  chose  to  feature 
held  professional  positions  in  the  com- 
puter industiy,  the  Hispanic  and  African- 
American  fatliers  profiled  worked  in  ser- 
vice industries.  While  it  is  true  that 
many  minorities  work  in  such  positions, 
and  I  respect  and  honor  their  contribu- 
tions to  oiu'  society,  it  was  disappointing 
to  see  that  a  magazine  targeted  primai"- 
Oy  at  professionals  could  not  find  a  single 
minority  manager  or  executive  to  inter- 
view as  one  of  the  five. 

It  is  easy  to  disregard  my  concerns 
as  just  another  example  of  "political 
correctness"  (which  I  do  not  advocate). 
But  editorial  choices  of  this  type  inad- 
vertently create  subliminal  messages 
that  reinforce  stereotypes  about  the 
professional  limitations  of  minorities 
and,  in  this  case,  send  them  directly 
to  the  people  who  make  key  decisions 
affecting  the  careers  of  minorities. 

Gerry  Graux 
"  Seattle 

One  of  the  fathers  in  your  article, 
who  actually  sounded  relatively  consci- 
entious, is  quoted  as  saying,  "To  help 
out  is  just  a  natural  thing."  This  well- 
intentioned  remark  delineates  one  of 
the  clearest  differences  between  a  fa- 
ther's perspective  and  a  mother's.  No 
mother  refers  to  herself  as  merely 
"helping  out"  with  child  care  or  house- 
work. Child  care  is  Priority  No.  1,  and 
housework  is  a  critical — albeit  ridicu- 
lous— marker  of  a  woman's  character. 
Most  fathers,  on  the  other  hand,  think 
that  if  they  "pitch  in"  a  little  with 
these  things,  they  deserve  applause. 

Additionally,  as  yoiu'  stoiy  points  out, 
when  they  begin  to  be  stretched  a  little 


thin,  as  all  working  mothers  are,  we  sud- 
denly leam  that  they  feel  "trapped."  I 
would  love  to  see  oiu-  society  come  up 
with  a  way  to  value  parenting  and  child 
care  so  that  both  mothers  and  fathers 
could  do  the  best  possible  job  of  raising 
our  children — and  feel  like  productive 
members  of  society.  But  in  the  mean- 
time, forgive  me  if  I  find  tliis  wliining 
about  "the  daddy  trap"  more  tiling  than 
being  mother  to  three  children  while 
pui-suing  a  very  demanding  career. 

Jane  C.  Hong 
Racine,  Wis. 

Work-life  balance  is  a  misnomer. 
With  average  10-hour  workdays  and 
two-hour  daily  commutes  in  metropoli- 
tan regions,  there  are  but  a  few  short 
waking  hours  for  family  and  parent- 
ing. In  an  effort  to  fulfill  career  aspi- 
rations or  achieve  financial  stability, 
some  neglect  the  time  and  effort  need- 
ed to  devote  to  raising  children.  The 
importance  of  having  a  strong  parental 
influence  in  the  home  has  been  diffused 
by  dual-career  families. 

The  marketplace  has  changed  our 
society  and  should  be  held  accountable. 
The  coiiDorate  Band-Aid  solutions  men- 
tioned in  your  article  try  to  put  quick 
fixes  on  a  larger  societal  problem.  I 
think  it's  time  for  our  corporate,  polit- 
ical, and  thought  leaders  to  realize  one 
of  the  reasons  that  our  children  are 
violent  in  schools  is  a  lack  of  parental 
leadership  and  involvement. 

We  should  study  other  societies,  in 
Europe  and  elsewhere,  where  the  focus 
on  the  workday  and  family  is  quite  dif- 
ferent. Then  we  must  implement  dras- 
tic changes  to  our  work  environment 
and  schedules  so  that  our  children  will 
have  the  strength,  ethics,  and  integiity 
we  hope  and  dream  they  possess  as 
successful  citizens  of  our  gi'eat  society. 

The  schools  continue  to  speak  about 
the  dearth  of  parental  involvement;  I 
don't  think  it's  due  to  disinterest  but 
more  to  a  lack  of  time  and  energy.  If  we 
and  oiu-  children  ai-e  to  compete  globally, 
let's  look  at  those  societies  whose  chil- 
dren consistently  outscore  us  in  educa- 
tion and  adopt  family-centric  lifestyles. 

Peter  Sobel 
Scotch  Plains,  N.J. 

The  article  hit  right  on  track  with  is- 
sues facing  working  dads  today.  I  have 
a  2-year-old  daughter  with  whom  I 
spend  as  much  time  as  possible.  My 
wife  stays  at  home  with  our  daughter, 
and  I  work  while  attending  Auburn 
University's  MBA  program.  I  also  help 
with  chores  and  help  take  care  of  my 
daughter  at  nights  and  on  weekends. 


This  doesn't  leave  much  free  time,  but 
I  don't  feel  as  though  it  is  a  burden  or 
a  consuming  activity.  I  enjoy  it. 
,  My  family  comes  first  in  all  decisions  I 
make  at  work  and  at  home.  Wliere  I 
work,  travel  considerations,  and  how 
many  hours  I  am  expected  to  put  in, 
are  a  major  consideration  for  my  ftiture 
after  graduation.  The  simple  things  Uke 
eating  together,  taking  trips  to  the  park 
and  zoo  together,  and  playing  together, 
strengthen  the  family  bond.  Sm-e,  some 
tilings  suffer.  I  get  Bs  instead  of  As,  I 
mal^e  a  little  less  money,  I  diive  an  older 
car,  but  so  what?  I  am  a  happy  person. 

Perhaps  if  more  men  felt  this  way 
and  were  more  inclined  to  spend  tim.e 
as  a  family,  our  future  kids  and  grand- 
kids  might  have  a  better  chance  at  a 
more  pleasant  tomorrow. 

Lee  Conner 
Auburn,  Ala. 


% 

IF 

i 

Icn 

itWlv 


Kia' 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  541-4848 
and  mention  Business  Week, 


MaVen 

Shopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.coin 


HOW  TO  REACH  BUSINESS  WEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas, 

39th  floor.  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek,com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 

renewals,  changes  or  problems,  and  single  copies. 

Phone  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623 

Internet:  bwcustsv@businessweek.com 

Library  fee-based  services^  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  contact 
(609)  426-5494 

For  all  other  permission  or  reprint  inquires. 
Phone:  (212)  512-4801 
Fax:  (212)  512-4938 

Internet:  www, businessweek, com/reprints/ 


Itkbi 

Xk  COM 
fDl'i  "A 


we  t 


my  HI 
iiik  n 
ipeiieiii 
foi  W 
ngad 
tlie  col 
ini,  Bus 
Ky  Id 
iJtok 
le  most 

leilLi  ri[ 
It  'sk\ 
m<-_. 
erlin  Wi 
a  "\V 
He  s'lipti 
« 'i'i.- : 
i  M 
a>  i  I 
iianis  o: 
Hu 
St  poic 


14  BUSINESS  WEEK  /  OCTOBER  12  1998 


Books 


.WORLD  TRANSFORMED 

;y  George  Bush  and  Brent  Scowcroft 
,nopf  •  587pp  •  $30 


PRUDENT  PLAYERS 
3F  THE  GLORAL  GAME 


4t  the  depths  of  the  economic 
malaise  of  the  early  '90s,  Demo- 
cratic partisans  circulated  a 
dckedly  funny  T-shirt.  On  the  fi'ont  it 
eclared:  "George  Bush  went  to  Rome 
nd  all  I  got  was  this  lousy  recession." 
'n  the  back,  mocking  the  souvenirs  of 
Dck  concerts,  it  advertised  the  Presi- 
ent's  "Anywhere  But  America  Tour," 
'ith  a  long  list  of  recent  Bush 
estinations. 
The  tweaking  T-shirt  hit  home  partly 
ecause  the  41st  President  did  indeed 
refer  the  global  stage  to 
le  domestic  front.  Like 
lany  in  his  generation, 
ush  was  shaped  by  his 
xperiences  as  a  pilot  in 
Aorld  War  II  and  as  a 
Dung  adult  at  the  height 
'  the  cold  war  As  Presi- 
3nt,  Bush  had  an  oppor- 
mity  to  witness  ftrsthand, 
id  to  help  shape,  some  of 
le  most  important  mo- 
lents  of  the  fin  de  siecle: 
le  collapse  of  the  Soviet 
npire,  the  fall  of  the 
erlin  Wall,  and  the  birth 

a  "New  World  Order"  in  which  a 
ne  superjDOwer  takes  on  rogue  states, 
e  was  far  more  impatient  in  deahng 
itli  what  he  considered  the  petty  par- 
-aiis  of  Capitol  Hill  and  the  apolitical 
izards  of  the  Federal  Reserve. 
In  the  end,  Bush's  obsession  with  for- 
uii  policy,  and  his  inability  to  convince 
ost  Americans  that  he  understood 
leir  economic  woes  cost  him  reelection 
11*92,  to  a  Democrat  whose  campaign 
antra  was:  "It's  the  economy,  stupid." 
ut  the  former  President's  global  fixa- 
m  has  produced  a  memorable  memoir. 
.4  World  Transformed  is  unusual  in 
any  ways.  It  is  an  innovative  joint 
emou-  by  Bush  and  his  national  secu- 
ty  adviser,  Brent  Scowcroft.  The  two 
'11  alternating  sections  in  the  first  per- 


A  WORLD 
TRANSFORMED 


GEORGE  BUSH 
BRENT  SCOWCROFT 


son.  The  narrative  is  woven  together 
with  thu'd-person  descriptions  that  they 
wi'ote  jointly.  And  the  text  is  supple- 
mented with  a  series  of  revealing  and 
heretofore  unpublished  excerpts  from 
Bush's  White  House  diaries  and  con- 
temporaneous tape-recorded  comments. 

AJl  of  this  sounds  like  a  foi-mula  for  a 
confusing  jumble  of  a  book.  Happily  for 
the  reader,  it  is  not.  Bush  and  Scow- 
croft have  put  together  a  long  but  com- 
pelling look  at  some  veiy  important  his- 
torical developments.  While  other 
paiticipants,  fi'om  Mai'gai-et 
Thatcher  to  General  Colin 
Powell,  already  have 
weighed  in  with  their  own 
version  of  events,  the 
Bush-Scowcroft  tome  is  a 
valuable  contribution  to  the 
record  because  Bush  has 
for  years  kept  so  many  of 
his  own  thoughts  and  con- 
versations private. 

Now,  students  of  history 
can  read  Bush's  secret  let- 
ter to  China's  Deng 
Xiaoping,  in  wWch  the  Pi'es- 
ident  desperately  tried  to 
balance  criticism  of  the  bloody  1989 
Tiananmen  Square  crackdow^^  with  ad- 
missions that  the  students  had  created 
"enoiTTious  problems"  for  those  "requii-ed 
to  keep  order."  Or  the  diary  entry  in 
which  Bush  afbnits  that  he  wouldn't  have 
been  upset  had  Saddam  Hussein  been 
killed  dining  a  gulf  war  bombing  raid. 
Bush's  foreign  policy  team  is  exposed, 
warts  and  all.  The  book  is  remarkably 
candid,  as  well  as  occasionally  self-critical. 

A  World  Trmisfonmd  focuses  on  four 
topics:  the  tense  U.  S.  relations  with 
China  following  Tiananmen,  the  decline 
and  fall  of  the  Soviet  Union,  the  reuni- 
fication of  GeiTnany,  and  the  gulf  war. 
Bush  and  Scowcroft  choose  to  skip  oth- 
er international  crises  of  the  Adminis- 
tration, including  the  overthrow  of 


THE  BOOK  IS  REMARKABLY 
CANDID,  EVEN  SELF-CRITICAI. 


Living  well  is  an  art  form 
but  only  a  true  Renaissance 
Person  can  master  the  craft. 
Do  you  fit  the  picture? 

You  have  opinions,  not  consultants. 

You  can  quote  Spinoza  and 
Standard  &  Poor's. 

You  know  the  difference  between 
"movie"  and  "film." 

You  invest  in  your  family  first, 
portfolio  second. 

You  read  people,  not  just  their 
e-mail  messages. 

You  set  trends  rather  than  settle  for 
the  latest  fads. 

You  hit  the  weights,  not  the  panic 
button. 

You  cruise  the  Internet  and  sail  to 
the  cape. 

You  run  your  office  and  go  the 
extra  mile. 
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All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  whiy  we  were  ranked  the  "Highest  Upscale* 
Hotel  Cham  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D,  Power  and 
Associates  study.**  You  see,  we  believe  catering  to  our  guests 
IS  the  essence  of  Renaissance  Hospitality.  "  It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  80  Renaissance  Hotels 
and  Resorts  in  26  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  for  a  Renaissance. 
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'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study."  Study  conducted  amonj 

frequent  business  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the  study.  ©1998  Renaissance  Hotels  International 
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Books 


lanuel  Noriega  in  Panama,  the  U.  S. 
itervention  in  Somalia,  the  attempted 
)up  in  the  Philippines,  and  the  emerg- 
ig  Balkan  bloodbath.  The  only  impor- 
int  omission  is  the  Yugoslav  civil  war, 
hich  may  have  been  excluded  because 

wasn't  a  pohcy  success. 

Bush  is  obviously  the  central  char- 
iter  in  the  book.  Sometimes  he  is  a 
jenly  interested  obsei-ver,  sometimes  a 
tal  participant  in  unfolding  events.  He 
-efers  to  move  with  caution,  sometimes 
!sisting  bold  moves  because,  in  the 
ords  of  TV  impressionist  Dana  Car- 
jy,  they  'Shouldn't  be  prudent."  He  de- 
res  freedom  for  Lithuania  and 
kraine,  but  he  doesn't  want  to  press 
>o  hard  for  fear  of 


suspicions  of  Gorbachev.  While  Bush  is 
on  a  first-name  basis  with  his  friend 
Mikhail,  Scowcroft  cautions  that  the 
Russian  is  a  dedicated  communist  trying 
to  save  a  dying  system.  Scowcroft's  sec- 
tions of  the  book  are  well-written,  and 
he's  not  afraid  to  admit  when  his  analy- 
sis turned  out  to  be  vvrong. 

One  quibble:  The  book  devotes  too 
much  space  (190  pages)  to  the  gulf  war. 
While  the  description  of  Administration 
efforts  to  mobilize  the  allied  coalition  is 
essential,  the  military  strategy  and  de- 
tails sometimes  get  boring.  Readers 
know  what  happened.  The  value  added 
by  Bush  and  Scowcroft  is  their  depiction 
of  behind-the-scenes  maneuvering. 

With  Bush's  sue- 


Bush's  forte  was 
personal  diplomacy.  He 
was  close  to 


Mitterrand,  and  Fahd 


'stabilizing  Mikhail 
orbachev's  regime, 
e  wants  to  im- 
•ove  relations  with 
hina  so  much  that 
!  vetoes  politically 
jpular  economic 

,"S"DeroS'c  Gorbachev,  Deng,  Kohl, 

Dngress. 

Bush's  modus 

)erandi    on  the   

obal   stage  was 

irsonal  diplomacy.  He  developed  close 
endships  with  key  figures — Gorbachev, 
mg,  German  Chancellor  Hehnut  Kohl, 
*ench  President  Francois  Mitterrand, 
ludi  King  Fahd,  Egyptian  President 
osni  Mubarak.  These  relationships 
•Iped  Bush  through  some  sensitive 
retches,  whether  in  building  an  anti- 
aq  coahtion  or  preventing  Soviet  in- 
rvention  in  Germany  and  Poland. 
While  Bush  is  clearly  an  expert  be- 
id-the-scenes  diplomat,  he  also  comes 
ross  as  a  pubUc  figure  who  never  es- 
pes  the  shadow  of  his  charismatic  pre- 
cessor,  Ronald  Reagan.  On  several 
:;isions.  Bush  notes  that  he  didn't  pos- 
>s  the  skills  of  the  Great  Communica- 
■.  FiecaUing  his  preparation  for  a  tele- 
sed  address  about  the  Persian  Gulf 
i  risions  in  August,  1990,  Bush  conced- 
:  "I  felt  a  little  nervous.  1  held  out  my 

nd  to  see  if  it  was  shaking  I  knew 

was  not  nearly  as  good  as  Ronald 
;agan  in  these  situations." 
Scowcroft  emerges  from  the  book  as 
lard-line  cold  warrior  and,  along  with 
te-President  Dan  Quayle,  one  of  the 
lunchest  conservatives  in  the  Bush 
ler  circle.  He's  constantly  voicing  his 


cesser.  Bill  Clinton, 
enmeshed  in  a  sex 
scandal,  the  ex- 
President  is  experi- 
encing a  renaissance 
of  sorts  in  public 
opinion  polls.  As 
time  goes  by.  Bush 
is  sure  to  get  more 
credit  for  helping 
eastern  Europe 

  (and  perhaps  China) 

move  toward  de- 
mocratization and  free  markets.  But  A 
Wadd  Transforvied  shows  the  former 
President's  limits  as  a  geopolitical 
thinker.  His  biggest  shortcoming:  He 
doesn't  focus  enough  on  the  economic 
imphcations  of  global  change,  thinking 
primarily  in  diplomatic  and  strategic 
military  terms.  And  today,  the  key  glob- 
al tensions  are  economic. 

As  the  21st  century  nears,  the  sun  is 
setting  on  the  generation  of  world  lead- 
ers molded  by  the  1940s.  Bush,  Thatch- 
er, Gorbachev,  Mitterrand,  and  Kohl  all 
lost  their  jobs.  A  younger  group  of 
pragmatic  wonks,  such  as  British  Prime 
Minister  Tony  Blair,  is  emerging. 

Bush  deserves  his  due.  He  guided 
the  U.  S.  through  a  potentially  treach- 
erous period  while  avoiding  a  major  con- 
frontation with  a  dying  Soviet  Union 
or  a  recalcitrant  China.  He  set  an  ex- 
ample for  new-era  international  aUiances 
in  the  war  against  Iraq.  The  economy 
may  have  cost  him  a  second  term.  But 
as  is  obvious  in  A  World  Transfamied, 
it  has  not  cost  him  a  place  in  history. 

BY  RICHARD  S.  DUNHAM 
Dunham  covers  the  White  House  for 
BUSINESS  WEEK. 


ONE  BUSH  REGRET:  HE  LACKED 
RONALD  REAGAN'S  CHARISMA 


1\>  ^amOttREWARDS 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  Arizona:  Scottsdale  "  California: 
Beverly  Hills,  Indian  Wells,  Long  Beach, 
Los  Angeles,  San  Francisco  (2)  "  Colorado:  Denver 
«  Washington,  D.C.  (2)  •  Florida:  Orlando  (2), 
St.  Petersburg  •  Georgia:  Atlanta  (3), 
Lake  Lanier  •  Hawaii:  Maui  Illinois:  Chicago, 
Oak  Brook,  Springfield  •  Maryland:  Baltimore 

•  Massachusetts:  Boston  »  Missouri:  St.  Louis 

•  New  York:  New  York,  White  Plains  •  Ohio: 
Cleveland  •  Tennessee:  Nashville  •  Texas:  Austin, 
Dallas  (2),  Houston  •  Washington:  Seattle  • 
Canada:  British  Columbia:  Vancouver  -  Ontario: 
Niagara  Falls  ■  South  America:  BraziU  Sao  Paulo 

•  Car//)6ean.- Dominican  Republic:  Santo  Domingo 

•  Grenada:  St.  George's  Jamaica:  Ocho  Rios  • 
U.S.  Virgin  Islands:  St.  Thomas  f(/ro/7e:  Austria: 
Vienna  (2).  Salzburg  •  Czech  Republic:  Prague 

•  France:  Pans  •  Germany:  Chemnitz,  Cologne, 
Dusseldorf,  Hamburg,  Karlsruhe,  Leipzig, 
Munich  »  Russia:  Moscow  •  Switzerland:  Zurich 

•  The  Netherlands:  Amsterdam  United  Kingdom: 
London  Heathrow  •  Turkey:  Antalya,  Istanbul 

•  Asia-Pacific:  China:  Hong  Kong  (3)  India: 
Goa  •  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo, 
Tokyo  •  Korea:  Seoul  •  Malaysia:  Kuala  Lumpur 
(2),  Melaka,  Sandakan  •  Myanmar:  Yangon 
'  Philippines:  Manila  •  Australia:  Sydney  • 
Middle  East:  Egypt:  Alexandria  Israel: 
Jerusalem  •  United  Arab  Emirates:  Dubai 

Look  for  these  new  locations  opening  soon: 
United  Kingdom:  Gatwick,  Manchester,  Reading 

•  Israel:  Tel  Aviv 

Call  1-800-HOTELS-l 
or  visit  US  at  renaissancehotels.conn. 
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Pretend  youVe  an  is  manager  with  a  mobile  sales  force  of  hundreds  and 
an  endless  trail  of  computers,  components  and  configurations  to  follow.  It's  your  job 
to  (somehow)  control  them  all-much  like  a  modern-day 
herdswoman.  But  keeping  track  of  steer  is  one  thing.  ^}^^ 
Wrangling  notebooks  is  quite  another 

ey  re  roaming  the  range, 

I'm  here  trying  to  rope  in  our  assets,  "  ] 

you  say.  Which  is  why  you  chose  the  Fujitsu  LifeBook  " 
notebook.  Sure,  reliability,  price  and  support  were  key.  But  Asset  Management,  part 
of  the  Lifeline "  Program ,  was  the  driving  force.  With  things  like  customized  reports, 
you  can  have  centralized  control  of  your  units,  tracking  what  you  have  and  where  it 
is.  Without  leaving  the  ranch. 

[  "Ass  et  Management  is  like  branding  our  notebooks . 

That's  why  the  LifeBoo  k  is  the  h  ra  ncJ  for  us .  "  ] 

And  it's  a  decision  everyone  can  appreciate.  From  durable  construction 


12-moMh  Tec/ino%  Refiesfi  omj Asset  Monogemem 
Variabk  Levels  ofSuppon.  IncluAng  2UowJmom«i 
and  Screen  Protection  to  innovative  features  to  human-friendly  touches,  the  LifeBook 

PfojectPianniniondVorio         n^oneiMni"     notebook  can  satisfy  even  the  most  demanding  user  So, 
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Custom  Confisu«f°" 
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licrosoft" 
Vindows  NT* 
Vindows'98 


while  you  might  not  be  handy  with  a  lasso,  you  can  sure 
become  an  expert  at  corralling  technology.  Call  us  today  and  find  out 
how  to  round  up  some  LifeBook  notebooks  for  your  herd. 

There  are  millions  of  Fujitsu  notebooks  out  there — 
each  with  a  story  of  its  own. 

FU^TSU 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s  . 

For  more  info,  visit  www.fujitsu-pc.com/is 
or  call  1-888-4-ON-THE-GO. 


LifeBook 

£  Series 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROIVI 

LEGO'S  LITTLE 
MIND-BUILDER 


The  toymaker's  joint 
effort  with  MIT  lets 
kids  design  a  robot 
and  program  its  brain 

When  my  sons,  now 
college  students, 
were  little,  a  fa- 
vGiite  pastime  of  theii-s  was  a 
Learning  Co.  game  called  Ro- 
bot Odyssey.  In  this  Apple  II 
program,  children  (and 
adults)  used  various  simulat- 
ed sensors  and  circuits  to 
build  onscreen  robots  that 
could  solve  a  set  of  progi'es- 
sively  more  difficult  puzzles. 

Robot  Odyssey  is  long 
gone,  but  the  idea  is  back, 
and  you  no  longer  have  to 
settle  for  simulations  us- 
ing crummy  Apple  II 
graphics.  The  $200  (|] 
Lego  Mindstorms  Ro- 
botics Invention  System 
is  the  result  of  a  col- 
laboration between 
the  Danish  toymaker  ^ 
and  Massachusetts  In- 
stitute of  Technology's  Me- 
dia Lab.  An  earlier  result 
of  this  joint  effort.  Lego 
Logo,  has  been  used  in  ele- 
mentary schools  for  a 
decade. 

ICON  EASY.  The  kit  consists 
of  more  than  700  Lego  pieces 
in  a  staggering  variety  of 
shapes,  a  program- 
mable  controller 
called  the  Rcx,  two  ^|§??-:§^ 
motors,  and  touch 
and  light  sensors. 
You  start  by  con- 
structing a  robot  using  the 
RCX  as  the  core.  Since  my 
previous   experience  with 
Lego  consisted   mostly  of 
stepping  on  pieces  barefoot 
in  the  dark,  I  found  this  step 
frustrating.  But  I  suspect  the 
average   12-year-old  could 


manage    it   a   lot  better. 

Once  your  robot  is  built, 
you  turn  to  a  PC  for  pro- 
gi'amming.  MindstoiTns'  soft- 
ware, which  runs  on  any 
Windows  95  computer,  uses 
an  ingenious  technique.  You 
build  a  progi'am  by  connect- 
ing icons  representing  com- 
mands to  build  a  string  of  in- 
stinctions — no  tyjjing  needed. 

Although  the  number  of 
commands  is  limited,  they  can 
create  progi-ams  of  consider- 
able sophistication.  A  kid 
with  no  programming  expe- 
rience can  write  a  routine 

CHALLENGE:  Mindstorms 
Robotic  Invention  System 


^^"^^^^^1110^  that  lets  a  robot 
I'espond  to  some- 
thing, such  as  contact  with 
touch  sensors  or  a  change  in 
the  light  level.  I  wi-ote  a  pro- 
gram to  get  my  robot  to  i-un 
an  obstacle  course. 

Once  a  program  is  com- 
plete, you  transfer  it  to  the 


RCX  using  an  infrared  link 
that  plugs  into  a  PC's  serial 
port.  Press  the  "run"  button 
on  the  RCX,  and  the  robot  ex- 
ecutes the  program.  If  the 
robot  doesn't  work  as  ex- 
pected— and  it  probably  won't 
on  the  fu'st  try — it's  easy  to 
modify  the  code  and  try 
again.  For  example,  I  had  to 
do  a  lot  of  testing  to  see  how 
long  to  ran  the  robot  in  re- 
verse to  back  off  from  an  ob- 
stacle before  proceeding. 
WEB  HELP.  One  of  the  things 
I  like  best  about  the  Lego 
system  is  the  way  it  invites 
children  to  explore  and  inno- 
vate rather  than  just  follow 
directions.  A  tutorial  shows 
how  to  build  a  simple  robot. 
The  softwai'e  then  offei-s  sev- 
eral design  challenges,  such 
as  a  robot  that  can  run  an 
obstacle  course  or  one  that 
follows  a  black  line  on  the 
floor.  Both  the  software  and 
an  accompanying  pamphlet 
offer  tips  on  how  to  constract 
the  robot,  but  details  ai'e  left 
for  the  builder  to  figure  out. 
And  there  ai'e  lots  of  sample 
programs  that  can  be  modi- 
fied. Lego  (860  749-2291)  also 
makes  good  use  of  a  Web 
site,  www.legomindstoiTns.com, 
for  more  tips  and  challenges. 
In  addition,  kit  owners  can 
get  their  own  home  page  on 
the  site  where  they  can  post 
their  design  ideas. 

Some  children  will  find 
this    open-ended  ap- 
proach  frustrating. 
S^i^O^W-       Others  will  find 
i^^^^^Vv^v--       it  stimulating. 
^ly^^^^^C^^-.    I  think  you 
""■^v^^^vvS^-^""    have  to  know 
your  kid  before 
taking  the  plunge.  The 
set  should  be  in  toy 
stores    in  North 
^^i^^^^i;     America  and 
^^^^f^^^^_;    Britain  in  Octo- 
j^^i^^^/?/---"-""""    ber,  with  Europe 
and    parts    of  Asia 
planned  for  next  year. 

Like  the  long-ago  Robot 
Odyssey,  this  robotics  inven- 
tion kit  straddles  the  line  be- 
tween a  toy  and  an  educa- 
tional product.  I  tliiiik  that's  a 
boundary  where  a  lot  of 
learning  can  take  place. 


BULLETIN  BOARD 


ACCESSORIES 
FUN  WITH  USBs 

About  two  years  ago,  PC 
manufacturers  started 
putting  Universal  Serial  Bus 
connectors  on  their  desktop 
systems.  But  it  wasn't  until 
the  usB-friendly  Windows  98 
went  on  sale  this  summer 
that  PC  owners  had  any  prac- 
tical way  of  taking  advantage 
of  the  new  attachment,  which 
makes  it  much  easier  to  hook 
up  a  wide  variety  of 
accessories  to  a  computer. 
Win98,  and  the  shipment  a 
few  weeks  later  of  the  usb- 
based  Apple  iMac,  has  trig- 
gered a  flood  of  accessories, 
from  prmters  and  scanners  to 
mice  and  even  speakers. 
Owners  of  older  PCs  don't  have 


to  feel  left  out.  For  about  $40, 
they  can  get  a  plug-in  card 
from  Entrega  Technologies  or 
ADS  Technologies  that  will  add 
two  USB  ports  to  just  about 
any  PC  made  in  the  past  five 
years.  These  cards  will  physi- 
cally fit  in  most  Power  Macm- 
toshes,  but  so  far,  there's  no 
software  for  them. 

MORE  PORTS  TO  PLAY  WITH 

It's  also  easy  to  add  extra  USB 
ports.  Entrega,  for  example, 
offers  hubs  that  plug  into 
one  of  the  USB  connectors  on 
your  PC  or  iMac  (including 
a  version  in  the  iMac's 
distinctive  teal-and-white 
color  scheme)  and  gain  four 
($76)  or  seven  ($129)  ports. 
An  AC  power  supply  ensures 
that  the  2.5  watts  of  power 
called  for  by  the  usB  standard 
are  available  to  each  of 
the  ports. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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out  of  the  blue 


You  never  know  where  your  next  business  idea  will  come  from.  So  carry  an 
AT&T  Direct"  Service  wallet  guide.  It's  a  list  of  access  numbers  you  need  to  call  home  fast  and  clear 
from  around  the  world,  using  an  AT&T  Calling  Card  or  credit  card.  And  now,  back  to  your  vacation. 
Dial  I  888  259-3505  for  your  free  guide,  or  visit  our  Web  site 
at  www.att.com/traveler 


It's  all 


within        your  reach 


AT&T 


Fly  Like  an  Eagle: 


You've  invested  a  lot  in  getting  your  advertising  nnessage 
out  to  the  public.  But  nnaybe  you're  neglecting  one  of  the  most 
simple  and  effective  advertising  media:  mail. 

Advertising  mail  can  be  as  simple  as  a  postcard  or 
as  elaborate  as  a  multipiece,  ongoing  customer  loyalty 
program.  With  breakthrough 
creative,  innovative  formats  and 
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RECT  MAIL  DELIVERS 


an  increasingly  broad  range  of  applications,  Direct  Mail  gives  you 
the  space  to  deliver  your  message  and  define  your  brand  in  an 

What 

are  customers 

waiting  for, 

an  engraved  invitation? 

Well,  maybe 

immediate,  relevant  way.  As  a  result,  you  don't  merely  commu- 
nicate with  customers;  you  connect.  You  go  beyond  changing 
attitudes;  you  change  behavior. 

So  what  are  you  waiting  for?  Direct  Mail  can  be  a  very 
inviting  advertising  medium  and  the  number  of  RSVPs  will 
really  impress  you. 

For  a  free  kit  filled  with  information,  examples  and  ideas  on 
how  adding  Direct  Mail  to  your  media  mix  can  help  build  your 
business,  call  1-800-THE-USPS,  ext.  2110. 

5«f  UNITED  STATES 


POSTAL  SERVICE  !) 


We  deliver. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


WHEN  THE  FREE  MARKET 
IS  TOO  FREE 


CONTROLS: 

To  stave  off 
speculation, 
let's  follow 
Chile's  lead: 
Tax  short-term 
gains  and 
penalize  early 
withdrawals 
of  investment 
capital 


Robert  Kuttner  is  co-editor  of 

The  American  Prospect  ar\d  author 

of  Everything  for  Sale^ 


HOW  fitting  that  this  centiu-y's  second 
quest  for  a  ffee-market  Utopia  should 
be  swamped  by  the  gales  of  global  fi- 
nancial tiu'bulence.  Financial  mai'kets  are  both 
the  epitome  and  the  bane  of  the  laissez-faire 
ideal.  They  are  as  frictionless  as  you  please, 
and  thus  prone  to  speculative  ruin.  The  more 
global  they  are,  the  less  they  are  regulated, 
and  hence  the  more  vulnerable  to  self-inflict- 
ed calamity. 

While  markets  in,  say,  shoes  are  nicely 
self-regulating,  financial  markets  are  notori- 
ously volatile.  Even  deep  markets  are  no  de- 
fense against  herd  instincts  and  leverage.  In 
the  laissez-faire  1920s,  the  result  was  the 
worst  of  both  worlds — a  chronic  deflationaiy 
undertow  coupled  with  bouts  of  speculative 
excess,  followed  by  investor  panic  and  then 
general  depression. 

Why  both  deflation  and  euphoria?  An  un- 
governed  global  regime  is  deflationary  be- 
cause it  relies  on  a  gold  standard  or  is  oper- 
ated in  the  interest  of  creditors  or  both.  With 
a  gold  standard,  the  supply  of  gold  artificially 
constrains  real  growth.  In  a  creditor  regime 
with  free  capital  flows,  nations  pirrsue  mone- 
tary austerity  to  attract  investors.  But  a  lais- 
sez-faire economy  has  no  regulator-y  defense 
against  destabilizing  fads.  Entire  economies 
can  be  rained  by  speculative  bubbles. 

Within  a  nation,  government  intei-vention 
can  solve  these  problems.  Macroeconomic  pol- 
icy can  counter  the  deflationaiy  influence  of 
creditors.  Regulation  can  temper  speculation. 
Central-bank  activity  can  contain  financial 
panic.  But  globally,  there  is  no  regulatoiy  in- 
stitution strong  enough  to  maintain  stabihty. 
COMMON  GOAL.  In  {principle,  the  1944  Bretton 
Woods  pact  remedied  both  speculation  and 
deflation.  Fixed  exchange  rates  and  limits  on 
capital  flows  banished  speculators  from  the 
temple.  Central  banks  and  ti-easmies  made  oc- 
casional changes  in  paiities,  but  their  common 
goal  was  stability,  not  profiteering  from  chaos. 
International  Monetaiy  Fund  and  World  Bank 
credits  helped  shaky  nations  recover  by  re- 
suming expansion,  not  by  exporting  deflation. 

Today's  World  Bank  and  IMI'",  however,  ai'e 
a  far  cry  from  their  originals,  which  were 
anchored  by  a  more  powerful  U.  S.  dollar  and 
a  mor"e  activist  U.  S.  gover-nment.  With  the 
relative  weakening  of  the  dollar  and  the  col- 
lapse of  fixed  exchange  rates  in  the  early 
1970s,  Bretton  Woods  mutated  into  its  an- 
tithesis— a  system  devoted  to  resurrecting 


the  reign  of  speculative  capital  and  to  en- 
forcing austerity. 

Now,  vrith  Asia's  collapse  and  the  immi 
nent  r-uin  of  Russia,  even  bearers  of  conven 
tional  vrisdom  are  having  second  thoughts. 
Longtime  academic  champions  of  fr-ee  trade, 
such  as  Columbia  University  economist 
Jagdish  N.  Bhagwati  and  Massachusetts  In- 
stitute of  Technology's  Paul  Kr-ugman,  now 
find  that  financial  flows  are  different  from 
product  flows  and  ar-e  not  self-regulating  after 
all.  Advocates  of  exposur-e  to  global  markets 
as  a  way  of  getting  prices  right  are  noticing 
that  financial  mar-kets  often  get  prices  disas- 
trously wrong  and  that  China  and  India 
which  retained  capital  contr-ols,  are  riding  out 
the  storm.  Almost  everyone  faults  the  IMF's 
zeal  for  austerity.  Clinton  and  Blair  are  re 
discovering  the  "third  way"  of  mar'kets  tem 
pered  by  regulation. 

HANDFUL  OF  SAND.  People  are  also  noticing 
that  one  size  does  not  fit  all.  Russia  lacks 
the  civil  institutions  that  are  the  pr*erequi- 
site  of  markets;  for-  Russia,  the  IMF  is  proving 
a  dubious  financial  mentor  and  a  worse  de 
mocr-atic  tutor.  Japan's  economy  is  in  a  classic 
Keynesian  liquidity  trap.  The  more  it  tries  to 
stimulate  spending,  the  more  its  anxious  con 
sumers  stash  away  savings.  East  Asia  has 
myriad  strnictiu"al  pr'oblems.  Gener-alized  aus 
terity  only  makes  things  worse,  as  does  im- 
ported financial  speculation.  These  countries 
need  respite,  not  mor-e  exposure. 

But  nobody  of  r-eal  political  influence  is 
proposing  a  solution  equal  to  the  problem 
Tlu'owing  some  sand  in  the  gears  of  specula- 
tive financial  flows,  in  Yale  economist  James 
Tobin's  famous  phrase,  would  help.  We  could 
start  by  taxing  short-ter-m  financial  transac- 
tions and  creating,  as  Chile  did,  a  penalty 
for  early  withdr-awals  of  investment  capital  to 
deter  speculator's.  Both  remedies  are,  of 
cour'se,  anathema  to  Wall  Street,  which  still 
worships  laissez-faire — except  when  a  large 
institution  fails. 

Likewise,  a  global  central  bank  more  in 
the  spuit  of  the  original  Bretton  Woods  couldi 
temper-  financial  instability  and  r-estore  a  cli- 
mate of  high  grovrth.  But  such  a  bank  domi- 
nated by  the  present  conventional  wisdom  or 
present  notables  would  be  worse  than  noth- 
ing. Befor'e  we  get  new  institutions,  we  first 
need  a  painful  r-eexamination  of  the  most  ba 
sic  principles  of  this  economic  era.  That  re 
thinking  has  barely  begun. 
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wondering  what's  going  on  in  the  energy  industry. 


here  are  rumors 


,  speculation  and  mote  artides  than  you  want  to  read. 


ti  this  time  of  indecision  and  change,  how  do  you  know 

As  one  of  the  most  widely  held  Stocks  in 

our  energy  company  has  the  financial  stability  to  go  the  distance?  ^ 

Southern  Company  is  ahead  of  thfe  pack 


hi 


We  asked  ourselves, 
what  s  the  difference 
between  an 
unmet  need  and 
a  problem? 

A  solution. 


'nbine  the  very 
■olve.  Three 
Ij^blem.  So 


ZURICH 

FINANCIAL  SERVICES 

Your  aspirations.  Our  passion. 


best  of  insurance  and  investment  management, 
steps  perfected  over  years  and  years.  Now  here 
let's  meet.  How  about  your  side  of  the  table? 


Economic  Trends 


BY  GENE  KORETZ 

CONGRESS'  IFFY 
WEDDING  GIFT 

The  pros  and  cons  of  a  tax  break 

Few  ideas  are  more  popular  among 
Washington  legislators  in  this  polit- 
ical season  than  reducing  the  federal 
income  tax  code's  so-called  marriage 
penalty.  Republicans  have  made  it  a  ma- 
jor featiu'e  of  the  tax-cut  bill  just  passed 
by  the  House  of  Representatives.  Dem- 
ocrats have  weighed  in  with  several  ri- 
val plans.  The  betting  is  that  any  tax 
cut  plan  that  finally  flies  will  take  at 
least  a  modest  step  in  that  direction. 

What's  often  passed  over  in  the  pub- 
lic debate,  however,  is  that  the  current 
tax  system  is  more  biased  in  favor  of 
marriage  than  against  it.  That  is,  for 
eveiy  fom*  couples  who  pony  up  more  in 

MARRIAGE  PENALTY 
OR  MARRIAGE  BONUS? 


20  -  PERCENT  OF  COUPLES  WHOSE  INCOME  TAXES  ARE: 

10  • 

HIGHER  THAN      LOWER  THAN      THE  SAME  AS 
THEIR  TAX  BILL  IF  THEY  WERE  SINGLE 

DATA:  CONGRESSIONAL  BUDGET  OFFICE 

income  taxes  than  they  would  if  each 
paitner  were  single,  five  couples  actual- 
ly pay  less.  And  those  who  benefit  the 
most  are  "traditional"  families  in  which 
one  spouse  is  the  main  provider  and 
the  other's  main  energies  are  devoted  to 
child-rearing  and  homemaking  tasks. 

A  recent  Congressional  Budget  Of- 
fice study  estimates  that  some  51%  of 
couples  filing  joint  retm-ns  wind  up  with 
marriage  bonuses,  compared  with  42% 
who  lose  out  because  of  their  mamage 
status  (the  rest  aren't  affected).  On  a 
net  basis,  married  couples  paid  some 
$4.1  billion  less  in  taxes  in  1996  than 
they  would  if  they  had  filed  individual 
returns,  with  $2  billion  of  the  net  bonus 
going  to  couples  with  adjusted  incomes 
over  $50,000. 

This  pattern  exists  because  past  leg- 
islators wanted  married  couples  with 
equal  incomes  to  be  taxed  equally  re- 
gardless of  how  much  each  partner 
earns,  but  they  also  wanted  to  hold 
down  the  gap  between  taxes  levied  on 


single  people  and  the  taxes  paid  by 
workers  with  similar  earnings  who  hap- 
pen to  be  married.  The  upshot  is  that 
couples  with  relatively  equal  individual 
earnings  now  pay  higher  taxes  than 
they  would  if  they  were  single,  but  cou- 
ples with  relatively  unequal  earnings 
come  out  ahead. 

Needless  to  say,  it's  the  couples  who 
pay  higher  taxes  because  of  their  mari- 
tal status  that  have  been  gi-iping.  The 
challenge  Congress  faces  in  providing 
them  with  relief  is  to  do  so  in  a  cost-ef- 
ficient way  without  increasing  the  rela- 
tive tax  bite  on  single  taxpayers.  (Al- 
ready, a  single  worker  earning  $64,000 
pays  42%'  more  in  income  taxes  than  a 
married  co-worker  with  the  same  pay 
and  a  nonworking  spouse). 

By  that  standard,  the  House-passed 
Republican  tax  bill  falls  short  of  the 
mark,  says  analyst  Iris  Lav  of  the  Cen- 
tei-  on  Budget  &  Policy  Priorities,  a  lib- 
eral Washington-based  think  tank.  By 
increasing  the  standard  deduction  for 
joint  filers,  the  bill  would  provide  re- 
Hef  to  many  middle-income  couples,  she 
notes,  but  it  still  wouldn't  lessen  the 
stiff  marriage  penalty  facing  some  low- 
income  working  families  who  qualify  for 
the  Earned  Income  Tax  Credit. 

More  important,  the  bill  would  actu- 
ally increase  the  marriage  bonus  for 
many  couples  who  already  benefit  sig- 
nificantly from  the  tax  code.  In  the 
process,  it  would  widen  the  already 
large  gap  between  what  single  people 
pay  and  the  taxes  levied  on  married 
people  with  nonworldng  spouses.  A  sim- 
ilar pi-oposal  targeted  only  at  couples 
facing  marriage  penalties  could  avoid 
this  effect  and  cut  the  estimated  $6-bil- 
lion  annual  tab  in  half.  Lav  says. 

While  singles  have  yet  to  be  heard 
from,  she  adds,  their  numbers  aren't 
small.  About  a  fourth  of  adult  Ameri- 
cans live  alone,  and  single  taxpayers  file 
58%'  of  all  returns. 


A  TRANSATLANTIC 
CREDIT  CRUNCH 

Is  Europe  blind  to  danger  signs? 

Europe  may  be  far  more  vulnerable 
to  the  widening  world  financial  crisis 
than  it  believes,  contends  economist 
Stephen  Roach  of  Morgan  Stanley  Dean 
Witter.  The  news  that  Switzerland's  UB.s 
bank  just  took  a  $686  million  charge  to 
I'eflect  losses  on  its  exposure  to  Long- 
Term  Ca{)ital  Management's  hedge  fund 
may  be  only  the  tip  of  the  iceberg. 
Roach  estimates  that  European  banks 


EUROPE'S 
STACK  OF  I.O.U.S 


U.S..  EUROPEAN 
BANKS  BANKS 

▲  BILLIONS  OF  DOLLARS 
•YEAREND  1997 

DATA:  BANK  FOR  INTERNATIONAL 
SEHLEMENTS,  MORGAN  STANLEY 
DEAN  WinER 


had  $426  billion  worth  of  debt  exposure 
to  emerging  markets  at  the  end  of  last 
year,  equivalent  to 
approximately  7% 
of  the  Euro  re- 
gion's gross  do- 
mestic product. 
By  contrast,  U.  S. 
banks'  exposure 
came  to  $117  bil- 
lion, or  just  1.5%' 
or  so  of  American 
GDP.  Even  in 
Latin  America, 
Eui'ope's  exposiu'e 
was  double  that  of 
U.  S.  banks:  $133.6 
billion,  vs.  $64.3 
billion. 

The  bottom  line,  says  Roach,  is  thatj 
Europe  may  well  experience  a  credit] 
crunch  as  its  banks  write  down  the! 
emerging  market  assets.  What's  really 
worrisome,  he  adds,  is  that  European 
policymakers  seem  to  be  totally  oblivi- 
ous to  such  a  possibility.  And  with  eco- 
nomic gi"owth  in  Europe  lainning  2.5% 
on  a  year-over-year  basis,  compared 
with  3.5%'  in  the  U.S.,  it  has  a  far  small- 
er growth  cushion  should  credit  scai'citj  Nb;« 
foster  a  slowdown. 


THE  WIDENING 
HEALTH-CARE  GAP 

Small-business  cuts  can't  help 


ati 

ly  ~ 


A sharp  decline  in  health  insurance 
provided  by  small  businesses  tc 
their  employees  may  be  a  major  factoi 
behind  the  rising  number  of  Americans 
who  lack  such  coverage  (page  144). 

According  to  a  Dun  &  Bradstreel 
Corp.  survey  of  owners  and  senior  ex- 
ecutives of  small  businesses  around  th( 
nation,  only  39%  of  such  businesses  ii 
the  U.  S.  offer  health-care  benefits  t( 
their  employees — compared  with  469i 
only  two  years  ago.  Since  small  busi 
nesses  account  for  close  to  half  of  pri 
vate-sector  employment,  the  d&b  sur 
vey  appears  to  shed  light  on  a  recen 
Census  Bureau  report  that  the  shanl 
of  the  U.  S.  population  with  no  healtlj, 
insurance  rose  from  15.6%'  in  1996  t( 
16.1%'  last  year,  an  increase  of  1.7  mil 
lion  Americans. 

D&B  indicates  that  small  businessel  l-t^ 
ai"e  cutting  back  on  other  employee  ben 
efits.  Only  19%  of  fii-ms  surveyed  saif  ^  ' 
they  offer  retirement  benefits,  for  ex  ' 
ample,  compai'ed  with  28%  in  1996.  An( 
only  half  of  small  businesses  provid' 
paid  vacations  for  full-time  workers. 
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CLIMBING  THE 


your  way  up,  why  carry  a  pack  full  of  communication 
mces?  A  combination  cellular  phone  with  speakerphone, 
co-way  radio,  and  pager,  the  ilOOO  delivers  superior  voice 
mlity,  call  security,  and  clone  protection,  all  in  one  small, 
isy-to-use  unit.  The  new  digital  ilOOO.  The  communications 
)£)/  for  people  on  their  way  to  the  top. 


PACK 
L I GM  T. 


Introducing 
the  New 
Motorola 
Digital 


mm 


phone 

that 

frees 


to  dot 


more 


1)  CELL  PHONE  WITH 
SPEAKERPHONE 

2)  TWO-WAY  RADIO 
3}  PAGER 


For  More  Information,  Visit  Us  At  www.mot.com/iDEN 


M)  MOTOROLA 


■r  Service,  Call:  Nextel  at  1-800-NEXTEL  9- In  Canada:  Clearnet  at  1-888-CLEARNET 


WINGS 


Hilton 


It  s  easy  to  turn  your  business  p 
into  pleasure  at  over  400 
Hiltons  worldwide  with  both 
points  and 


\/Vith  Hilton  H  Honors," 
you  can  earn  both  airline 
miles  and  hotel  points  with 
every  qualifying  stay. 

When  you  stay  at  a  Hilton  you  can 
expect  even/thing  you  need  to  make 
your  tnp  a  successful  one.  As  a 
Hilton  HHonors  member,  you  can 
also  expect  your  stay  to  be 
rewarding.  Because  you'll  get  both 
hotel  points  for  free  nights  at  more 
than  400  participating  Hilton, 
Conrad  International  and  Vista 
hotels  worldwide  and  airline  miles 
towards  free  flights  with  your  choice 
of  more  than  25  airline  partner 
programs.  So  while  most  hotels  only 
give  you  one  or  the  other,  we  think 
you  deserve  both.  Free  vacations 
happen  faster  at  the  Hilton. 
For  reservations,  call  your 
professional  travel  agent. 
To  enroll  in  Hilton  HHonors  or 
make  reservations  visit 
www.hilton.com  online  or  call 
1-800-HILTONS. 


It  happens  at  the  Hilton. 


American  Expn'ss' 


Earn  more  HHonors  points  with  the  Membership  Rewards'  program 
from  American  Express. 

You  can  earn  one  Membership  Rewards  point  for  every  dollar  charged  to  an  eligible,  enrolled  American  Express' 
Card  Membership  Rewards  points  can  be  transferred  into  Hilton  HHonors  points  or  redeemed  for  other  travel, 
retail  and  gourmet  rewards  To  enroll  your  American  Express  Card'  or  to  transfer  Membership  Rewards  points  into 
your  HHonors  account,  call  1  -800-AXP  EARN,  or  for  more  information,  visit  wwwamencanexpress  com/rewards. 


Cards 


HHonors  membership,  earning  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply  Refer  to  your 
Hilton  HHonors  program  membership  materials  for  rate  and  other  restrictions  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton  't;il998  Hilton  Hotels 
'Membership  Rewards  program  There  is  a  $25  annual  program  fee  Some  Corporate  Cards  and  some  Optima  Cards  are  not  eligible  lor  enrollment  Terms  and  fees  for  Corporate  Cards  may  vary 
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kVHY  THE  FED  DIDN'T  GO 

OR  A  FULL-STRENGTH  RATE  CUT 

i^iile  growth  is  set  to  slow,  U.S.  conditions  don't  call  for  stronger  action 


U:S.  ECONOMY 


EXPORTS  ARE  LIKELY 
HOLDING  DOWN  ORDERS 
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k  BILLIONS  OF  DOLLARS,  THREE-MONTH 
MOVING  AVERAGE 
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Call  it  Fed  Lite.  After  thirst- 
ing for  a  full-bodied  cut  in  in- 
■rest  rates,  financial  markets  in  the  U.S.  and  around 
le  world  were  very  disappointed  with  the  Federal 
oserve's  quarter-point  trimming  of  its  federal  funds 
te,  to  5.25%,  on  Sept.  29  and  its  decision  to  leave  the 
)tnestically  symbolic,  but  internationally  important, 
scount  rate  unchanged  at  5%.  The  cautious  move 
[ggests  that  domestic  concerns  remain  the  Fed's  pri- 
aiy  consideration  in  setting  policy.  However,  the  fact 
at  the  bank  moved  at  all  implies  that  global  turmoil 
fluenced  the  Fed's  decision. 

To  be  sure,  U.  S.  growth  is 
set  to  slow,  and  that  was  a 
key  reason  the  Fed  acted. 
Consumers  can't  keep  up  their 
frenetic  first-half  pace,  espe- 
cially now  that  their  confi- 
dence has  slipped  a  little.  And 
businesses  are  certain  to  curb 
capital  spending  in  response 
to  falling  profits  and  costlier 
financing.  Also,  manufactuiing 
output  and  employment  will 
iitinue  to  suffer,  as  exports  weaken  further  (chart). 
But  under  normal  circumstances,  current  economic 
nditions  are  far  from  dire  enough  to  have  pi'ovoked 
e  Fed  to  trim  the  federal  funds  rate  by  even  a  quar- 
r  point.  In  fact,  a  slowdown  that  would  halt  the 
■ady  tightening  in  the  labor  markets  is  something 
it  the  Fed  has  wanted  to  see  all  year.  Plus,  there  is 
yet  no  evidence  to  gauge  the  degree  to  which  the 
3nomy  is  going  to  slow. 

)WEVER,  THE  FED'S  ACTION  suggests  that  these 
B  not  noraial  circumstances.  The  central  bank  seems 
be  saying,  although  not  very  loudly,  that  in  an  in- 
^asingly  global  economy,  U.  S.  policy  can  no  longer  op- 
ite  in  the  vacuum  of  the  domestic  economy. 
In  addition,  the  rate  cut  appeared  to  acknowledge 
it  the  collapse  of  emerging  markets  is  exerting  in- 
ise  pressure  on  pockets  of  the  U.  S.  financial  system, 
ily  one  week  before  the  meeting,  Fed  officials  medi- 
'd  the  $3.6  billion  bailout  of  the  hedge  fund,  Long- 
rm  Capital  Management.  The  unusual  intervention 
is  seen  as  a  Fed  move  to  head  off  any  systemic 
ks  in  the  financial  markets  (page  40). 
The  statement  accompanying  the  rate  cut  said  that 


the  Fed  wanted  to  "cushion"  the  economy  from  in- 
creasing foreign  weakness  and  less  accommodative  do- 
mestic financial  conditions.  In  particular,  a  growing 
aversion  to  risk  is  causing  less  credit  to  be  available. 
The  Fed  also  said  that  because  of  "recent  changes  in 
the  global  economy  and  adjustments  in  U.  S.  financial 
markets,"  a  slightly  lower  federal  funds  rate  would  be 
consistent  vdth  low  inflation  and  continued  growth. 

Still,  the  small  move  was  not  the  shot  heard  'round 
the  world  that  many  investors  were  looking  for.  The 
markets  had  held  out  hope  for  a  half-point  cut  in  the 
federal  funds  rate.  And  most  Fed  watchers  were  also 
looking  for  a  half-point  lowering  of  the  discount  rate, 
which  could  have  held  out  the  promise  of  more  easing 
to  come.  However,  nothing  in  the  Fed's  action  or  state- 
ment indicated  that  more  cuts  were  in  the  cards. 

ON  PURELY  DOMESTIC  GROUNDS,  the  lower  fed 

funds  rate  can  be  justified  as  insurance  against  a  re- 
cession, especially  since  the  global  genesis  of  the  ex- 
pected slowdown  is  unique  in  the  postwar  era,  making 
it  more  difficult  to  gauge  the  fallout.  So  far,  signs  of  a 
slowdown  are  skimpy,  but  the  latest  one  was  the  drop 
in  September  consumer  confidence.  The  Conference 
Boai-d's  index  fell  to  126,  the  thii-d  decline  in  a  row.  The 
board  said  that  global  financial  turmoil,  a  shaky  U.  S. 
stock  mai'ket,  and  the  President's  uncertain  futui'e  con- 
tributed to  the  sag  in  household  spirits. 

The  dechne  in  confidence 
was  almost  solely  due  to  di-      BLUE  SKIES  NOW.  BUT 
minished  expectations  about      CLOUDS  IN  THE  FUTURE 
the  future  (chart).  Consistent 
with  recent  upbeat  data  on 
spending,  consumers  said  that 
present  conditions  remained 
very  near  the  best  in  three 
decades.  However,  the  index       vv  expectations 
of     expectations     dropped    g"^"'^ sept's's 
sharply.  The  three-month  de-     a  index  i985=ioo 
cline  in  expectations,  totaling  data  conference  board 

17.5%,  is  the  largest  in  five  yeai's.  In  the  past,  a  plunge 
of  that  magnitude  was  tyjiically  followed  by  some  slow- 
down in  spending. 

Any  big  pullback  will  not  show  up  before  the  fourth 
quarter,  however.  That  was  clear  from  August's  0.5% 
jump  in  real  outlays  for  goods  and  services.  The  increase 
followed  a  0.3%*  drop  in  July,  when  car  sales  plunged 
due  to  the  strike  at  General  Motors  Corp.  and  the  end 
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of  generous  dealer  incentives.  But  even  with  the  July 
slump,  third-quarter  consumer  spending  is  probably 
growing  at  an  annual  rate  in  excess  of  3%.  and  ex- 
cluding motor  vehicles,  the  advance  will  be  in  the  neigh- 
borhood of  5%. 

However,  households  cannot  sustain  that  frenzied 
shopping  pace.  That's  because  the  neaiiy  5%  gi-owth  in 
spending  over  the  past  year  has  exceeded  the  Z%  cHp 
of  consumers'  aftertax  income  (chart).  Consumers  have 
been  able  to  supplement  theii*  bu\dng  power  with  re- 
ahzed  gains  in  their  stock  portfoHos.  But  those  same 
gains  meant  consumers  were  less  inclined  to  save.  The 
August  saving  rate  of  0.3%  was  the  lowest  rate  on 
record,  except  for  June,  when  the  rate  was  zero.  In 
coming  months,  the  stock  mai'ket's  correction  will  force 
many  consumers  to  save  more — and  spend  less. 

BUT  CONSUMER  SPENDING  is  not  the  economy's 
most  \iilnerable  sector  light  now.  That  distinction  goes 
to  capital  spending.  Business  investment  in  new  equip- 
ment and  buildings  is  getting  hit  fi-om  all  sides.  Profits 
are  under  severe  pressm'e  with  little  relief  in  sight. 
Weaker  stock  prices  have  lifted  the  equity  cost  of  cap- 
ital. New  market  assessments  of  risk  have  raised  bor- 
rowing costs  for  all  but  those  companies  with  the  most 
steriing  credit  ratings.  And  the  economic  slow-down 
will  cut  incentives  to  expand  ah-eady  plentiful  capacity. 
Manufacturers'  capital-spending  plans  are  likely  to 
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take  an  especially  severe  hit.  Factories  are  already 
reeUng  fi-om  this  year's  plunge  in  exports,  which  is 
showing  up  in  the  weakening  trend  of  new^  orders  forlt-wi 
dui'able  goods.  Factoiy  bookings  jumped  1.67c  in  Au 
gust,  but  they  have  been  volatile  recently  because  of 
the  GM  strike  and  a  bunching  of  au'craft  orders.  Ex- 
cluding the  transportation  sector,  August  orders 
dropped  2.1%,  and  they  are  clearly  drifting  lower. 

Capital-goods  orders,  ex- 
cluding aircraft,  are  holding 
up  fauiy  well  through  August, 
but  the  growth  rates  fi*om  a 
year  ago  in  both  orders  and 
shipments  of  equipment  have 
been  slowing  progressively 
throughout  the  yeai'.  With  cap- 
ital-spending fundamentals 
now  increasingly  negative,  fui*- 
ther  slowing  is  a  good  bet. 

A  quarter-point  rate  cut 
won't  do  much  to  dampen  those  odds.  And  it  was  the! 
weakness  of  the  Fed's  move  that  left  the  markets 
thirsting  for  more.  However,  the  Fed  Hkely  recognized 
that  economic  growth  is  not  yet  easing  enough  to  raise 
recession  wonies.  And  until  polic>Tnakers  see  hints  ol 
severe  slowing — or  more  chaos  in  the  financial  sys 
tem — they  will  probably  keep  the  full-strength  rat^ 
cuts  untapped. 
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REFORM  MAY  STILL  RESCUE  THIS  ECONOMY 


Latin  America,  a  key  som-ce  of 
U.  S.  export  growth,  continues 
to  be  hit  by  the  Asian  flu.  One  re- 
cent \ictim:  Colombia. 

On  Sept.  2,  its  central  bank  de- 
valued the  peso,  shifting  its  trad- 
ing band  to  allow  for 
an  annual  depreciation 


of  1%  to  23%.  The  pre- 
vious band  allow^ed  for 
maximum  depreciation 
of  18%  to  14%  this 
year.  Short-tenii  inter- 
est rates,  w-hich  had 
begun  to  fall,  shot  up 
as  the  bank  squeezed 
liquidity  to  deter  peso 
speculation.  Rates  are 
starting  to  slide,  but  remain  high. 

The  central  bank  also  lowered 
the  foreign  reserve  requii*ement  on 
borrowing  abroad  to  10%,  from 
25%,  and  cut  the  security's  matmi- 
tv  to  6  months  from  a  year.  Those 


ANOTHER  YEAR 
OF  SLOW  GROWTH 
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steps  could  biing  in  more  dollai"S 
and  help  lower  rates. 

But  much  of  the  damage  is  done. 
Real  gi'oss  domestic  pi'oduct  in 
1998  will  hkely  grow  just  imder 
3%^lown  fi-om  3.1%  in  1997 

(chait),  and  less  than 
the  government's  eai'- 
ly-yeai-  target  of  4.5%. 
And  high  interest 
rates  are  hitting  con- 
struction, a  key  source 
of  jobs.  The  jobless 
rate,  15.8%  in  June, 
may  rise  to  20%  by 
yearend,  some  ana- 
lysts say.  Growth  will 
be  even  w^eaker  for 
much  of  1999,  as  fiscal  tightening 
dampens  domestic  demand.  But  in- 
terest rates  likely  will  fall  next 
year,  aiding  growth  later  on. 

The  new'  government  of  Presi- 
dent Andres  Pastrana  is  wilhng  to 


saciifice  a  Little  growth  next  year 
to  coiTect  Colombia's  troublesome 
fiscal  deficit.  The  refoiTn  proposals 
before  Congi'ess  include  widening 
the  value-added  tax  base,  cracking 
down  on  tax  evasion,  cutting 
spending,  and  impro\ing  municipal 
tax  collection.  The  government 
hopes  the  refonns  will  cut  the  fis- 
cal deficit  immediately,  to  a  central 
goveinment  deficit  this  yeai*  of 
4.8%  of  GDP,  from  a  projected  5.2%, 
and  a  consolidated  pubHc-sector 
gap  of  3.3%. 

While  Pastrana's  efforts  were 
applauded,  congressional  opposition 
means  that  the  plan  could  fall 
short  of  its  goals.  A  prolonged  de- 
bate in  Congress  or  only  paitial 
approval  of  the  plan  would  fuel 
ftuther  ati-acks  on  the  peso,  Hkely 
forcing  the  central  bank  to  keep 
rates  high. 

With  Suzamie  Timmons  in  Bogota 
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8  OF  THE  TOP  10  MANAGED  CARE  ORGANIZATIONS  RELY  ON  US 
FOR  CRITICAL  INFORMATION  TECHNOLOGY.  SOUNDS  CONTAGIOUS. 


'.  ' "  '-;-e  organizations 

oer  satisfaction. By  p.-  -    -  '-y o'l 
technology  to  v/ork    ■  ,   ,  , ,  r>c;e 
can  help  your  orge^  -..w 
caregivers  in  i"o", .  -  - 
tailoring  progra"  :       -yyhv,  '  e 
specific  needs  of  individual  nnennbers. 
In  fact,  we  5  'ee:; .  r.'ovide  powerful 
solutions  to    ' r,e'  of  world-class 


•  Prudential  HealthCare'" 

•  26  O'  tr-e  Blue  C'-oss  B'    S-'e  d  P^5r.s 


^ .'         ^" 'J  /  enaoies 
'e-;  ".c'e  o'^i'  zc".  s'i  ".G  dsveloD 
ons  that  improve  the  wellness 
nnembers,  to  innprove  the  pro- 
-  V  .  ry  of  their  staff  and  to  provide 
z^-z     care  analysis.  In  addition,  we 
"-  r,  "ese  organizations  work  more 
e-er  /ely  and  efficiently  in  areas 


•  '/e";Der  Retention 

•  -EDiS  Reporting 

•  Disease  Manager.ent 

•  Clsims  F'c-c  e-c  Acse 

-or  more  inforrriation  about 
Gutting  our  technology/  to  v/ork 
for  you,  visit  our  webs'fte  at 
//////.?/  be  se.  c  o  ^  /'  1^0  a  /  v/r  e  re 
c  ce:.  '-iC'^S-S/BASE  (Ref.  CPBU5). 


a  Sybase 


-arf  cr'-g  ^josms  rsj-^rcs  Cirxs-^i  A-e-cs, 


Sybase 
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THE  FED  STEPS  IN: 
WILL  IT  WORK? 


fou'd  think  that  Alan 
Greenspan  &  Co.  would 
be  lapping  up  the  praise 
about  now.  After  all,  in 
the  space  of  a  week's 
time  the  Federal  Resei-ve 
ered  the  U.  S.  financial  system 
ay  from  a  potential  disaster  by 
cilitating"  a  rescue  of  Long- 
™  Capital  Management  and 
owed  up  with  a  rate  cut  aimed 
calming  a  global  financial  sys- 

I  reeling  from  emerging-mar- 
■  meltdowns.  By  helping  head 
the  failure  of  ltcm,  the  Fed 
y  have  prevented  a  largescale 
ing  panic  that  might  have  se- 
•ely  destabilized  the  already 

.ky  credit  markets,  sending  prices 
mmeting  and  perhaps  even  propelling 
U.  S.  into  a  liquidity  cmnch. 
)Ut  this  may  not  turn  out  to  be  much 
'  \  ictoiy.  Greenspan's  Fed,  wWch  has 

II  deified  on  Wall  Street  for  policies 
t  helped  produce  a  TA-year  economic 
lansion,  may  have  done  too  little  too 
'  this  time.  True,  the  Fed  organized 
bailout  by  14  banks  and  brokerages, 
e  it  perceived  that  ltcm's  failure 
Id  be  devastating.  With  markets  still 
ling  from  Russia's  August  devalua- 
i,  the  Fed  feared  that  a  forced  liqui- 
ion  of  LTCM  would  create  massive  fi- 
cial  instability,  a  Fed  official  says. 
CROCOSM."  Now,  LTCM  has  quickly 
lied  from  financial  neutron  bomb  to 
"irate  orphan  with  14  foster  par- 

But  there  are  still  concerns  that 
T  disasters  are  Im-king.  While  many 
1  Street  executives  insist  ltcm  was  a 
Lie  operation — undone  by  leverage 
iind  what  other  hedge  funds  would 
^ — others  aren't  convinced.  In  fact. 
Fed  official  privately  concedes  that 
surprised  that  there  haven't  been 


The  world  is  being 
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America's  moves  to 
ease  the  crunch  may 
not  be  enough 
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other  blowups.  Says  Donald  Denton,  a 
general  partner  at  Chilian  Partners  in 
Boca  Raton,  Fla.:  "ltcm  was  a  micro- 
cosm of  every  bank  under  the  sun." 

Indeed,  on  Sept.  30,  shares  of  banks 
and  brokerages  fell  again  on  worries 
about  their  exposm-e  to  emerging  mar- 
kets— continuing  a  slide  that  in  three 
months  has  halved  stock  prices  of  many 
global  banks.  In  addition,  Chase  Man- 
hattan Coip.  disclosed  it  had  $3.2  billion 
in  loans  and  derivatives  out  to  hedge 
funds — leading  to  speculation  that  other 
banks  would  disclose  similar  positions. 

Nor  are  the  bigger  threats  to  the 
U.  S.  economy  receding.  With  the 
spreading  emerging-mai'kets  mess  chok- 
ing off  demand  and  deflating  prices,  a 
parade  of  blue-chip  companies  includ- 
ing Coca  Cola,  Unocal,  and  Gillette 
(page  44)  has  issued  dire  warnings  for 
third-quarter  earnings.  Many  have 
started  to  rethink  expansion  plans,  re- 
stincture,  and  lop  costs.  That,  combined 
with  early  signs  of  evaporating  liquidi- 
ty in  certain  sectors  of  the  economy, 
has  some  economists  talking  recession. 


"The  risk  is  a  lot  higher  than  it 
was  six  months  ago,  maybe  on 
the  order  of  25%,"  says  Mellon 
Bank  Corp.  Chief  Economist 
Richard  B.  Berner. 

Tliat  helps  exjjlain  the  lukewann 
reaction  to  the  Sept.  29  rate  cut. 
Ti'aders,  who  had  bid  up  the  mar- 
ket in  anticipation,  were  disap- 
pointed that  it  wasn't  larger.  In- 
stead of  rallying,  investors  hit  the 
exits,  sending  the  Dow  Jones  in- 
dustrial average  tumbling  238 
points,  to  close  at  7,843  on  Sept. 
30th.  They  sought  safety  in  Trea- 
suries, which  soared,  leaving  the 
30-yeai-  bond  vrith  a  yield  of  4.97%, 
the  fii'st  dip  ever  below  5%. 
Tliat  was  not  a  linging  endoreement  of 
Greenspan's  rate-cut  agenda.  Testifying 
before  Congress  on  Sept.  23,  Greenspan 
stressed  that  a  rate  cut  might  help  inoc- 
ulate the  U.  S.  fi'om  the  global  mess.  At 
the  same  time,  the  Administration  was 
pushing  lower  rates  as  a  way  to  relieve 
the  pressui'e  on  straggling  economies  in 
Asia  and  elsewhere. 

LONE  MOVE.  But  markets  around  the 
world  shragged  off  the  cut.  One  impor- 
tant reason:  Despite  efforts  to  coordi- 
nate rate  cuts  among  Group  of  Seven 
coimtries,  only  Canada  joined  the  U.  S. 
action.  That,  says  Michael  .J.  Howell, 
managing  du'ector  of  CrossBorder  Capi- 
tal, a  London-based  investment  fii-m,  will 
dampen  the  effects  of  Greenspan's  cut. 

Certainly,  many  factors  are  beyond 
the  Fed's  control:  The  rest  of  the  G-7 
nations  have  other  agendas.  For  in- 
stance, the  new  Em-opean  Central  Bank 
may  keep  rates  high  to  prove  its  credi- 
bility and  give  the  Euro  a  solid  foot- 
ing. And  few  could  have  foreseen  the 
ruble  crisis — and  the  ensuing  virus 
that  infected  world  debt  markets, 
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WRONG  MESSAGE?  The  rescue  of  Long-Term  Capital  v 


leading  to   losses   such   as  ltcm's. 

Fed  officials  say  now  that  they  were 
alert  to  heightened  dangers  after  the 
ruble  collapsed.  Yet  on  Sept.  16, 
Greenspan  was  still  calmly  assuring 
Congi'ess  that  there  was  no  reason  to 
be  alarmed  by  the  billion-dollar  bets  of 
hedge  funds  such  as  ltcm.  "Hedge  funds 
are  very  strongly  regulated  by  those 
who  lend  the  money,"  the  Fed  chief  as- 
sured the  House  Banking  Committee. 
Besides,  "they  are  not  all  that  large  in 
the  total  context  of  the  system." 

Now,  the  Fed  is  taking  the  heat. 
ltcm's  huge  leverage  was  "a  failure  of 
banking  supervision,"  says  one  top  reg- 
ulator. And  the  central  bank's  role  in 
the  rescue  was  "a  huge  mistake"  that 
could  encoui'age  other  funds  to  take  big 


risks,  says  a  former  senior  Fed  nifirKil. 

The  Fed  declined  to  comment  official- 
ly prior  to  an  Oct.  1  congressional  hear- 
ing on  the  LTCM  matter.  Privately,  how- 
ever, Fed  officials  are  pointing  the  finger 
at  the  banks  themselves.  These  lenders, 
they  say,  failed  to  ac- 
curately assess  the 
risks  they  wei'e  taldng 
on.  The  official  stance  is  that  the  sys- 
tem works:  The  Fed  watches  over  the 
banks  and  the  banks  manage  their  own 
risk. 

In  ltcm's  case,  though,  that  seems 
not  to  have  worked.  Bankers  apparent- 
ly fell  under  the  sway  of  fabled  trader 
John  Meriwether — and  the  fevered  com- 
petition to  squeeze  out  some  fat  profits 
by  lending  late  in  an  economic  boom. 
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And  neither  the  banks  nor  the  Fed  it  ^ 
self  realized  the  total  amount  of  lever  i'^''-'-''' 
age  involved.  Fuither,  it  didn't  help  that  ifeti-i' 
many  of  the  lenders'  top  executives  si*'^' 
were  investing  their  own  cash  in  th( 
firm.  "It  just  takes  your  breath  awa]  hw  l 
that  these  gi-eat  bastions  of  capitalisn  5*^"' 
didn't  do  basic  due  diligence,"  says  ai  i™' 
Administration  official.  « 
SYSTEMIC  RISK?  With  Congi'ess  hoping  terfsi, 
to  adjourn  on  Oct.  9,  lawmakers  won'  WNC 
have  time  to  launch  any  major  effor  F^*' 
to  regulate  hedge  fimds.  But  the  ltcj  M'pi 
deal  has  even  conservative  Republicans  ft  it!*' 
wondering  whether  Congi'ess  should  pu  'M  i 
the  brakes  on  the  new  world  of  finance  sM^ls 
"If  there  was  systemic  risk  and  the  Fee  it>it'e>l 
felt  it  had  to  step  in  to  prevent  conta  denin 
gion,  then  we  have  to  step  in  with  pru 
dential  regulation"  of  hedge  fimds,  says  si  is  lal 
an  aide  to  House  Commerce  Committet  mgi* 
Chaii-man  Tom  Bliley  (R-Va.).  And,  say!  iioaebii 
an  aide  to  a  cop  Senator:  "Maybe  wi  ihtspn 
ought  to  look  at  whether  the  concen  fle.p 
tration  of  authority  in  the  Fed  is  wise.'  ijtive  lo 
Other  regulators  ai"e  ready.  Since  Maj  si-Septei 
for  example,  the  Commodity  Futurei  )  li™  i 
Trading  Commission  has  been  pushinj  iilibond 
to  extend  its  authority  over  futiu'es  am  f  lumu 
options  exchanges  to  cover  instramenti  it  wti 
such  as  interest-rate  swaps  and  othe:  liiiid  ;o ; 

over-the-counte:  Epty 
derivatives.  Witlte.V; 
ltcm's  meltdown  i< am 
"these  issues-  i'  initial 
whether  to  imposc|ktt|-:( 
reporting  i-ules,  cap  Septah 
ital  ratios,  or  mar  iiintnta 
gin  reciuirements-  eiisliflif 
are  all  front  am  t'm^:\ 
center  now,"  say 
CFTC  General  Com  'apoon 
sel  Daniel  Waldmar  Hifu 
But  the  CPTC's  proposals  "would  no  >x  istup, 
have  prevented  this  event,"  asserts  Se  fel^.t 
ciuities  &  Exchange  Commission  Chaii  pi,nn:, 
man  Aithur  Levitt  Jr.  Like  Greenspar  ijiofj] 
he  sees  no  need  for  additional  oversight  iiilior,  [{ 
Behind  the  scenes  there  may  be  eip!  to  up 
forts  to  figure  out  ho^  «ferii,|y, 
to  curb  excessi'vl  (.Viuiu^j 
leverage  and  othe  t'^^i^[f^ 
risky  strategies.  Regulators  are  espe  kaef^^ 
dally  concerned  about  banks'  exposur 
to  derivatives,  many  of  them  off-bal  ifM^ted 
ance  sheet.  U.S.  commercial  lender  Ijjtjn' 
ciu'i-ently  hold  derivatives  whose  price  r:;-;p!(ijj„| 
are  tied  to  assets  with  a  value  of  $28.|ni)05ij^ 
trillion,  according  to  the  Office  of  th|jjriy^ 
Comptroller  of  the  Cuirency. 

Meanwhile,  neither  the  Fed's  prograr 
to  rescue  ltcm  nor  its  modest  rate  cu 
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Critics  say  the 
Fed  failed  to  see 
that  banks  were 
making  huge 
loans  to  risky 
hedge  funds 
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huge  mistake,"  says  a  former  Fed  official 
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as  soothed  the  markets.  From  Japan 
D  Russia  and  now  Eui'ope,  prices  are 
illing,  credit  is  tightening,  and  markets 
re  teetering.  What's  still  needed,  say 
lany  economists,  is  a  conceited  global 
ffort  to  finally  deal  with  the  coirosive 
ffects  of  the  emerging  markets  melt- 
own.  "A  massive  rehciuefication  and  re- 
^ctming  of  the  world  financial  system 
needed,"  says  Howell  of  CrossBorder. 
RIPPLING  SPREADS.  Policymakers  must 
^re  out  how  to  stop  the  free  fall  of 
5veloping  economies — and  get  liquidity 
ack  into  global  markets.  Since  the 
ussian  ruble  tanked  in  August,  in- 
jstors  have  been  recoiling  fi'om  all  but 
le  safest  secmities.  That  has  produced 
widening  gap — or  spread — between 
le  yields  on  Treasuries  and  other  debt 
lat  is  taking  its  toll  with  higher  bor- 
iwing  costs,  plunging  bond  prices,  and 
itbacks  in  investment. 
The  spreads  can  be  crippling.  For  ex- 
nple,  spreads  on  emerging-market  debt 
lative  to  Ti-easiuies  reached  17%  in 
id-September  and  now  stand  at  11%, 
)  from  6%  when  Russia  devalued, 
mk-bond  issuance  in  the  U.  S.,  which 
as  running  at  a  healthy  .$2..5  billion 
■r  week  at  the  start  of  1998,  has 
ound  to  a  virtual  halt. 
Equity  financing  is  also  getting 
fhter.  After  peaking  at  more  than  50 
:als  a  month  during  the  summer,  only 
ar  initial  public  offerings  were  able 
fight  their  way  to  market  in  the  U.  S. 
September,  raising  a  measly  .$91  mil- 
n  in  total.  Many  would-be  iPOs  have 
en  shelved.  The  most  poweiful  sign  of 
e  times:  On  Sept.  28,  Goldman,  Sachs 
Co.  scuttled  its  long-awaited  ipo,  feai- 
y  a  poor  market  reception. 
Real-estate  financing  is  chying  up,  too. 
5w  issues  of  commercial  mortgage- 
cked  securities,  bonds  backed  by  mort- 
ges  on  commercial  properties,  fell  li'om 
ligh  of  .$11  bilhon  a  month  in  June  to 
billion  tlii-ough  Sept.  28.  Issuers  that 
mt  to  get  their  deals  done  are  having 
offer  buyers  liigher  yields.  For  exam- 
Nomura  Secmities  Co.'s  commercial 
trtgage-backed  seciuity  division,  Capi- 
Ainerica,  brought  a  $1.25  billion  issue 
market  the  week  of  Sept.  25.  Some 
ver-rated  paits  of  the  offering  aren't 
ling  at  all.  And  the  AAA-rated  issues 
'  rielding  1.55%  over  the  10-yeai-  Ti-ea- 
•y  bond — double  the  risk  premium  on 
lilar  deals  done  at  the  beginning  of 
'  year. 

Real  estate  investment  tnists,  once  a 
u-med  sector  of  the  bull  market,  are 


finding  themselves  cut  off  from  new  cap- 
ital, thanks  to  their  fallen  share  prices. 
"You  can't  believe  the  number  of  deals 
that  are  falling  apart,"  says  Chicago  fi- 
nancier Sam  Zell.  "We've  got  a  serious, 
serious  credit  cninch." 

In  some  quarters,  tighter  credit  is  a 
welcome  sign — an  indication  that  ex- 
cess is  being  purged.  The  robust  U.  S. 
economy  and  soaring  markets  have  at- 
tracted investment  from  all  over  the 
world.  And  that  influx  accelerated  in 
the  past  year  as  other  investment  op- 
tions appeared  too  risky.  Flush  with 
capital,  banks,  brokers,  and  hedge 
funds  lent  aggressively — perhaps  too 
aggressively — both  to  businesses  and 
consumers.  In  a  September  report,  the 
Office  of  the  Comptroller  of  the  Cur- 


rency warned  that  the  competition 
among  banks  was  leading  to  danger- 
ously lax  loan  policies. 

The  tricky  part  is  to  squeeze  out  dan- 
gerous risk  without  choking  the  econo- 
my. Ridding  the  economy  of  dicey  loans 
could  backfu-e  if  it  leads  banks  and  in- 
vestors into  a  wholesale  retreat  that 
pushes  the  economy  into  recession.  That 
is  the  wretched  scenario  that  has  deci- 
mated most  of  Asia.  So,  here's  the  chal- 
lenge for  U.S.  policymakers:  Instead  of 
lectming  the  developing  nations  on  how 
a  well  nm  capitalist  system  heads  off 
economic  disaster,  show  them. 

By  Kerry  Capell  in  New  York  and 
Mike  McNmme,  with  Paula  Dwyer  and 
Dean  Foust,  in  Washington,  Stanley 
Reed  in  London,  and  bureau  reports 
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The  Long-Term  Capital 
Management  deal  is  done, 
but  questions  remain. 
Herewith,  some  answers 
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Not  since  J.  P.  Morgan  gathered 
fellow  bankers  at  Ms  offices  at  23 
Wall  Street  to  stem  the  stock  iteesor 
market   panic   of   1907   have  jtd 
bankers  organized  such  an  elaborate 
emergency  bailout  to  calm  nervous 
markets.  On  Sept.  23,  some  91  years 
later,  representatives  of  14  major  banks|f' 
and  brokerage  houses  got  together  at 
the  Federal  Reserve  Bank  of  Newia^ 
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York  to  deal  with  the  collapse  of  Long 
Term  Capital  Management. 

The  Fed  hosted  the  meeting  and  may  ^ 
have  done  some  behind-the-scenes  arm 
twisting.  But  as  in  J.  P.'s  day,  it  waslijfi, jjn 
the  close-knit  club  of  Wall  Street  chief-  Hytlie 
tains  who  exerted  pressure  on  each  oth- 
er to  pony  up  $3.6  bUlion  for  the  bailout,  jii 
The  deal  got  done  because  the  firms  jmaiii 
were  united  in  self-interest.  They  be 
lieved  that  it  was  necessaiy  not  only 
to  protect  themselves  from  big  losses 
owing  to  their  exposure  to  ltcm,  but 
also  from  even  bigger  losses  that  could  j; 
threaten  the  fmancial  system. 

But  even  as  the  historic  private 
bailout  was  finalized  on  Sept.  28,  many  jj 
serious  ciuestions  remain  about  why  it 
was  necessary  and  how  the  deal  will  j-, 
work  going  foi-ward.  Here  are  some  of  k) 
them: 


be 


sser  :r: 
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Can  the  consortium  that  controls 
Long-Term  Capital  Management  dis 
pose  of  the  firm's  $100  billion  in 
assets  without  further  roiling  the 
markets? 

The  consortium  is  giving  itself  three 
years  to  unwind  the  Long-TeiTn  Capital 
Management  poi-tfolio,  plenty  of  time 
they  think,  for  an  orderly  liquidation 
They  assume  that  global  markets  will 
recover  sufficiently  during  that  time 
and  that  interest  rates  will  move  in  j 
their  favor,  allowing  them  to  dispose 
of  ltcm's  positions,  cut  then-  losses,  and 
even  make  a  profit. 

But  dealers  are  already  sitting  or 
large  inventories  of  securities  acquired  j., 
from  LTCM.  That  makes  it  harder  tc 
sell  many  of  the  securities  that  urcv. 
holds.  Already,  financial  institutions  art 
shrinking  their  balance  sheets  and  re 
ducing  risk  capital,  which  backs  theii 

 own  proprietarj 

trading  and  thai 
done  by  hedgt 
funds.  Less  risl 
capital  means  fewei  ^ 
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»urchases  of  financial  assets.  At  the 
ame  time,  the  leverage  that  is  applied 
0  the  available  risk  capital  has  de- 
lined,  meaning  even  less  buying  ca- 
racity.  "Who  is  going  to  buy  those  as- 
ets?"  asks  a  portfolio  manager.  "All 
f  that  paper  has  to  be  redistributed, 
t's  going  to  put  enormous  pressure  on 
preads." 
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ning  the  portfolio,  ltcm  did  not  accept 
the  offer.  Why? 

Many  market  players  say  that  ltcm's 
investments  are  ultimately  winning  po- 
sitions. "It's  like  a  poker  player  who 
has  a  really  good  hand  but  not  enough 
chips,"  says  David  Berry  of  Keefe 
Bruyette  &  Woods.  "The  other  guy 
keeps  raising  the  ante  and  he  can't 
stay  in  the  game."  Rather  than  accept 
the  offer  from  Berk- 
shire, AIG,  and  Gold- 
man,  which  valued  the 
portfolio  at  $250  million  and  required 
LTCM  chief  John  Meriwether  to  walk 
away,  Meriwether  and  his  team  gam- 
bled on  getting  a  deal  that  would  leave 
them  with  a  10%  equity  stake  and  the 

opportunity  to  share  in  any   

upside.  Smce  the  consortium  LTCM  HQ:  Meriwether 
agreed  to  inject  $3.65  bil-  and  liis  team  held  out 
lion  for  a  90%  stake  in  for  a  10%  stake 


/ere  there  any  im- 
licit  or  explicit  guar- 
ntees  or  support  of- 
;red  by  the  New  York  Fed  to  the 
rms  in  the  consortium? 

It's  possible  the  mere  presence  of 
le  Fed  made  some  participants  feel 
ley  had  better  cooperate.  But  "it 
ould  be  unique  in  my  experience  if 
lere  would  be  any  quid  pro  quo,"  says 
Milgin  Cohen,  a  partner  at  Sullivan  & 
nimwell,  which  represents  many  of 
If  banks  in  the  bailout, 
urther,  Deutsche  Bank, 
hich  isn't  even  i-egulat- 
I  by  the  Fed,  ponied  up 
jOO    million    for  the 
ailout.    It's  unlikely 
eutsche  would  agi'ee  to 
sser  treatment  than, 
ly.  Chase  Manhattan 
(  irp.,  which  also  put  up 
500  million,  if  Chase 
as  getting  any  Fed 
xnv. 

The  main  card  the 

ed  has  is  subtle  and 

M  y  limited.  If  a  firm 

lesn't   participate  in 

ich  an  exercise,  it  may 

1(1  itself  out  of  favor 

itli  a  powerful  regula- 

r.  "If  there  is  a  mar- 
j  n  call  in  the  future, 
I  )u  may  come  out  on 

e  wrong  side,"  says 

le  banking  source. 
I  )me  sources  speculate  "WB  dOIl't  Wlllk  at  bad  lOailS" 

at  Bear  Stearns,  which 

■dined  to  participate  in 

e  bailout,  could  encounter  a  frosty 

ception  if  it  needed  help  from  the 

id.  Says  one  analyst,  "[Bear  Stearns 

;o  James  E.]  Cayne  better  hope  he 

lesn't  get  in  trouble  himself." 

Peter  Bakstansky,  a  senior  vice-pres- 

^■nt  and  spokesman  for  the  Fed,  denies 

at  there  were  any  implicit  or  explicit 

ai-antees  to  rescue  LTCM.  "We  don't 

t  into  the  moral  hazard  business.  We 

n't  wink  at  bad  loans,"  he  says. 

'hat's  not  how  the  world  works." 


man  Sachs,  J.  P.  Morgan,  Morgan  Stanley 
Dean  Witter,  Travelers,  and  UBS  will  be 
allowed  to  share  market  infonnation  and 
even  each  have  a  representative  on-site 
at  ltcm's  Greenwich  (Conn.)  headquar- 
ters. "It  has  the  potential,  if  it's  not  man- 
aged properly,  to  be  a  huge  collusive  ac- 
tivity," says  one  money  manager. 


Some  individuals  in  the  consortium 
members  have  big  investments  in  ltcm 
while  their  firms  are  participating  in  the 
bailout.  Won't  there  be  serious  conflicts 
of  interest? 

There  is  the  appearance  of  conflict. 
For  example,  Memll  Lynch  &  Co.  ceo 
David  Komansky  had  $800,000  invested 
in  LTCM  tlii'ough  a  fiuid  of  fluids  in  his 

  deferred  compensation 

plan,  while  Merrill  is 
putting  up  $300  million 
for  the  bailout.  And  Mer- 
rill executives  have  a  to- 
tal of  $22  million  invested 
in  LTCM  thi-ough  the  same 
defeiTed  comp  plan,  wliich 
is  now  worth  $2  bilhon. 

But  this  is  an  insignifi- 
cant  portion  of  Koman- 
sky's  wealth.  "Any  sug- 
gestion that  this  relatively 
minor  investment  would 
motivate  this  decision  is 
ludicrous  on  its  face,"  says 
a  Menill  spokesman.  Ko- 
mansky has  much  more 
riding  on  doing  a  good  job 
as  chief  executive,  and 
not  just  because  he  has 
$100  million  in  Merrill 
stock  alone. 


A  Fed  spokesman  denies  tiiai  mere  were 
any  guarantees  to  rescue  the  company. 


the  midst  of  Fed-brokered  negotia- 
ns  with  the  consortium,  Berkshire 
ithaway,  American  International 
oup,  and  Goldman,  Sachs  &  Co. 
ered  to  buy  out  ltcm  for  $250  mil- 
n  and  commit  $3.75  billion  to  run- 


LTCM,  their  offer  valued  that  10% 
at  about  $400  million. 


stake 


Isn't  there  a  possibility  that  the  con- 
sortium of  14  investment  and  com- 
mercial banks  will  engage  in  illegal 
market  practices — manipulation,  collu- 
sion, frontrunning,  or  the  like? 

A  spokesman  foi'  the  consortium  says 
that  its  agreement  vrill  put  Chinese  walls 
and  baiTiers  in  place  to  prevent  collusive 
activity.  Some  money  managers  say  that 
consortium  members  may  even  quietly 
use  theii"  privileged  infonnation  to  bet 
against  ltcm's  positions,  which  could  un- 
dermine any  collusion.  Others,  though, 
are  wary  about  this  unusual  arrange- 
ment. After  all,  an  operating  committee 
of  six  institutions,  Menill  Lynch,  Gold- 


Under  the  deal,  ltcm  and 
its  investors  will  be  al- 
lowed to  keep  10%  of 
the  firm.  Why  should 
LTCM,  which  created  such 
a  mess,  and  its  investors 
be  allowed  to  retain  any 
equity? 

The  thinking  among  consortiimi  mem- 
bers may  have  been  that  a  sliver  of  eq- 
uity would  keep  the  14  partners  who 
own  Long-Temi  Capital  Management  in- 
volved in  managing  the  bailout.  But  even 
if  these  men,  including  Meriwether, 
should  make  some  money  when  the 
bailout  is  complete,  some  of  the  ltcm 
partners  may  have  to  declar-e  personal 
bankruptcy,  says  a  soui-ce  close  to  the 
fiiTO.  The  partners  and  some  of  their 
employees  had  all  their  money  in  the 
partnership,  which  was  virtually  wiped 
out.  The  partners  made  giievous  mis- 
takes, but  even  if  they  retain  some  eq- 
uity, they  have  been  subjected  to  a  vi- 
cious punishment. 

By  Leah  Nathans  Spiro,  with 
S^izanne  Woolley,  in  New  York 
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HOW  THE  GAME  WAS  PLAYED 
-AND  WHY  LONG-TERM  LOST 

Its  computer  models  didn't  foresee  how  bad  bad  could  be 


The  rocket  scientists  at  Long-Term 
Capital  Management  wrote  the 
book  on  how  to  use  derivatives. 
Now,  they  can  winte  the  secjuel  on  how 
to  misuse  them. 

Long-Term  didn't  make  money  the 
old-fashioned  way,  by  searching  out  as- 
sets whose  inherent   

value  was  not  reflected 
in  the  market.  Instead, 
it  bet  on  the  interior  dynamics  of  the 
markets  themselves:  exploiting  anom- 
alies in  the  price  difference  between, 
say,  two  bonds  with  different  credit  rat- 
ings or  between  shares  of  merging  com- 
panies. Instead  of  using  derivatives  to 
hedge  against  risk,  Long-Term  mainly 
used  them  as  enhancers — amplifying  its 
gambles  and  ultimately  amplifying  its 
losses  when  bets  pi'oved  wrong. 

As  it  pmvsued  this  strategy,  the  hedge 
fund  in  Greenwich,  Conn.,  was  able  to 
make  bets  on  the  markets  entirely  out 
of  jjropoition  with  its  financial  resom-ces. 
And  now  the  bailout  of  the  fund  is  be- 
ing hampered  by  the  difficulty  of  un- 
winding these  complicated  investment 
plays  that  consist,  mainly,  of  bundle 
upon  bundle  of  these  investment  prod- 


THE  MONEY  CRISii 


ucts  known  as  derivatives — the  squishy 
value  of  which  is  based  on  the  worth  of 
underlying  securities. 

What's  shocking  about  the  screwup 
is  that  no  one  should  have  understood 
derivatives  better  than  ltcm.  Partners 
Myron  S.  Scholes  and  Robert  C.  Merton 
shared  a  1997  Nobel 
Prize  in  economics  for 
options-pricing  theoiy, 
the  basis  of  the  derivatives  business. 

To  be  sure,  the  e.xact  positions  that 
Long-TeiTn  Capital  holds  I'emain  secret. 
(Anyone  who  knows  what  the  new  own- 
ers plan  to  liquidate 
could  profit  by  betting 
the  other  way.)  Still, 
the  genei'al  outlines  of 
Long- Term's  strategy 
are  known.  Here,  in  a 
nutshell,  is  how  it 
played  the  game — and 
how  it  was  able  to  pile 
up  such  huge  stakes 
that  Wall  Street  and 
the  Federal  Reserve 
ultimately  decided  it 
was  too  big  to  fail. 
Long-Tenn's  favorite 


DSVERGING  YIELDS 


5-YEAR  JUNK  BONDS 


5-YEAR  TREASURY  NOTES 


JULY  3, '98  SEPT,  25 

PERCENT 

•AVERAUE  YIELDS  ON  BB3  INVESTMENT  GRADE  BONDS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


II 


bet  was  on  the  difference  j 
in  the  yield,  or  rate  of  re- ' 
tiuTi,  between  two  debt  in- 
sti'uments.  Let's  say  that 
five-year  junk  bonds  rated 
BB3  usually  yield  about 
two  percentage  points  more 
than  five-year  Ti'easuries 
because  of  their  higher 
risk.  Long-Term's  strate- 
gists might  bet  that  if  the 
yield  spread  ever  got  much 
wider  than  two  percentage 
points,  it  was  likely  to  nai'- 1 
row  again  soon.  |^ 
Computer  models  would  : 
show  that's  a  smart  bet. 
But  with  the  global  econo- 
my in  turmoil,  investors 
lost  their  appetite  for  risk. 
Starting  in  July,  they  fled 
junk  bonds  and  poured 
money  into  Ti-easuries. 
That  pushed  yields  higher 
on  junk  bonds  and  lower , 
on  Treasmies.  By  late  Sep- 
tember, the  yield  spread 
had  widened  to  a  punishing  2.8  per- 
centage points  (chart).  Instead  of  con- 
verging, the  yields  diverged. 
NO  ONE  KNOWS.  Long-Term  Capital 
made  matters  worse  by  using  deriva- 
tives to  increase  the  size  of  its  bets 
vrithout  boiTowing.  For  instance,  it  could 
have  made  a  bet  such  as  the  one  above 
without  putting  up  a  penny.  Instead  of 
spending  $100  million  for  a  portfolio  of 
junk  bonds  and  shorting  a  like-size  T- 
bond  portfolio,  Long-Term  may  have 
used  a  popular  derivative  known  as  a 
swap.  In  a  swap,  no  money  changes 
hands  initially  because  typically  the  two 
parties  start  out  by  paying  each  other, 
equal  amounts.  Long-Term  would  agTeei' 
to  pay  the  current  yield  on  $100  million 
of  junk  bonds  and  would  receive  in  tiuTi 
the  ciurent  yield  on  $100  million  of  Ti-ea- 
suries (plus  some  fixed  percentage 
mai'kup  to  make  it  a  fair  trade).  The 
$100  million  is  called  a  "notional  amount"  i; 
since  neithei-  paity  owns  the  underly- 
ing securities. 

How  much  did 
Long-Term  Capital 
risk?  By  some  esti- 
mates, it  had  bets  with 
"notional  amounts"  of 
$1  trillion  01'  more.  But 
that  overstates  risks, 
since  many  of  its  jTosi- 
tions  essentially  offset 
each  other.  While  its 
balance  sheet  showed 
about  $100  billion  in  as- 
sets on  a  capital  base 
of  less  than  $4  billion,  j 
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HE  LATEST  TECHNOLOG 
IS  HEWLETT-PACKARD'S 
BUSINESS.  THAf  S  WHY 
OUR  PLANT  IS  IN 


Hewlett-Packard  started  operations  in  Puerto  Rico  in  March  1980,  manufacturing  computer 
terminals.  At  present,  it  manufactures  over  180  different  products,  among  them  Inkjet  printer  cartridges 

 for  the  world's  best-selling  printers. 

With  our  open  door,  pro-business  government  and  our  comprehensive  tax  exemptions, 
Puerto  Rico,  USA  offers  the  perfect  climate  for  your  business. 

*■  A  new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 

maximum  of  7%.  For  manufacturing  and  export  oriented  services. 
•'200%  deduction  of  R&D  costs. 
»•  200%  deduction  of  training  costs. 

*•  Full  expensing  of  investment  in  plants,  parts  &  equipment. 

►Ample  supply  of  skilled  production  workers. 

*■  Highly  educated,  bilingual  managers  and  executives. 

And  of  course,  in  Puerto  Rico,  USA,  you  will  find  a  beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 

Want  to  know  more?  Just  call  for  additional  information  or  contact  us 
and  let  us  prove  to  you  that  Puerto  Rico  means  business! 

vvwvv.pridco.com 


1-888-5-PRIDCO 
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its  tnie  lisk  came  fi'om  derivative  deals 
that  don't  appear  on  the  balance  sheet 
at  all.  The  ftnns  that  took  it  over  are 
still  sorting  out  what  they've  inherited. 

The  beauty  of  a  swap  is  that  if  the 
spread  moves  in  your  favor,  you  can 
make  enormous  profits  without  tying 
up  any  of  your  ovra  money — in  essence, 
your  leverage  is  infinite.  If  the  spread 
moves  against  you,  though,  you  have 
to  come  up  with  coiTespondingly  large 
amounts  of  collateral.  Prudent  firms 
won't  entei'  huge  swap  deals  unless  they 
have  capital  adequate  to  withstand  se- 
vere moves  against  them.  Long-Term 
Capital's  partners  and  its  lenders  ap- 
pai-ently  ignored  that  pi'inciple — oi'  se- 
riously underestimated  how  bad  bad 
could  be.  Risk-assessment  computer 
models  "tend  to  ignore  low-probability 
catastrophic  events,"  says  Henry  T.  C. 
Hu,  a  law  professor  and  derivatives  ex- 
pert at  the  University  of  Texas. 

Still,  how  could  one  small  fii-m's  bad 
bets  threaten  the  entii'e  U.  S.  financial 
system,  to  the  point  where  the  Federal 
Reserve  Bank  of  New  York  brought  to- 
gether 14  major  financial  institutions  to 
bail  it  out?  Simple:  Not  knowing  how 
much  aggTegate  risk  Long-Term  Capital 
was  taking  on,  these  same  firms  ex- 
tended enormous  amounts  of  credit  be- 
cause Long-Term  had  always  paid  off 
in  the  past.  "It's  a  bit  like  a  junkie  with 
crack.  You  gotta  have  more  of  this 
stuff,"  says  a  banking  industiy  consul- 
tant. By  mid-September,  Long-Term 
owed  so  much  money  that  its  failure 
might  have  set  off  a  worldvride  chain  re- 
action of  creditors  cutting  off  credit.  In 
other  words,  a  liquidity  crisis. 

Keeping  Long-Term  Capital  on  life 
support  became  even  more  important, 
since  most  derivatives  aren't  readily  sal- 
able. One  bet  might  employ  half  a  dozen 
derivatives  to  hedge  out  various  un- 
wanted risks.  Like  the  twigs  in  a  bird's 
nest,  each  derivative  is  worth  less  alone 
than  as  j^art  of  a  cai-efully  built  whole. 
SHOT  IN  THE  ARM.  The  injection  of  $3.6 
billion  in  fresh  capital  into  LT('M  will  al- 
low it  to  meet  its  margin  calls,  easing 
fears  of  a  ripple  effect.  And  Long-Term 
Capital's  new  owners  will  be  able  to 
keep  many  of  the  firm's  core  bets  in 
place  vdth  hopes  that  convergence  will 
ultimately  make  the  bets  pay  off. 

On  the  other  hand,  some  important 
spreads  have  actually  widened  in  re- 
cent weeks.  The  Federal  Resei-ve's  Sept. 
29  rate  cut  should  help.  But  if  new  mai'- 
gin  calls  and  money-losing  asset  sales 
eat  away  too  much  of  its  ciuTent  rescue 
package,  Long-Term  Capital  might  need 
to  be  bailed  out  all  over  again. 

By  Peter  Coy  in  New  York 


COMMENTARY 


By  Gary  Weiss 


SLAP  A  LIMIT 
ON  LEVERAGE-NOW 


The  hypocrisy  of  it  is  mind-bog- 
gling, even  by  Wall  Street  stan- 
dards. Long-'Term  Capital  Man- 
agement, a  piggy  bank  for  the  rich, 
makes  a  series  of  atrocious  bets.  Its 
managers,  stem  advocates  of  the 
free  market  when  other  people's  for- 
tunes are  at  stake,  are  bailed  out  in 
a  Federal  Resei-ve-engineered  rescue 
that  leaves  them — astonishingly — 
still  ovming  10%  of  their  firm  despite 
theii-  market-roiling  mismanagement. 


It's  easy  to  lash  out  at  ltcm  and 
at  hedge  funds  in  general.  And  yes, 
new  regulation  is  necessaiy — but  not 
aimed  randomly  at  the  funds.  In- 
stead, regulators  should  focus  on  the 
high-octane  "fuel"  that  powered  LTCM 
directly  into  a  brick  wall.  What  is  I'e- 
ally  to  blame  here  is  the  excessive 
use  of  leverage,  especially  when  in- 
vesting in  derivatives  and  cmTency. 
Whether  such  leverage  be  employed 
by  a  hedge  fund  or  trading  desks  at 
a  bank  or  securities  fii'm,  it  is  cui- 
rently  almost  entirely  unregulated. 

The  mistake  would  be  to  regai'd 
John  Meriwether's  brazen  braincliild 
as  representative  of  all  hedge  funds 
instead  of  a  style  of  investing.  Most  of 
these  private  investment  partnerships 
just  buy  and  sell  stocks  at  the  levels 
of  leverage  available  to  all  investors. 
Among  the  funds  that  use  stocks 
alone,  leverage  is  modest.  According 
to  figui'es  compiled  by  Hennessee 


Group  LLC,  a  leading  consulting  firm 
for  hedge  fund  investors,  such  funds 
beefed  up  their  equity  portfolios  with 
leverage  by  just  32%  as  of  Januaiy, 
1998 — a  far  ciy  from  the  more  than 
25-to-l  ratio  employed  by  LTCM. 

Such  massive  bets  as  ltcm  placed 
can  go  cataclysmically  bad.  But  they 
would  be  impossible  if  some  hmits 
were  placed  on  leverage.  Regulators 
need  to  ride  herd  by  setting  trigger 
points  at  which  investors  would  be 
forced  to  disclose  their  leverage  but 
not  necessarily  their  investment 
strategies.  Gauging  precisely  where 
to  place  the  limits  is  the  job  of  the 
Fed  and  other  agencies. 

These  rales  should  apply  to  any 
investment  vehicle  doing  busi- 
ness with  U.  S.  financial  insti- 
tutions. This  includes  so- 
called  offshore  funds  ran 
by  U.  S.  hedge  funds  and 
other  trading  fu'ms. 
True,  limiting  leverage  may 
make  some  high-tech  investment  stra- 
tegies difficult  or  impossible.  It  might 
also  cut  into  the  derivatives  business 
of  banks  and  Wall  Street  fuTns.  If 

 that's  the  case — well,  so  be 

it.  ltcm's  near-disaster 

 J  proves  that  the  risks  from 

overblown  leverage  don't  justify  the 
rewai'ds  they  can  provide  a  few  su- 
penich  ti'aders  and  their  bankers. 

Seven  years  ago,  one  regulator 
pointed  out  that  the  market  "is  too 
important  a  national  resource  and  it 
works  too  well  to  be  put  at  i-isk  by 
regulatoiy  change  for  the  sake  of 
change."  That  official  was  David 
MuUins,  then  vice-chaiirnan  of  the 
Federal  Reserve,  who  went  on  to  be- 
come one  of  the  bi'ains  behind  LTCM. 
Mullins  was  discussing  the  Salomon 
Brothers  bond-trading  scandal,  in 
which  his  future  partner  John  Meri- 
wether played  a  role.  But  while 
Mullins  was  right  about  inappropri- 
ate regulation,  he  should  also  recog- 
nize that  the  market  is  also  too  im- 
portant to  be  placed  at  risk  by  the 
irresponsible  excess  of  a  few  traders. 

Senior  Writer  Weiss  writes  about 
Wall  Street. 
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CORPORATE  EARNINGS  

GILLEHE  TAKES 

A  SHAVE  AND  A  BIG  HAIRCUT 

A  $535  million  restructuring  in  the  face  of  uncertain  growth 

Through  the  long  bull  market,  Wall 
Street   had   a  love   affair  with 
Gillette.  And  why  not?  The  compa- 
ny steadily  produced  double-digit  earn- 
ings increases,  and  often  came  within 
a  penny  or  two  of  analyst  forecasts. 
No  more.  In  a  hastily  airanged  Sept. 

29  conference  call,  ceo  Alfred  M.  Zeien 
stunned  Wall  Street  by  conceding  that 
Gillette's  operating  earnings  in  the  third 
quarter  would  reach  just  300  a  share, 
20%  below  1997's  level  and  25%  below 
the  Street's  consensus  expectation. 
Gillette  vdW  also  ax  4,700  jobs,  close  14 
factories,  and  close  or  consolidate  some 

30  offices  worldwide.  The  resulting  $535 
million  restnictiu-ing  chai'ge — the  largest 
ever  at  Gillette — will  cut  third-quarter 
results  to  no  better  than  breakeven. 
The  Gillette  bulls  are  now  in  retreat: 
Its  shares  have  dropped  to  38,  from  62 
in  July. 

Even  worse,  Gillette's  longer-term 
outlook  is  suddenly  anything  but  cer- 
tain.  Zeien   bravely   suggests  that 
Gillette  "should  be  rolling  again"  in  1999, 
and  he  is  not  jettisoning  his  global  am- 
bitions. Still,  even  Zeien  concedes  that 
the  emerging-mai'kets  crisis  is  "different 
than  anything  we've  faced  in  the  last  20 
to  30  years,"  and  "we  don't  know  how 
long  this  is  going  to  last."  And  since 
Gillette  depends  on  markets  outside  the 
U.  S.  and  Western  Europe  for  .34%  of 
sales,  "no  one  really  knows  how  Gillette 
will  do,"  says  Jay  Freedman,  an  ana- 
lyst at  Lincoln  Capital.  "And  if  China 
and  Brazil  and  Mexico  go,  it  will  be 
worse  than  the  market  thinks." 
STIFF  ARM.  Gillette  has  compounded  its 
problems  by  the  way 
it  managed  the  situa- 
tion. For  weeks,  it 
stiff-armed  inquiries 
from     worried  in- 
vestors, even  as  the 
crisis    spread  from 
Asia  to  Russia  and 
Brazil.    Behind  the 
scenes,    Zeien  was 
scrambling  to  contain 
the  damage,  in  part 
by  booking  a  gain  on 
the  sale  of  Gillette's 
Jafra  Cosmetics  unit, 
which  even  he  says  he 
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tried  to  time  for  the  third  quarter.  But 
in  the  end,  his  efforts  may  have  done 
more  haiTn  than  good.  "I  used  to  think  I 
understood  what  was  going  on  at 
Gillette,"  fumes  one  analyst.  "But  now  I 
don't  know  what  to  believe." 

Zeien  created  more  confusion  by  re- 
fusing to  be  specific  about  closings.  Soon, 
staffers  from  the  governor  of  Massa- 
chusetts' office  were 
calling  to  check  out  a 
Boston  radio  report 
that  the  company 
would  eliminate  jobs 
at  its  "World  Shaving 
Headquarters"  in 
South  Boston — despite 
the  fact  that  Gillette 
just  invested  $400  mil- 
lion in  the  plant. 

Although  Gillette's 
immediate  problems 
stem  from  its  overseas 
ambitions,  it  is  not 
lowering  its  sights. 


The  restructuring  is  aimed  at  comple 
ing  the  makeover  of  Gillette  into  a  tn 
ly  global  company.  Each  of  six  busine 
units — from  shaving  to  Oral  B  tootl 
brushes — will  have  worldwide  respoi 
sibility  for  its  own  product  developmei 
and  manufacturing.  Gillette  will  als 
consohdate  several  sales  units.  Zeie 
says  this  should  save  $200  million. 
But  there  is  no  global  retreat.  Eve 
as  he  shuts  factorie 
Zeien  says  he  plar 
"huge  capital  expend 
tures  to  increase  capa 
ity  in  most  produ( 
lines."  At  the  sanr 
time,  Gillette  is  gainiri 
market  share  in  sonr 
countries:  Zeien  says 
now  has  72%  of  th 
blade  market  in  Russ: 
and  over  90%  i 
Poland.  Gillette  is  als 
shopping  for  acquis 
tions.  Zeien  notes  thi 
one  troubled  Korea 
battery  maker  ahead 
voiced  a  desire  to  1: 
bought  by  Gillett 
Even  so,  Gillette  wi 
face  huge  challenges 
selling  higher-price 
products  in  these  dt 
pressed  markets. 

Gillette's  woes  ha\ 
been  compounded  b 
the  launch  of  i1 
biggest  bet  for  the  fi 
ture:  the  Mach3  razo 
Even  as  overseas  re^ 
enue  falls  off,  Gillett 
is  accounting  for  some  of  the  $1  billic 
in  startup  costs  in  the  early  stages 
the  rollout,  which  began  in  late  June. 
BIG  MACH.  Zeien  is  certain  Mach3 
well  on  its  way  to  stellai'  sales.  He  saj 
it  already  has  17.6%  of  the  U.  S.  we; 
shaving  market.  By  2002,  he  predict 
Mach3  will  be  a  $2.5  billion  busines 
adding  $500  million  a  year  to  profits. 

But  that  assumes  a  steady  buildu 
from  here.  "Mach3  is  still  in  the  novell 
stage,"  worries  Jack  Trout,  a  Greei 
wich.  Conn.,  marketing  consultant.  Ov( 
time,  "I'm  not  sure  it  is  so  dramatical 
better  than  Sensor"  that  U.S.  coi 
sumers  will  pay  a  premium  for  it.  Ar 
in  the  emerging  markets,  where  Mad 
vrill  debut  in  1999,  "they  won't  be  sellir 
a  lot  of  expensive  blades,"  Ti'out  adds 
There's  little  doubt  that  Gillette  w 
again  enjoy  vigorous  growth — at  son 
point.  But  for  the  fii'st  time  in  a  decad 
there's  uncertainty  about  when  and  ho 
fast  Gillette  will  return  to  its  glory  day 
By  William  C.  Symonds  in  Bostc 
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THIS  CHECKLIST  CAN  HELP  PUT  VOU(^ 
RETIREMENT  PLANS  ON  THE  RI6HT  TRACK. 

Did  you  know  that  your  Social  Security  and  pensions  together  account  for  less 
than  45%  of  all  retirement  income?  The  other  55%  will  have  to  come  from  personal 
savings,  investments  and  earned  income.  If  there's  a  gap,  you'll  have  a  better  idea 
of  what  to  do  next  when  you've  answered  the  questions  on  this  checklist. 

YES  NO 

1 .  Do  you  know  how  much  you  can  expect  to 
receive  from  Social  Security  and  your  company 

pension  plan?     

2.  Are  you  taking  advantage  of  pre-tax  retirement 
savings  by  putting  as  much  as  possible  into  your 

company's  401  (k)  plan?     

3.  Are  you  saving  enough  to  meet  your  retirement 
goals  by  investing  in  an  IRA  or  annuity  that  grows 
on  a  tax-deferred  basis? 


4.  Do  you  review  your  retirement  strategies, 
savings  plans  and  goals  with  a  professional, 
to  make  sure  you  won't  outlive  your  assets? 


If  you  answered  "No"  to  any  of  these 
questions,  talk  to  a  MetLife  rep.  We 
can  give  you  the  advice  and  information 
to  help  you  develop  a  personal  retirement 
strategy.  To  put  your  retirement  plans  on 
track,  call  us  at  1 -800-MetLife  for  our 
free  Life  Advice  brochure.  Planning  for 
Retirement.  Or  visit  our  website  at 
www.metlife.com. 

SET  MET.  ITfWt'S: 

1-800-MetUfe 


www.  m  eti  if  e .  CO  m 

©  1998  Metropolitan  Life  Insurance  Co.,  NY,  NY  98082MP3  MLIC-LD 


COIVUVIENTARY 

By  Nanette  Byrnes 


NEEDED:  ACCOUNTING  THE  WORLD  CAN  TRUST 


Don't  believe  what  you  read  in 
those  annual  reports  and  quar- 
terly earnings  statements.  That, 
in  essence,  was  the  message  that 
Arthur  Levitt  Jr.,  chairman  of  the 
Securities  &  Exchange  Commission, 
delivered  in  a  Sept.  28  speech  at 
New  York  University.  Earnings  ac- 
counting, he  said,  is  a  "game  of  nods 
and  winks."  His  warning:  "Integrity 
may  be  losing  out  to  illusion." 

Surprising  words  at  any  time,  but 
coming  at  a  moment  of  relative  eco- 
nomic strength  in  the  U.  S.,  they  are 
startling.  As  the  domestic  economy 
shows  signs  of  slowing  and  pressure 
mounts  to  produce  earnings  by  any 
possible  means,  Levitt  has  put  com- 
panies and  their  auditors  on  notice: 
Think  twice  before  playing  account- 
ing games. 

But  Levitt  has  a  much  broader 
community  in  mind  in  launching 
these  salvos.  By  telegraphing  plans 
for  the  U.  S.  to  get  even  stricter 
about  its  accounting  practices,  he  is 
laying  the  groundwork  for  rigorous 
financial  reporting  around  the 
world — an  important  move  as  stock 
exchanges  go  increasingly  global  and 
lobbying  accelerates  for  the  adoption 
of  more  lax  international  accounting 
standards. 

Levitt  has  picked  an  important 
moment  to  draw  a  line  in  the  sand, 
as  financial  markets  worldwide  seek 
stability.  The  London-based  Interna- 
tional Accounting  Standards  Com- 
mittee is  mapping  out  new  rules  for 
global  bookkeeping  with  the  hope 
that  the  U.  S.  will  sign  on.  Levitt's 
message:  If  you  want  to  play  with 
U.  S.  investors  and  raise  capital  in 
U.S.  markets,  then  you  have  to  play 
by  tougher  rules.  "We're  not  going 
to  embrace  any  standard  that  isn't 
as  good  as  our  own,"  Levitt  insisted 
in  an  interview  after  the  speech. 
"We're  the  best  capital  market  in 
the  world." 

Who  could  argue  with  that?  Not 
investors,  who  experienced  the  pan- 
ic created  in  less  transparent 
emerging  markets  as  the  enormity 
of  the  meltdown  took  many  by  sur- 
prise. Frederick  D.  S.  Choi,  dean  of 
NYU's  Stern  School  of  Business,  be- 
lieves that  the  extent  of  the  dechne 


in  Asia,  Russia,  and  Latin  America 
was  exacerbated  by  a  lack  of  finan- 
cial forthi'ightness  and  resulting 
skittishness  among  investors.  "The 
market  needs  information  on  which 
it  can  assess  risk,"  he  points  out. 

Even  so,  Levitt's  stance  will  cer- 
tainly take  plenty  of  heat — at  home 
and  abroad.  U.  S.  corporations  yearn 
for  the  day  when  either  their  for- 
eign competitors  are  held  to  the 
same  rigorous  accounting  they  are 
or  they  will  be  let 
off  the  hook  on 
U.  S.  reporting  de- 
mands. And  the 
stock  markets,  an- 
other powerful  lob- 
by, argue  that  the 
U.  S.'s  staunchly  in- 
dependent stance 
for  tough  standards 
has  kept  more  for- 
eign companies 
from  listing  here. 

That's  certainly 
not  apparent  when 


FOREIGN  COMPANIES  COME 
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one  reviews  the  record  number  of 
foreign  companies  walling  to  comply 
with  U.  S.  generally  accepted  ac- 
counting practices  (gaap)  in  order  to 
trade  on  U.  S.  exchanges:  361  com- 
panies on  the  New  York  Stock  Ex- 
change and  455  more  on  nasdaq. 
This  is  not  always  an  easy  decision 
for  the  foreign  company.  While 
adopting  U.  S.  rules  makes  foreign 
companies  easier  for  U.  S.  investors 
to  evaluate,  it  also  often  makes 
them  less  financially  attractive  than 
they  seemed  under  their  own  stan- 
dards. Daimler  Benz,  which  made 

44  We're  not  going  to 
embrace  any  standard 
that  isn't  as  good  as 
our  own.  We're  the 
best  capital  market  in 
the  worlds  ^ 

—  ARTHUR  LEVITT  JR. 

Chairman,  SEC 

the  decision  to  conform  to  U.S. 
GAAP  in  the  early  1990s,  for  exam- 
ple, found  its  German  profits  disap- 
pear quickly  into  a  net  loss  under 
our  standards.  Still,  the  opportunity 
to  grab  some  U.  S.  investment  mon- 
ey seems  to  be  a  potent  enough  en- 
ticement for  many. 

Levitt  wisely  recognizes  this  ad- 
vantage. He  also  is  smart  enough  to 
know  that  his  battle  for  integrity 
will  not  be  an  easy  one,  even  in 
light  of  recent 
trillion-dollar 
hedge-fund  blowups 
and  international 
turmoil.  "There's 
going  to  be  enor- 
mous pressure,"  he 
says.  "So  we  need 
everyone  on  our 
side." 


'92   '93   '94    '95    '96    '9/  '93' 
▲  NUMBER  OF  COMPANIES  'THROUGH  SEPT.  22. ' 

DATA;  NEW  YORK  STOCK  EXCHANGE 


Byrnes  follows 
corporate  account- 
ing practices  for 
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AKEOVERS 


IZA  MINNELLI.  NEIL  SEDAKA, 
iND. . .  CLAUDE  MONET? 

as  Vegas  is  spending  vast  sums  to  draw  upmarket  customers 


■  orget  Wayne  Newton,  Paul  Anka, 

■  and  Elvis  lookalikes.  The  baroque 
marquee  outside  Las  Vegas'  brand 

v;  $1.6  billion  Bellagio  Hotel  reads: 
(iming  soon — Van  Gogh,  Monet, 
■iKiir,  and  Cezanne  with  special  guests 
bio  Picasso  and  Heni'i  Matisse." 
Scheduled  to  open  Oct.  15,  the  35- 
iry  Bellagio — modeled  after  the  grand 
ias  neai'  Italy's  Lake  Como  and  boast- 
;  its  own  12-acre  lake  with  1,200  syn- 
ronized  fountainheads — marks  a  new 
•(^ction  in  Sin  City's  endless  campaign 
•  new  customers:  going  upscale. 
Still  the  capital  of  kitsch,  the  Nevada 
ming  mecca  has  been  transforming 
elf  into  a  Disneyland  with  gambUng 
.^r  the  past  several  years.  Now,  it  is 
using  on  the  luxuiy-resort  customer 
III  usually  heads  to  Palm  Springs, 
lif.,  or  Vail,  Colo.  Within  the  next 
lit  months,  more  than  $3  billion  in 
■^eale  hotels  will  open  alongside  the 
tz  and  glitter  of  the  city's  fabled 
ip— offeiing  spas  instead  of  showgir'ls 
1  five-star  restaiu-ants  instead  of  $2.99 
tfets.  It's  a  hefty  wager:  A  raft  of 
w  hotel  rooms  has  already  driven 
m\  Vegas  occupancy  rates  and  room 
ees  just  as  newcomers  like  the  Bel- 
ie want  to  charge  $200  and  up. 
Leading  the  charge,  as  he  fi-equently 
's,  is  Mirage  Resorts  Inc.  Chairman 
■phen  A.  Wynn.  It  was  the  ostenta- 


tious Wynn  who  introduced  white  tigers 
and  exploding  volcanoes  to  the  Strip  at 
his  Mirage  Resort  in  1989.  Now,  the  56- 
year  old  casino  king  is  bringing  nearly 
$300  million  worth  of  art  treasui'es  to 
his  new  3,005-room  hotel.  The  Bellagio 
also  features  real  Italian  mai'ble  on  the 
floors.  New  York's  famed  Le  Cirque 
restaurant,  and  the  i-equisite  casino. 

But  Wynn  is  not  the  only  hotelier 
chasing  the  resort  crowd.  In  April,  the 
$1.4  billion  Venetian,  with  3,036  suites 
that  it  claims  ai'e  lai'ger  than  the  average 
Bellagio  room,  will  open.  Offeiiiig  its  own 
630-foot  long  canal  filled  with  gondolas,  it 
will  charge  up  to  $250  a  night.  After 
that,  Ciix'us  Circus  Entei"prises  Inc.  will 
open  its  $950  million,  42-floor  Mandalay 
Bay  Resort  &  Casino,  a  South  Pacific- 
themed  complex.  WitMn  it  is  a  424-room 
Four  Seasons  hotel.  "A  lot  of  [visitors] 


Viva  Las  Vegas,  the  New  Luxury  Resort 


New  construction  on  the  Strip 

HOTEL/  ROOMS 

DEVELOPER 

BELLAGIO  Mirage  Resorts  Inc.  3,005 

VENETIAN  Sheldon  Adleson,  developer  3,036 


ARTS  AND  MINDS: 

P)iceij  rooms  )nay  not 
find  many  takers 

will  want  to  come  to  a 
place  like  the  Four  Sea- 
sons that  has  immediate 
name  identification,"  says 
Glenn  W.  Schaeffer,  pres- 
ident of  Circus  Circus. 
And  despite  the  high 
prices,  some  Vegas  resort 
owners  point  out  the 
room  rates  are  less  than 
in  comparable  resorts  in 
other  states. 

Even  before  the  first 
of  the  new  hotels  opens, 
analysts  are  talking 
about  overkill.  "It's  pi'ob- 
ably  too  much  for  the 
market,"  says  Michael  French,  a  Price- 
WaterhouseCooPers  paitner  in  chai'ge  of 
the  consultant's  U.  S.  hospitality  pi-actice. 
"The  question  is,  why  spend  $200  a 
night  when  you  can  get  a  pretty  gi-eat 
I'oom  at  the  Mirage  for  half  the  price?" 
Hotels — facing  an  occupancy  rate  down 
to  86%  this  year  fi-om  88%  in  1997— 
are  cutting  rates.  And  even  at  Mirage 
Resorts — considered  the  most  profitable 
of  the  operators,  rates  are  expected  to 
be  down  for  the  year,  says  Cowen  and 
Co.  analyst  Hal  Vogel.  Still,  he  sees  the 
Bellagio  adding  to  Mirage's  cash  flow, 
although  with  much  weaker  margins — 
17%'  to  19%'  vs.  25%.  to  30%  at  other 
top  city  resorts.  Predicts  French:  "Not 
every  one  of  these  hotels  is  going  to 
be  a  winner." 

NO  GAMBUNG?  Those  occupancy  num- 
bers persuaded  Maniot  Inteniational  to 
rethink  its  next  move:  It  postponed 
plans  to  build  a  400-room  Ritz-Carlton. 
And  MCM  Grand  Inc.  is  also  balking. 
"We're  not  sure  there  are  that  many 
resort  customers  out  there,"  says  MdM 
Grand  President  Alex  Yemenidjian. 

For  the  new  chentele  that  the  luxury 
resoits  covet,  gambling  may  not  even  be 
in  the  cards.  At  Circus'  Mandalay  com- 
plex, to  keep  the  neon  and  clamoi-  to  a 
minimum.  Four  Seasons  will  offer  cus- 
tomers their-  own,  more  dignified 
entrance — instead  of  trekking 
across  the  casino  to  check  in  as 
gjij^  visitors  do  at  most  places  on  the 
MILLIONS  strip.  There  won't  even  be  a 
^jgQQ      casino  or  slot  machines  anywhere 


FOUR  SEASONS  Four  Seasons  424 
PARIS  Hilton  Hotels  Corp.  2,914 


MANDALAY  BAY  Circus  Circus  3,276 

•Est  DATA.  LAS  VEGAS  CONVENTION  &  VISITORS  AUTHORITY, 


in  the  five-floor  oasis.  But  if  re- 
T.       .    sort  owners  are  betting  on  find- 
$110*      ing  loads  of  rich  touiists  looking 
for  sun  instead  of  neon  in  Las 
Vegas,  it  seems  like  a  long  shot. 
By  Ronald  Grover  in  Los  Ayi- 
Bw  ESTIMATE     g^i^g  ^^y^i  j^^  Weber  in  Toronto 
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PC  MAKERS 

RACE  TO  THE  BOTTOM 

Prices  keep  sinking-but  it's  a  risky  game  for  manufacturers 

■wo  years  ago,  little-known  Monorail 
Computer  Coip.  helped  spawn  a  rev- 
olution in  personal  computers.  Wliile 
larger  competitors  sought  top  dollar  for 
machines  with  whizzy  new  technologies 
such  as  Intel's  Pentium  cliips  and 
Microsoft's  Windows  95  operating 
system,  Monorail  sold  macliines  for 
as  little  as  $999  in  an  effoil  to  woo 
new  piice-sensitive  users.  PC  giants 
Compaq    Computer   Corp.  and 
Packai-d  Bell  NE('  Inc.  followed  suit 
within  months — and  the  Pc;  busi- 
ness has  never  been  the  same. 

Now,  just  in  time  for  the  up- 
coming holiday  season,  another  in- 
dustry pipsqueak  is  making  noise — 
this  time  with  a  sub-$500  PC. 
Emachines,  a  startup  backed  by 
Korean  computer  giant  Ti'iGem 
Computer  and  display  maker  Ko- 
rean Data  Systems,  will  unveil  a 
$399  computer — sans  monitor — lat- 
er this  month.  Sub-$1,000  ma- 
chines have  pushed  average  re- 
tail prices  across  the  PC 
industiy  fi'om  about  $1,600 
to  $1,200,  but  prices  are 
still  too  high  to  attract 
droves  of  new  buyers. 
Emachines  believes  its 
E -Tower,  which  will  sell 
for  less  than  $500  with  a 
monitor,  will  appeal  to 
the  55%  of  computerless 
households  with  annual 
incomes  of  $25,000  to 
$80,000.  "This  price  point 
will  open  up  another  20% 
of  the  market,"  promises 
Emachines  cEo  Stephen 
A.  Dukker. 

Analysts  aren't  convinced.  But  Ema- 
chines' pricing  "certainly  has  some  po- 
tential to  drive  penetration  a  bit  higher," 
says  Martin  Reynolds,  a  PC  analyst  at 
Dataquest  Inc. 

FREE  PCs?  Lower-priced  PCs  provide  a 
glimpse  of  how  the  industry  continues 
its  shift  from  traditional  desktop  ma- 
chines to  ultracheap  consumer  devices. 
Analysts  say  the  future  is  in  "niche" 
PCS — some  with  specific  functions  for 
entertainment,  others  with  financial  ap- 
plications or  calendar-keeping.  Some 
even  anticipate  what  Webb  McKinney, 
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EVEN  LOWER 
PRICES... 


...AREN'T  PUTTING 
PCs  EVERYWHERE 
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general  manager  of  Hewlett-Packard 
Co.'s  consimier-products  gi'oup,  calls  "the 
era  of  the  free  pc" — when  consumers 
could  be  given  PC's  by  their  cable  or 
telephone  company,  which  would  then 
recoup  the  cost  through  monthly  ser- 
vice fees.  "These  are  the  things  that 
are  going  to  carry  computing  to  the 
masses,"  says  Roger  Kay,  a  senior  pc: 
analyst  at  Intel-national  Data  Corp. 

Despite  the  price  tag,  E-Tower  comes 
loaded  with  suiprising  power.  It  sports 
a  Cyrix  processor  made  by  National 
Semiconductor  Corp.,  a  2-gigabyte  hard 


drive,  32  megabytes  of  memory,  a  c 
ROM  di-ive,  a  56-kbps  modem,  3-D  gi-aph 
ics,  and,  for  an  exti-a  $95  after  a  mail-i 
rebate,  a  14-inch  monitor  Add  $59,  ani 
you  get  a  tliree-yeai'  waiTanty  and  tecl 
nical  support. 

Retailers  have  disdained  cheap  pc 
in  the  past.  While  the  machines  hav 
generated  traffic,  sales  "haven't  don 
well,"  says  James  F.  Halpin,  presiden 
and  CEO  of  CompusA  Inc.  Still,  Comj 
USA  and  other  retailers  expect  to  stoc 
a  vainety  of  cheaper  pes  this  seasor 
By  mid-November,  Packard  Bell  ne 
will  slash  the  price  of  its  entry-leve 
machine  to  $599.  Even  IBM  and  H 
say  they  may  sell  machines  unde 
$799.  Sub-$  1^000  PCS  could  accour 
for  50%  to  60%  of  the  industry} 
unit  sales  this  holiday  season,  twic  t 
as  high  as  last  year,  says  an  iBiii 
spokesman. 

"A  BIT  SUICIDAL."  Dukker  is  in  talkti 
with  retailers  such  as  Best  Buy  C(  j 
and  OfficeMax  to  sell  his  computer 
But  he'll  be  selling  them  at  clos 
to  his  manufacturing  price — an 
!-]  macliines  could  -wind  up  with  lost 
(  s  if  prices  rise  for  component 
such  as  chips  and  disk  drive 
"That's  a  bit  suicidal,"  says  Intei 
national  Data's  Kay. 

Dukker,  fonnerly  a  senior  execi| 
five  with  Computer  City,  wants 
add  on  goodies  to  his  Emachin 
that  will  generate  reven 
and  develop  customer  rc 
lationships.  He  plans  t; 
oimdle  each  computer  wit 
an  Internet  access  plan — • 
la  Midwestern  compute;- 
maker  Gateway  Inc.,  whic  s 
lets  some  users  pa 
monthly  for  their  PC  an! 
software.  He  has  cut 
deal  with  Netcom  On-Li 
Communication  Servio 
Inc.  to  give  his  customei 
Internet  access  and  is  n( 
gotiating  a  sinrulai'  arran] 
ment  with  an  Intern 
"portal"  company. 
But  will  PC  buyers  want  to  fonn  a 
lationship  with  an  unknown?  Experl 
say  consumers  are  more  comfortab! 
buying  big  brands  in  everything  froil 
computers  to  cars.  'We  could  all  be  dr 
ving  Hyundais,  but  we're  not,"  say 
Halpin.  Emachines  could  be  just  anotl 
er  upstart  with  little  hope  of  starting 
price  war.  On  the  other  hand,  that 
what  they  said  about  Monorail — whe 
PCS  were  selling  for  $1,600. 

By  Roger  0.  Crockett  in  New  Yori 
with  Peter  Burrows  in  San  Matei 
Calif.,  and  bureau  reports 
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Are  your 
desktops  tied 
together 
by  a  network, 
or  tied  up 
by  one? 


1  sharing  of  information  is  critical  to  your  company's  success.  If  your  network  isn't  running  efficiently, 
'juld  seriously  impact  your  bottom  line  As  a  more  tfian  $3  billion  IT  services  provider,  Wang  Global 
dedicated  to  providing  timely  solutions  for  your  day  to  day  operations,  allowing  you  tlie  freedom  to 
OS  on  the  bigger  picture.  With  o  core  business  of  network  and  desktop  services  and  solutions,  we're 
-its  at  planning,  deployment,  management  and  maintenance  -  for  a  seamless,  predictable  IT  infra- 
cture.  But  our  biggest  distinction  is  the  ability  to  deliver  the  best  talent  and  technology  whenever  you 
■d  it  so  you'll  never  be  tied  up  again  Visit  our  website  at  www  wang  com  or  call  us  at  1-800-639-9264 


COIVilVIENTARY 

By  John  A.  Byrne 


HOW  TO  REWARD  FAILURE:  REPRICE  STOCK  OPTIONS 


How  do  you  make  outright 
greed  palatable  to  disgrun 
tied  shareholders?  Henry 
R.  Silverman,  chief  executive 
of  troubled  Cendant  Corp., 
seems  to  think  that  he 
and  his  board  have 
found  a  way.  Between 
April  and  late  Sep- 
tember, Cendant 
shares  were  )'avaged, 
dropping  from  41X  to 
under  12,  by  revelations  of 
massive  accounting  fraud.  The 
drop  made  most  of  Silverman's  stock 
options  look  pretty  unattractive.  So, 
rather  than  take  the  hit,  the  board 
simply  agreed  to  reprice  over  17 
million  of  them,  cutting  some  strike 
prices  in  half. 

Option  repricing  is  hardly  new, 
and  with  stock  prices  tumbling,  many 
companies  are  tempted  to  lower  the 
strike  prices  on  executive  option 
plans  to  cun-ent  market  levels.  This 
is  not  going  down  well  vdth  some  in- 
stitutional investors,  such  as  the 
State  of  Wisconsin  Investment 
Board,  which  has  lobbied  nearly  two 
dozen  companies  to  put  proposals  to 
reprice  up  for  a  shareholder  vote. 
"SERIAL  REPRICERS."  Despite  this  op- 
position, repricing  has  picked  up 
steam.  In  fact,  executive  pay  consul- 
tant Graef  S.  Ciystal  dubs  some 
companies  "serial  repricers."  Apple 
Computer  Inc.  has  the  dubious  dis- 
tinction of  topping  this  list,  having 
reset  option  prices  nine  times  in  its 
brief  life.  Advanced  Micro  Devices 
Inc.  has  repriced  a  half-dozen  times; 
Cypress  Semiconductor  has  done  it 
five  times,  including  tvdce  in  one 
week  back  in  the  late  '80s.  Admitted- 
ly, high-tech  companies,  which  use 
options  to  lure  talent,  need  to  keep 
options  attractive.  More  recently, 
though,  companies  like  retailer  Winn- 
Dixie  are  getting  into  the  game. 

To  disarm  the  most  vocal  critics, 
Cendant  added  a  new  wrinkle.  First, 
the  company  pulled  a  Washington 
trick:  It  floated  a  trial  balloon  to  see 
how  shareholders  would  react. 
Without  major  opposition  sur- 
facing immediately,  it  went 
foi'ward  with  a  novel  game 
plan:  Rather  than  reprice  Silver- 


man's 25.8  million  op- 
tions that  were  "undei-water,"  the 
board  canceled  one-third,  repriced 
one-third  at  cmrent  prices,  and 
repriced  the  final  thii-d  at  a  50%  pre- 
mium. Even  Ciystal,  a  vociferous 
critic  of  repricings  and  excessive  ex- 
ecutive pay,  has  been  mollified.  "Oth- 
er companies  vrill  look  to  Cendant  as 
an  example  of  how  to  do  [option 
repricings]  the  right  way,"  he  says. 

Foi'  the  sake  of  shareholders 
everywhere,  let's  hope  they  don't. 
The  accounting  debacle  at  Cendant, 
in  which  some  former  execs  have 
been  accused  of  ft"audulently  inflating 
income  by  $500  million  over  tliree 
years,  has  cost  Cendant  shareholders 
nearly  $26  billion.  Although  Silver- 
man doesn't  appear  to  be  directly  re- 
sponsible for  the  accounting  games, 
he  acquired  the  company  and  man- 
agement now  being  blamed  for  the 
disaster  "It  was  the  lack  of  due  dili- 
gence that  caused  the  stock  to 
crash,"  insists  Charles  M.  Elson,  a 
professor  at  Florida's  Stetson  Uni- 
versity College  of  Law.  "Repricing 
his  options  is  effectively  rewarding 
him  for  failure.  The  shareholders 
don't  have  that  option  for  theii*  in- 
vestment. Why  should  he?" 

It's  a  good  question.  Silvemnan, 
who  didn't  own  a  single  share  of 
Cendant  outright,  didn't  suffer  any 
real  loss.  He  already  had  absm'dly 
outsize  stock-options  gi'ants  on 
46.3  million  shares, 


SILVERMAN: 

His  losses  were  07ily  on  paper 

which  once  gave  him  a  theoretical 
net  worth  nearing  $835  million.  His 
"paper"  losses  of  some  $600  miOion 
are  just  that.  "You'd  like  to  see  Sil- 
verman share  some  of  the  downside 
risks  that  shareholders  have  already 
been  asked  to  bear,"  says  Patrick 
McGum,  vice-president  of  Institu- 
tional Shareholder  Sei"vices  Inc. 

So  where  to  draw  the  line?  At  the 
very  least,  eveiy  proposal  to  reprice 
existing  options  should  be  put  to  a 
shareholder  vote.  No  less  important, 
repricings  for  top  execs  make  no 
sense  under  any  conditions.  Stock  op- 
tions ai-e  long-term  incentives  that 
should  not  be  used  to  reward  a  man- 
agement that  fails  to  produce  results. 

If  an>1;hing,  Cendant's  repricing 
confii'ms  the  need  for  new  accounting 
treatment  for  stock  options.  The  Fi- 
nancial Accounting  Standards  Board 
is  proposing  that  all  repriced  options 
be  charged  to  earnings.  The  hit  would 
be  so  considerable  at  some  companies 
that  it  would  widely  discourage 
repricings.  That's  a  good  idea.  And 
Cendant  can  be  the  fasb's  exhibit  A. 

Senior  writer  Byr^ie  covers  man- 
agement issues  for  BUSINESS  week. 
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More  Money  Funds  From 
The  People  Who  Gave 

The  First 


FOR     10  0  %  T 

REASURIES 

American  Century 
Capital  Preservation  Fund 

7-Day  Yield  (as  of  9/16/98) 

4.83% 

FOR  HIGH 

E  R     Y  I  E  L  D 

American  Century 

Prime  Money  Market  Fund 

7-Day  Yield  (as  of  4/16/98) 

5.06% 

FOR  TAX-F 

REE  YIELD 

American  Century 

Tax-Free  Money  Market  Fund' 

7-Day  Yield         Taxable-Equivalent  Yield 

(as  of  9/  ih/9S)        (At  36"'..)        (At  39.6"/,,) 

3.28%  5.13%  5.43% 

If  you're  shopping  for  a  money  market 
fund,  talk  to  the  people  who  introduced 
the  first  one  ever  offered  to  individual 
investors.  American  Century's  Benham 
group  has  more  years  of  experience  with 
money  market  funds  for  individuals  than 


www.americancentury.com 


anyone,  so  we  offer  these  money  fund 
choices  and  more.  Whether  you  want 
greater  security  higher  yield,  or  tax-free 
income,  call  American  Century,  at 
1-800-4-SAFETY.  There's  no  source  like 
the  original  source. 


American 
Century 


1  -  8  0  0  -  4  -SAFETY 


Please  ask  for  a  prospectus  with  more  complete  infonmition,  including  charges  and  expenses.  Be  sure  to  read  it  carefidly  before 
you  invest.  Nahimlh/,  past  performance  can't  guarantee  fiihirc  results.  A  inomn/  market  fund  is  neither  insured  nor  guaranteed  by  the  U.S. 
government.  Yields  loill  fluctuate  and  there  is  no  assurance  that  the  fimd  will  maintain  a  stable  $1  share  price.  'State  and  local  tuxes  and  the 
alternative  mmimum  far  may  apply  to  the  fund's  mcome.  ©1998  American  Centuni  Services  Corporation,  Funds  Distributor,  Inc.  bw 
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EDITED  BY  KELLEY  HOLLAND 


AMR  DROPS 
SOME  CARGO 


ONLY  FIVE  YEARS  AGO,  WHEN 

airlines  were  bleeding  red 
ink,  American  Airlines  parent 
AMR  envisioned  a  day  when  it 
might  be  out  of  the  airline 
business.  How  times  have 
changed.  Under  new  Chief 
Executive  Donald  Carty,  who 
took  the  top  job  in  May,  a 
profitable  amr  is  selling  tliree 
nonairline  businesses  "to  bet- 
ter focus  on  its  core  airline 
and  related  technology  units." 
Caity  says  he  expects  to  have 
deals  by  yearend  at  "a  good 
price."  The  three  businesses, 
with  annual  revenues  of  about 
$451  million  and  operating 
profits  of  $40  million,  offer 
such  services  as  passenger 
and  cargo  handling  and  tele- 
marketing. Carty  says  the 


CLOSING  BELL 


PUNCTURED 

On  Sept.  28,  Piercing  Pago- 
da's stock  plunged  27% 
betore  trading  was  halted, 
and  the  company,  an  operator 
of  jewelry  and  ear-piercing 
kiosks  in  malls,  said  quarter- 
ly results  would  be  lower  than 
expected.  Piercing  President 
John  Eureyecko  says  he 
doesn't  know  what  triggered 
the  drop.  But  it's  clear  what 
poked  holes  in  Piercing's 
results:  lower  sales  and  high- 
er costs  from  the  acquisition 
of  107  jewelry  kiosks.  Pierc- 
ing plans  to  close  up  to  30  of 
the  new  locations  by  spring. 
"It's  a  onetime  glitch," 
Eureyecko  says. 


PieRCING  PAGODA 
STOCK  PRICE 


SEPT  .^1,  98  SEPT.  29 

DAIA:  BLOOMBERG  FINANCIAL  MARKETS 


units  are  "nonstrategic."  But 
he  says  amr  has  no  immediate 
plans  to  change  its  82%  own- 
ership in  the  Sabre  computer- 
reservations  unit. 


GEniNG  STUBBED 
PUTIN  RUSSIA 

RUSSIA    IS    NOT  EXACTLY 

smoking  for  rjr  Nabisco. 
Economic  upheaval  there  will 
damage  the  tobacco  giant's 
third-quarter  earnings,  the 
company  said  Sept.  29.  Earli- 
er in  September,  r,jr  sus- 
pended operations  for  two 
weeks  at  its  St.  Petersburg 
plant  because  of  weak  sales. 
r,jr's  top  cigarette  in  Rus- 
sia— Peter  I,  named  after  the 
Russian  czar — lags  two 
brands  from  industry  leader 
Philip  Morris.  The  good  news: 
Despite  Russia,  rjr  will  be 
profitable  for  the  third  cjuar- 
ter,  after  being  in  the  red  for 
the  first  half  of  1998. 


MICROSOFT  TAKES 
THE  BROWSER  LEAD 

ONE    YEAR   AGO,  MICROSOFT 

Chairman  Bill  Gates  said  his 
Web  browser  would  over- 
take Netscape  Communica- 
tions' market-leading  prod- 
uct within  a  year.  He  nailed 
it.  According  to  Internation- 
al Data  Corp.,  Microsoft's 
market  share  in  the  first  half 
of  this  year  rose  to  43.8% — 
compared  with  41.5%  for 
Netscape.  Netscape  still 
holds  strong  leads  in  busi- 
ness markets.  "The  home 
market  is  where  Microsoft's 
illegal  bundling  tactics  have 
made  the  most  impact,"  says 
Netscape  Senior  Vice-Presi- 
dent Bob  Lisbonne.  A 
Microsoft  spokesman  says 
consumers  are  simply  choos- 
ing a  superior  product. 

HARD  TO  WATCH  THIS 
MGM  STORY 

METRO-GO  LDWYN-M  AY  ER'S 

recent  box-office  flop,  Dis- 


f 


HEADLINER:  ROBERT  HAAS 


NEW  TURBULENCE  IN  THE  JEAN  POOL 


Robert  Haas's  ongoing  ef- 
forts to  get  Levi  Strauss 
back  on  track  apparently 
haven't  paid  off.  On 
Sept.  28,  the  San 
Francisco-based 
jeans  giant  said 
that  it  would 
shut  dowTi  two 
plants  in  Texas, 
resulting  in  a 
loss  of  nearly 
1,000  jobs.  A  day 
later,  Levi's  an- 
nounced cuts  of  almost 
1,500  jobs  with  the  shutter- 
ing of  foui'  factories  in  Bel- 
gium and  France — a 
painful  step  for  Haas,  the 
chairman  and  ceo  who  has 
long  espoused  progi'essive, 
employee-friendly  policies. 
Levi's  says  the  moves  were 
sparked  by  sluggish  de- 
mand for  its  jeans. 


Analysts  say  the  slovv^- 
down  can  be  blamed  on  a 
combination  of  increased 
competition,  economic 
turmoil,  and  Levi's 
inability  to  keep 
up  with  fashion 
^  trends. 

What's  more, 
they  say  the  $7 
billion  jeans 
maker  has  al- 
lowed competitors 
such  as  Gap,  J.  C. 
Penney,  and  Sears  to  steal 
away  the  most  crucial  buy- 
ers— teens.  "Levi's  is  an 
item  of  utility,"  says  retail 
analyst  Kuit  Barnard.  "To- 
day's kids  want  more  than 
that."  Levi's  latest  moves, 
analysts  say,  will  do  httle 
to  help  the  company  regain 
its  foiTner  dominance. 

By  Linda  Himelsteinl 


turbing  Behavior,  could  be  an 
apt  title  for  its  own  opera- 
tions. The  studio  hasn't 
turned  a  profit  in  a  decade. 
And  on  Sept.  29,  it  projected 
a  "significant  operating  loss" 
for  the  quarter  ended  Sept. 
30.  The  latest  problems? 
Writedowns  of  $20  million 
from  Disturhing  Behavior 
and  another  flick,  Music 
From  Another  Room,  and 
$13  million  on  severance  pack- 
ages. But  hope  springs  eter- 
nal: Billionaire  Kirk  Kerkori- 
an,  whose  Tracinda  owns  90% 
of  MGM,  intends  to  increase  his 
investment  as  part  of  a 
planned  $500  million  rights 


NEW  MATH  FOR 
COLLEGE  LOANS 

college  JUST  GOT  CHEAPER. 

The  Senate  on  Sept.  29 
approved  a  five-year  exten- 
sion of  higher  education 
funding  that  includes  a 
reduction — from  8.23%  to 


7.46% — in  the  interest  ra 
on  student  loans.  The  Hou 
has  already  passed  it,  a 
President  Clinton  is  expec 
ed  to  sign  the  measure.  1 
get  the  rate  on  existir 
loans,  students  have  t  '• 
apply  before  Jan.  31.  Tl 
government  is  also  payi 
an  additional  0.5%  subsic 
to  banks  that  make  many 
the  loans.  Lenders  had  cor 
plained  that  the  new  collej 
loan  formulas  would  ha 
cut  into  their  profits  U 
deeply. 

ETCETERA... 


Ill  1 


,  UlJi 


■  MCI  Worldcom  will  take 
$3.1  billion  write-off  from  i 
deal,  half  what  it  hoped. 

■  Heaithsouth  warned  th, 
third-quarter  earnings  w 
be  hurt  by  pricing  pressur 

■  AT&T  and  IBM  won  $1.8  b 
lion  in  networking  contrae 
from  Banc  One. 

■  BankAmerica  an 
NationsBank  complet( 
their  merger. 
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It  goes  about  a  country  mile 

(City  mileage  may  vary.) 


The  longest-distance  cordless  phone  there  is. 

Panasonic  introduces  GigaRange,  the  world's  first  2.4  gigahertz  digital  cordless  phone. 
Never  before  has  a  cordless  phone  been  able  to  go  so  far  and  sound  so  good. 
Formoreinfocall800-211-PANAorvisitwww.panasonic.com/gigarange 

•  GIGARANGE  Panasoni 


There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  ail  that  data  Into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business.  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets^  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software — from  the  world's  leader  In  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


•  Achieve  a  rapid  return  on  your  ERP  investment 

•  Enhance  profitability  through  data  mining 

•  Unleash  the  business  potential  of  R/3  or  other 
ERP  systems  using  Integrated  SAS  capabilities  for 
CRM,  balanced  scorecard,  quality  Improvement, 
and  more 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 

SAS  IS  a  registered  trademark  ol  SAS  Institute  Inc  Copyright  ©  1998  by  SAS  Institute  Inc. 


www.sas.com/erpsolutions  E-mail:  bw@sas.com  919.677.8200 


Washington  Outlook 


DITED  BY  OWEN  ULLMANN 


fES,  MONICAGATE  WILL  MAHER 
\T  THE  POLLS 


ifew  weeks  back,  Democrats  had  visions  of  a  bloodbath  on 
Nov.  3:  Vengeful  voters  would  punish  the  party's  con- 
gi-essional  candidates  for  Bill  Clinton's  sins.  But  if  the 
ems  seem  a  little  less  despondent  now,  it's  because  they're 
jtting  that  they  can  minimize  theh'  losses  by  tmning  all  that 
)ter  anger  back  against  the  Republican  impeachment  gang. 
Why  the  mood  swing?  Democrats  have  seized  on  polls 
lat  show  the  public  strongly  rejects  the  way  gop  Hill  lead- 
's and  Independent  Counsel  Kemieth  W.  Stan-  have  handled 
i  onicagate.  A  Sept.  22  sui"vey  by  nonpartisan  Zogby  Inter- 
1  itional  found  that  65%  were  dis- 
I  eased  with  the  gop  response  to  the 
j  andal.  And  according  to  a  new 
■  m/Time  poll,  independents  believe 
I  '  a  2-to-l  margin  that  the  OOP  has 
I  !en  too  partisan. 

1  That  may  not  translate  into  a  broad 

i  ti-RepubUcan  backlash.  But  in  some 

j  ces,  the  gop  has  reason  to  wony. 

I  le  Democrats'  best  chance  may  be  in 

j  3w  York,  where  Representative 

j  larles  E.  Schumer  is  tiying  to  un- 

j  at  Republican  Senator  Alfonse  M. 

j  Amato.  New  York  has  always  been 

\  iberal  bastion,  and  House  Speaker  Newt  Gingiich  (R-Ga.) 
a  political  pariah  to  most  Empire  State  voters. 
IRE  SPOT.  D' Amato  is  particularly  vulnerable  to  charges  of 
p  overkill:  After  he  launched  caustic  attacks  on  the  Clintons 
lile  chairing  Whitewater  hearings  in  1995-96,  his  approval 
:ing  plummeted.  Despite  an  assiduous  campaign  to  woo 
me-state  voters,  D'Amato  is  still  looldng  shaky,  and  having 
llary  Rodham  Clinton  lambaste  him  as  a  "Jesse  Helms 
ne"  isn't  helping.  A  Sept.  16-22  Quinnipiac  College  poll 
Dwed  Schumer's  narrow  lead  gi'owing  among  likely  voters. 
Even  in  less  friendly  tenitoiy  for  Clinton,  a  gop  attempt  to 
ike  the  scandal  an  issue  may  be  backfuing.  In  an  Alabama 
luse  race.  Republican  challenger  Gil  Aust  blitzed  the  air- 


SCHUMER  AND  D'AMATO:  Horse  race? 


waves  with  commercials  calling  for  Clinton's  resignation.  But 
Aust  still  trails  incumbent  Democrat  Bud  Cramer  by  more 
than  8  to  1.  According  to  a  Sept.  17-18  Southern  Opinion  Re- 
search poll,  only  13%  of  voters  say  the  ads  made  them  more 
likely  to  support  Aust,  wliile  30%-  said  they  were  less  likely  to 
back  the  Republican.  In  South  Cai'olina,  RepubUcan  Governor 
David  Beasley  has  been  on  the  defensive  ever  since  he  au'ed 
TV  ads  morphing  his  opponent,  Jim  Hodges,  into  Clinton.  At 
issue:  Beasley's  own  tnithfulness  and  personal  morals. 
Republicans  say  the  Democrats  are  dreaming  if  they  think 
a  few  isolated  instances  point  to  a 
Democratic  bounce-back  in  November. 
Despite  the  efforts  of  unions,  liberal 
groups,  and  minority  activists,  the 
Clinton  scandal  could  still  make  many 
party  stalwarts  no-shows  on  Election 
Day.  Wliat's  more.  Republicans  have  a 
commanding  fund-raising  advantage 
for  an  llth-liour  media  bairage.  And 
with  the  economy  still  growing,  1998 
is  shaping  up  as  a  strong  year  for  in- 
cumbents from  both  parties.  "Add  to 
that  the  cuirent  'unpleasantness,'  and 
you  have  a  daunting  task"  for  Demo- 
crats, concedes  one  Administration  official. 

Gleeful  Republicans  couldn't  agi'ee  more.  Their  core  con- 
sei"vative  voters  are  livid  over  the  President's  behavior,  and 
that  will  motivate  them  to  show  up  at  the  polls.  The  Sept.  23- 
24  CNN/Time  poll  found  that  registered  voters  prefen-ed  Dem- 
ocratic congressional  candidates  over  Republicans  47%  to  38%. 
But  among  likely  voters,  the  gop  held  a  49%^  to  45%-  edge. 

With  barely  a  month  to  go,  one  White  House  tack  is  to 
portray  Hill  Republicans  as  a  lynch  mob  led  by  a  rope-toting 
Gingiich.  If  it  succeeds,  the  Dems  could  turn  a  possible  elec- 
toral disaster  into  something  a  bit  less  painful — a  more  tra- 
ditional midtemn  dnabbing  for  the  party  in  power 

Bi/  Richard  S.  Dunham,  with  Amy  Borms 


CAPITAL  WRAPUP 


AST-TRACK  BACKLASH? 

A  House  Republican  gambit  to 
nibarrass  President  Clinton  by 
)rcing  a  defeat  of  fast-track  trade 
'gislation  may  cost  gop  free  traders 
key  Democratic  soulmate.  Repre- 
sntative  Robert  T.  Matsui  (D-Calif.) 

threatening  to  give  up  his  post  as 
mking  minority  member  of  the 

ouse  Ways  &  Means  trade  subcom- 
littee  because  he's  so  angry  that  the 
3P  demanded  a  fast-track  vote  on 
ept.  25  even  though  it  was  certain  to 
:  se.  It  did:  253  to  180.  But  the 


Republicans  achieved  their  goal  of 
handing  Clinton  and  protrade  Demo- 
crats a  setback  less  than  six  weeks 
before  Election  Day. 

Matsui,  a  10-teiTn  veteran,  helped 
get  Clinton  to  back  most-favored-na- 
tion trade  status  for  China  duiing  the 
President's  first  term.  If  Matsui  bails 
out,  he  won't  be  replaced  by  another 
free  trader.  Likely  successors:  Repre- 
sentatives William  J.  Coyne  (D-Pa.)  or 
Sander  M.  Levin  (D-Mich.),  both  from 
heavily  union  distiicts.  Panel  Chair- 
man Philip  M.  Crane  (R-Ill.)  hopes  to 
persuade  Matsui  to  stay. 


SOUTHERN  STRATEGY  SHAMBLES 

►  California's  decision  to  move  up  its 
2000  Presidential  primary  to  Mar.  7 — 
the  week  after  New  Hampshire's  bal- 
loting— could  be  a  setback  for  gop 
social  conservatives.  They  had  hoped 
to  generate  post-New  Hampshire 
momentum  for  an  anointed  standard- 
bearer  heading  into  the  mid-March 
Super  Tuesday  primaries  in  the 
South — true-believer  territory.  But 
California's  socially  libertarian  voters 
aren't  likely  to  unite  behind  a  Pat 
Robertson-type  firebrand. 


Finance 


DEALMAKERS 


HIGH  TIMES  FOR  A 
FORMER  MILKEN  MAN 

Gary  Winnick  scored  big  with  Global  Crossing's  IPO 


President  Clinton  would  be  there. 
So  would  Sylvestei-  Stallone  and 
Jeff  Goldblum.  But  financier  Gary 
Winnick,  in  seai'ch  of  his  first  bil- 
lion-dollar investment,  decided  to  skip 
the  mid-Augiist  Democratic  fund-rais- 
ing bash  at  the  home  of  Hollywood 
mogul  Jeffrey  Katzenberg.  Instead,  he 
headed  for  his  own  gathering  of  poten- 
tial investors  in  New  York,  sending  his 
20-year-old  son  in  his  place. 

The  deal  ended  up  being  worth  the 
trip.  Even  as  Wall  Street  was  caught  up 
in  market  jitters,  Winnick's  $o99  million 
initial  public  offering  for  Global  Crossing 
Ltd.  was  oversold  at  $19  per  shai'e.  Tliat 
currently  values  the  50-year-old  Win- 
nick's  24%  stake  in  the  company,  which 
owns  and  opei'ates  a  digital-telecommu- 
nications cable  under  the  Atlantic,  at 
$1.2  bilhon.  Global  Crossing  has  grand 
plans  to  undercut  existing  caniers  world- 
wide with  phone  and  data  offerings.  "It 
was  a  home  iim  for  me,"  says  Winnick 
fi'om  his  Beverly  Hills  office. 
LOW  PROFILE.  The  deal  was  also  a  com- 
ing-out party  for  one  of  Los  Angeles' 
most  private  dealmakei's.  Since  1985, 
when  he  left  Drexel  Burnham  Lambert 
after  working  for  nearly  a  decade  with 
junk-bond  gum  Michael  Milken,  the  one- 
time furnitui'e  salesman  has  kept  a  low 
profile  while  buying  and  selling  compa- 
nies in  retail,  health  care,  reinsurance, 
real  estate,  and  entertainment.  Now,  his 
deals  are  getting  plenty  of  attention.  In 
addition  to  Global  Crossing,  Winnick 
and  his  partners  are  expected  to  soon 
exercise  theii'  option  to  buy  a  27%  stake 
in  Playa  Vista,  the  long-stalled  1,087- 
acre  Los  Angeles  housing  and  retail  de- 
velopment where  DreamWorks  SKO  has 
tentatively  agi'eed  to  locate  its  new  stu- 
dio facility.  After  months  of  tense  nego- 
tiations, DreamWorks  and  Playa  Capital, 
the  property's  developer,  have  tenta- 
tively agreed  to  move  foi-ward  with  a 
48-acre  DreamWorks  studio. 

Most  of  the  fluny  of  deals  Winnick  is 
pursuing  involve  Global  Crossing,  which 
plans  to  sj)end  $2.8  iiillion  to  lay  four 
separate  underwater  fiber-optic  cables 


WINNICK  AND  CO-CHAIRMAN  COOK 
ARE  CLOSE  COLLEAGUES  AS  WELL 
AS  PERSONAL  FRIENDS 
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on,  says  Winnick,  Global  Crossing  plans 
3  eventually  provide  phone  and  data 
ervice  to  the  top  100  cities  in  the 
'orld,  which  account  for  85%  of  global 
jlecommunications  traffic.  It's  a  risky 
reposition,  if  only  because  AT&T  and 
3  other  major  carriers  plan  to  lay  a 
)mpeting  cable  under  the  Atlantic,  and 
lother  consortium  is  laying  another 
■ider  the  Pacific.  Still,  international 
lone  and  data  traffic  is  the  fastest- 
-owing  segment  of  the  business,  and 
lobal  figures  its  deals  with  local  phone 
)erators  will  protect  them  down  the 
lad.  "They've  got  the  advantage  of  be- 
g  the  first  to  lay  down  cables,"  says 
ark  Langner,  a  research  associate  at 


Global  is  spending  $2.8  billion  laying  cables 
beneath  the  Atlantic  and  Pacific.  The  goal: 
Providing  service  in  the  world's  top  100  cities 


Hambrecht  &  Quist.  "But  it  is  hyiDei-ex- 
pensive,  and  you  can't  just  be  a  whole- 
saler to  play  this  game.  It  makes  sense 
for  these  guys  to  build  a  network." 

Winnick's  empu'e-building  is  a  far  ciy 
fi-om  Drexel,  where  the  Long  Island  na- 
tive started  out  as  a  bond  salesman  for 
BuiTiham  &  Co.  A  lai-ge,  beefy  man  who 
prides  himself  on  being  a  tough  nego- 
tiator, Winnick  was  recruited  in  1978 
by  Milken  to  move  west  with  the 
high-yield  group.  He  left  seven 
years  later.  He  was  not  implicated 
in  the  investigation  that  led  to 
Milken's  prison  term.  Milken  was 
a  "brilliant  guy,"  says  Winnick.  "He 
was  just  a  little  misguided." 

Winnick  is  a  charter  member  of 
the  vast  network  of  former  Drexel 
employees,  many  of  whom  are  in 
prominent  positions  and  do  deals 
with  each  other.  Winnick's  first 
deals  after  Drexel  were  for  a  part- 
nership that  included  Milken  and 
such  Milken  clients  as  the  Bass 
Brothers  and  Richard  E.  Rainwa- 
ter. He  is  close  to  ciBC  Oppen- 
heimer  Corp.,  which  airanged  the 
initial  $200  million  to  begin  laying 
the  Atlantic  cable  in  1997. 

Not  all  of  Winnick's  deals  have 
worked  out  well.  One  of  his  first, 
the  1988  purchase  of  Los  Angeles- 
based  RB  Furniture  Inc.,  fizzled 
when  the  eai'ly  '90s  recession  foi'ced 
it  into  bankiiiptcy.  Winnick  bought 
the  company  for  $48.5  million  and 
then  sold  a  35%  stake  to  a  foiTner 
Drexel  client,  First  Executive 
Coi-p.,  in  exchange  for  $53.5  million 
in  junk  bonds.  Winnick,  who  served 
as  chainnan  for  two  years  before 
selling  in  1991,  says  he  broke  even. 

Most  of  Winnick's  time  these 
days  is  spent  on  the  telecom  indus- 
tiy.  In  1994,  he  bought  a  controlling 
interest  in  OpTel  Inc.,  which  pro- 
vides satellite-delivered  television 
services  to  apaitment  buildings.  He 
says  he  made  $100  million  on  his 
$12  million  investment  when  he 
sold  it  to  Montreal-based  Le  Group 
Videotron  last  year. 

Winnick  recently  began  focusing 
on  the  use  of  voice  and  data  lines 
worldwide,  which  was  fast  outpac- 
ing wire  and  satellite  capacity  to 
deliver  it.  A  key  deal  was  a  con- 
1  tract  in  March,  1997,  with  AT&T 
Submarine  Systems,  one  of  the  few 
worldwide  companies  capable  of 
laying  undei-water  phone  lines.  To 


get  the  deal,  Winnick  paid  big  bonuses 
to  lui'e  several  of  the  unit's  senior  man- 
agers, including  its  top  two  executives. 

Winnick  raised  $75  million  in  equity, 
including  $20  million  of  his  own,  to 
launch  the  project.  Among  the  investors 
was  the  Union  Labor  Life  Insurance 
Co.,  backed  by  the  afl-cjio  pension  fimd, 
which  has  $3.2  billion  in  assets.  To  get 
the  bank's  $7.5  miUion  investment,  says 
the  imion's  senior  vice-president,  Michael 
R.  Steed,  Winnick  promised  that  much 
of  the  construction  would  be  union  labor. 
CIRCLING  THE  GLOBE.  A  big  break- 
through came  from  the  Tisch  family, 
which  invested  in  the  project's  junk 
bonds  and  then  raised  its  stake  to  $100 
million  by  buying  equity.  "We  hke  Gaiy," 
says  James  S.  Tisch,  president  of  the 
family-nm  Loews  Corp.  "Sure,  he's  a 
spielmeister  like  a  lot  of  dealmakers. 
But  he  has  also  put  together  a  great 
team,  and  he  has  a  gi'eat  concept." 

That  team  is  headed  by  Jack  M. 
Scanlon,  a  formei'  president  of  Motorola 
Inc.'s  cellular  unit.  It  also  includes  for- 
mer Arco  Chairman  Lodwrick  M.  Cook, 
who  was  a  member  of  a  coF  fimd-rais- 
ing  group  with  Winnick.  As  colleagues, 
Winnick  and  Cook  are  unusually  close. 
And  despite  the  disparity  in  their 
ages-Cook  is  70-they  ai"e  also  close  per- 
sonal friends.  Where  Winnick  tends  to 
the  hyiier.  Cook  is  a  calming  influence. 
Recently  returned  from  China,  Cook 
has  been  instrumental  in  opening  up 
new  territories. 

Global  Crossing's  biggest  coups  are 
the  deals  with  phone  companies  to  use 
the  undersea  lines.  The  company  has 
neaiiy  paid  for  its  fii-st  cable,  says  Win- 
nick, by  signing  more  than  $600  million 
worth  of  25-year  contracts  to  provide 
capacity  to  22  carriers,  including  Swiss- 
corn  and  GTE  Coi-\).  The  company  is  also 
negotiating  with  such  players  as  British 
Telecommunications  and  AT&T. 

For  now,  Winnick  intends  to  remain 
chairman  of  Global  Crossing,  pm-suing  a 
state-of-the  art  cable  system  that  he 
says  will  one  day  circle  the  world.  Will 
he  sell  out,  especially  as  other  phone- 
company  heavyweights  gear  up  to  add 
theii"  own  new  capacity?  "I'm  not  look- 
ing to  sell,"  he  says,  sitting  in  front  of  a 
blackboard  crisscrossed  with  lines  show- 
ing Global  Crossing's  worldwide  routes. 
But  if  someone  decides  to  beat  that  val- 
uation, Winnick  might  just  decide  to 
turn  his  billions  from  paper  into  cash. 

By  Ronald  Grover  in 
Beverly  Hills,  Calif. 
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COIVIMENTARY 

By  Paula  Dwyer 


WALL  STREET'S  SOFT  DOLLARS:  ONLY  A  BAN  WILL  DO 


In  almost  every  industry,  a  person 
who  accepts  payment  in  return 
for  steering  business  to  a  compa- 
ny is  deemed  to  have  received  a 
kickback  and  risks  prosecution. 
Except  in  the  investment-advisory 
business,  where  the  practice  is 
almost  universal  and  whei'e  it  costs 
investors  billions  of  dollars.  A 
recent  report  by  the  Securities  & 
Exchange  Commission  staff  found  a 
wide  variety  of  abuses  involving 
legal  kickbacks,  or  what  the  invest- 
ment advisory  industry  calls  "soft 
dollars." 

Here's  how  soft  dollars  work:  A 
money  manager  executes  a  trade  and 
pays  a  brokerage  commission.  In 
many  cases,  the  brokerage  commis- 
sion paid  by  the  money  manager  is 
higher  than  the  actual  cost  of  the 
trade  plus  a  reasonable  fee.  The 
s})read  is  soft  dollars.  The  fund 
manager  is  supposed  to  use 
soft  doUars  to  get  reseai'ch 
services,  such  as  company  re- 
ports, news  sei-vices,  or  tech- 
nical charts. 

Who  pays  for  the  soft  dol- 
lars? The  investors  in  the 
fimd,  who  pick  up  the  tab  foi- 
brokerage  commissions.  In- 
stead of  going  to  a  cut-rate 
bi'oker,  the  fund  manager  pa- 
tronizes a  high-cost  firm  in  o)'- 
der  to  generate  soft-dollar  re- 
bates. But  if  a  rebate  isn't  spent 
on  research — or  the  research 
doesn't  directly  benefit  the  in- 
vestors who  paid  the  commission — 
the  higher  commission  is  cash  taken 
out  of  the  investors'  pocket. 

These  relationships  are  allowed 
under  the  1984  Secuiities  Exchange 
Act,  as  long  as  they  ai'e  disclosed  to 
investors.  But  the  SEC  report  found 
that  disclosure  is  flimsy  at  best  and 
often  nonexistent.  The  Commission  is 
now  considering  new  inles  that 
w^ould  )-equire  more  complete  disclo- 
sui'e  and  better  bookkeeping  by  both 
the  brokers  who  refund  soft  dollars 
and  the  investment  advisers  who  re- 
ceive them.  But  the  focus  on  cleaning 
up  soft-dollar  practices  is  misplaced. 
Disclosure  is  fine,  but  that's  not 
enough.  Congi'ess  needs  to  step  in. 
It's  time  for  the  sec  to  seek  congres- 


sional authority  to  ban  soft  dollars 
outnght. 

An  entire  industry  of  soft-dollar- 
dependent  brokers  and  research  sup- 
pliers has  gi'own  up  around  tliis 
practice.  It's  so  universal  that  the 
money-management  industiy  last 
year  recaptured  more  than  $1  billion 
in  commissions.  Says  Craig  S.  T\'le, 
general  counsel  at  the  mutual  fimd 
trade  gi-oup  Investment  Company 
Institute:  "My  guess  is  eveiybody 
uses  soft  dollars  to  some  extent.  It's 
hard  to  be  100%  free  fi-om  it." 

Richmond  T.  Fisher,  chief  execu- 
tive of  s&p  Secui-ities  Inc.,  derives 
100%  of  his  business  fi'om  soft  dol- 
lars. But  Fisher-,  whose  company,  like 


BUSINESS  WEEK,  is  a  unit  of  the  Mc- 
Graw-Hill Companies,  says  thei'e's 
nothing  wrong  with  that.  Wlien  used 
properly  to  acquire  research,  he  ai- 
gues,  soft  dollars  benefit  investors. 
"Educated  investment  advice  comes 
from  research,"  he  says. 

Indeed,  most  money  managers 
strongly  defend  soft  dollars  as  their 
lifeblood.  Typically,  $1  of  credits  ac- 
cnaes  for  every  .$1.60  worth  of  bro- 
kerage commissions  paid.  Tyle,  how- 
ever, argues  that  it  would  be 
difficult  to  separate  out  the  portion 
of  commissions  that  goes  for  exe- 


cution and  the  portion  for  research. 

The  SEC  I'eport,  though,  docuinents 
numerous  abuses.  In  an  inspection 
sw'eep  of  280  investment  ad\isers 
and  75  brokers  in  the  six  months 
ended  in  Apnl,  1997,  35%  of  brokers 
provided,  and  28%  of  ad\isers  re- 
ceived, nom-esearch  products  and 
sendees.  Soft  dollai's  wei-e  used  to 
pay  salaries,  office  rent,  telephone 
senaces,  legal  expenses,  and  enter- 
tainment. Vutually  all  advisers  who 
used  their  refunds  for  something  oth- 
er than  reseai'ch  failed  to  adequately 
disclose  it. 

CLEAN  SWEEP?  Even  among  the  ad- 
visers who  stayed  within  sec  guide- 
lines— and  spent  their  rebates  on  re- 
search-related pi'oducts — half  poorly 
disclosed  theii'  soft-dollar  expenses. 
Says  Lori  A.  Richai'ds,  dii'ector  of 
the  SEC's  Office  of  Compliance, 
Inspections  &  Examination, 
about  20  firms  "engaged  in 
egi'egious  fraud"  and  have 
been  referred  to  the  Enforce- 
ment Div.  for  possible  legal 
action.  While  Richards  will 
not  name  any  of  the  compa- 
nies, she  says  none  were  mu- 
tual funds. 

WTiile  the  sec  is  expected  to 
move  quickly  to  clean  up  the 
practice,  the  agency  is  partly  to 
blame,  says  fonner  sec  chief  ht- 
igator  Richard  A.  Levan,  for 
faihng  to  enforce  its  own  i-ules. 
"The  less  scrutiny,  the  more  op- 
portunity to  manipulate  the  sys- 
tem," says  Levan. 
There  are  many  ways  to  make 
the  system  more  transparent.  Wall 
Street  fu"ms  could  start  by  un- 
bundling the  cost  of  senaces  that 
commission  fees  are  supposed  to  cov- 
er. Money  managers  could  be  more 
selective  and  pay  only  for  those 
products  and  seivices  they  need  to 
improve  theu'  fund's  bottom  line. 
And  investors  could  start  demanding 
more  infonnation  on  the  hidden  costs 
behind  soft-dollar  i-ebating.  But  only 
Congi'ess  can  give  the  industiy  a 
clean  sweep  overnight  by  banning 
soft  dollars  altogether. 

Paula  Dwyer  covers  securities  in- 
dusty^y  issues  from.  Waslmigimi. 
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IN  LOW  TRACTION  CONDITIONS, 
QUADRA-DRIVE  FINDS  AN  ELIGIBLE  RECEIVER 
AND  SENDS  ALL  THE  POU/ER  TO  IT 


AND  YOU  THOUGHT  QUARTERBACKS  HAD  TO  THINK  FAST) 


transfers  all  the  power*  to  it.  And,  unlike  some 
other  systems,  it  works  both  front-to-rear  and  side- 
to-side.  In  fact,  Quadra-Drive  is  the  only  system  in 
the  world  that  delivers  maximum  power  all  the 
time.  So  Jeep  Grand  Cherokee  can  pull  you  out  of 
situations  other  4x4s  just  covildn't  handle. 

For  further  information  about  our  newest, 
most  capable  sport  utility  ever,**  please  visit  us 
online  at  www.jeep.com  or  call  1-800-925-JEEP 


Introducing  Quadra-Drive;  our  most  advanced  iJ^^^^I^ 
ui-wheel  drive  system  ever.  If  only  one  wheel  has 

iclion,  Quadra-Drive  seeks  that  wheel  out,  then  THERE'S    ONLY  ONE 


THE     ALL-NEW      |EEP    GRAND  CHEROKEE 

THE   MOST  CAPABLE  SPORT  UTILITY  EVER* 


*Sends  100%  of  the  developed  engine  torque.  **Based  on  AMCl  overall  on-  and  off-road  performance  tests  using  Grand  Cherokee  with  a\  ailable 


pager  lets  you  create  your  own  musical 
or  tone  alerts.  And  when  you're  ready 
to  check  in,  the  Philips  ISIS™  cell  phone 
gives  you  up  to  six  hours  of  talk  time**. 
I've  got  to  admit  it's  getting  better. 
www.PhiiipsUSA.com 
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BY  GENE  G.  MARCIAL 

IS  VARIAN  FAR  MORE 
THAN  ITS  PARTS? 

When  Varian  Associates  (var)  an- 
nounced on  Aug.  21  that  it  would 
spin  off  two  of  its  three  businesses,  its 
stock  popped  up  nearly  7  points,  to  43 
a  share.  But  much  of  that  gain  melted 
in  a  couple  of  weeks  when  investors 
sensed  that  profits  from  its  semicon- 
ductoi-equipment  business  would  come 
under  pressure.  Indeed,  on  Sept.  25, 
Varian  warned  that  fiscal  fourth-quar- 
ter earnings  would  be  disappointing. 

No  matter,  says 
CUPPED  BY  CHIP-  .Joseph  Cornell, 
EOUIPMENT  WOES  president  of  Spin- 
Off  Advisors,  a 
Chicago  firm  that 
specializes  in  find- 
ing inefficiently 
priced  stocks  in- 
volved in  spin-offs. 
Varian's  stock,  now 
at  35K,  is  below  its 
sum-of-the-parts 
value,  ai'gues  Cor- 
nell. "The  market 
is  placing  a  value 
of  $1.1  billion  on 
the  stock;  we  be- 
heve  Varian's  three 
separate  businesses  will  gamer  a  liigh- 
er  market  value  as  separate  compa- 
nies— a  total  of  about  $1.5  billion,  or 
$50  a  share,"  Cornell  says.  Varian  has 
three  core  businesses:  health-care  sys- 
tems, analytical  instniments,  and  semi- 
conductor equipment. 

Varian  will  spin  off  to  shareholders 
its  health-care  and  instruments  opera- 
tions. The  health-care  unit,  which 
makes  X-ray  tubes  and  radiation  ma- 
chines for  cancer  treatment,  should 
have  1999  revenues  of  $570  million  and 
aftertax  profits  of  $40  million,  estimates 
Cornell.  This  business,  he  figures,  is 
worth  about  $22  a  share,  based  on  a 
price-earnings  multiple  of  17,  vs.  an 
industry  p-e  of  20.  The  instnaments 
unit,  which  makes  lab  and  analytical 
tools  foi'  chemical  analyses,  should  have 
sales  of  $615  million  and  earnings  of 
$28  million.  At  one  times  sales,  it  is 
worth  $20  a  share,  he  estimates. 

Varian's  semiconductor  unit  makes 
and  services  ion-implantation  systems — 
a  key  step  in  producing  cliips.  Most  of 
the  major  chipmakers  use  its  equip- 
ment. Because  of  weak  sales,  Cornell 
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expects  that  the  unit's  1999  sales  will 
fall  to  $275  million,  from  1998's  esti- 
mated $424  million.  Profits,  he  adds, 
should  drop  to  $5  million,  from  $10  mil- 
lion. He  values  the  unit  at  90%  of  sales, 
or  $8  a  shai'e. 

THE  BETS  ARE  BIG 
INSIDE  THE  MIDWAY 

Insiders  at  Midway  Games  (mwy), 
maker  of  video  games  for  coin-oper- 
ated machines  and  home  players  such 
as  Nintendo,  Sony,  and  Sega  systems, 
are  placing  big  bets  on  theii*  own  stock. 
With  Midway  shai-es  at  12 — down  from 
last  yeai-'s  high  of  26,  insiders,  including 
Chau'man  and  ceo  Neil  Nicastro  and 
Executive  Vice-Pi'esident  and  Chief  Fi- 
nancial Officer  Harold  Bach  Jr.,  have 
been  big  buyers.  Do  they  know  some- 
thing that  outsiders  don't? 

"All  we  can  say  is  the  stock  at  these 
levels  is  a  bai'gain,"  says  Nicastro,  who 
bought  100,000  shai'es  in  May  and  June 
at  an  average  price  of  IS'A  apiece  and 
another  20,000  shares  in  August,  when 
the  stock's  price  had  slumped  to  9X. 
So  far,  he  has  accumulated  433,000 
shares — or  3%  of  the  37  million  shax-es 
outstanding. 

Midway's  largest  investor  is  Viacom 
Chairman  and  ceo  Sumner  Redstone, 
who  has  a  25%  stake.  Redstone  got 
the  shares  when  WMS  Industries — of 
which  he  owns  26%^ — spun  off  to  shai'e- 
holders  in  1997  its  87%.  Midway  inter- 
est. Nicastro  says 
INSIDERS  BUY      he  has  no  idea  if 
ON  THE  DIPS        Redstone  will  buy 
more  shares. 

Midway  itself 
is  buying  back 
shares:  After  re- 
purchasing 1  mil- 
lion in  August,  it 
recently  autho- 
rized buying  an- 
other 1  million. 

Analyst  Robert 
Peterson  of  Piper 
Jaffray  is  also 
bullish  on  the 
stock:  His  12- 
month  target  is 
20,  based  on  his  1999  profit  estimate  of 
$1.40  a  share.  With  a  p-e  of  9,  Mid- 
way is  very  attractive,  vs.  a  p-e  of  15 
for  its  peers,  he  notes.  Another  plus: 
Midway's  latest  game,  nfl  Blitz,  is  ex- 
pected to  be  a  hit  this  Christmas,  along 
with  such  mainstays  as  Mortal  Kombat 
and  Space  Invaders. 
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BIO-TECH  GENERAL 
ISN'T  STUNTED  YET 

Bio-Technology  General  (btgc)  is  stUl 
recovering  from  the  one-two  punch 
the  Food  &  Dmg  Administration  de- 
livered ear-ly  tWs  year,  knocking  it  from 
its  1998  high  of  10  to  6%.  But  not 
everyone  is  scared.  Michael  Petus'Ky 
of  Branch  Cabell,  a  Richmond  (Va.)  in- 
vestment fii'm,  calls  the  stock  "signifi- 
cantly undervalued  given  its  growth 
potential."  It  trades  at  9  times  his  1999 
profit  estimate  of  46<2  a  share.  His  tar- 
get: IVA.  Bio-Technology,  among  the 
few  profitable  biotechs,  is  expected  to 
have  revenues  of  $80  milUon  this  year, 
up  from  1997's  $65.3  million. 

In  January,  the  fda  deemed  as  "not 
approvable"  AndroTab  SL,  a  delivery 
system  for  testostei'one,  until  Bio-Tech- 
nology could  provide  more  data.  In 
Febmary,  the  fda  asked  for  more  data 
on  OxSODrol,  a  product  to  prevent  a 
lung  disease  in  prematm-e  newborns. 

But  Merrill  Lynch  analyst  Paul 
Woodhouse  in  London  isn't  troubled  by 
the   setback.  He 
calls    the    stock        A  GROWTH 
cheap  and  says  his    HORMONE  BOOST? 

'98  and  '99  esti-  j^,   

mates  and  his  5-  ! 
year  objective  of 
25%'  yeai'ly  growth 
"remain  intact."  He 
notes  the  huge  suc- 
cess in  Japan 
of  Bio-Tropin,  a 
growth-hormone 
product.  Bio-Tech- 
nology, which  has 
five  FDA-approved 
products  sold  glob- 
ally, has  made  an 
agreement  with  Ja- 
pan's Sumitomo  to  sell  Bio-Tropin  in 
Japan.  The  deal  could  push  Bio-Tech 
nology's  gi-owth-hoi-mone  annual  sales  in 
Japan  fi'om  $10  million  to  $30  million  by 
2000,  says  Allan  Roness  of  jw  Genesis 
Capital  Mai'kets  in  Boca  Raton,  Fla, 

Another  kicker:  The  company  plans 
shortly  to  start  marketing  its  FDA-ap- 
proved BioLon,  used  as  a  lubricant  in 
such  ophthalmic  procediu'es  as  cataract 
removals.  BioLon  could  produce  sales 
of  $15  million  in  1999,  says  Bio-Tech- 
nology CEO  Sim  Fass 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com  ' 
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An  Investor's  Dream. 
A  Broker's  Nightmare. 

Introducing  the  new  E^TRADE.  The  Web's  one^op  financial  center.  With  lOx  more  research.  More  tools.  More  power. 


Welcome  to  the  New  E^TRADE 

Stocks  &  Options  Funds  Ti.idinij  My  AccoliiUs  Coniniunity  M.iikptplace 
E^TRADE  Market  W 
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Market  Watch 
Portfolio  Manager 


Markets  Now 


Market  indices 
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Todays  Stories 


Headline  News 
Moving  the  Markets 
In  Play 
Story  Stocks 
Short  Stories 
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Current  Analysis 


Professional  Edge 
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»  Software  companies  to  release  Q1  earnings. 

»  How  the  FDA  ruling  will  affect  large  drug  companies. 

»  Green  Granite  Mining  Go.  names  new  CCKD. 


Most  Actives 


Sym  Price  Chg  Vol(OOO) 
PG  801/16  -39/16  6413600 
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All  You  Need  to  Invest 

You  can  invest  in  stocks,  options,  and 
over  4,000  mutual  funds.  You  also  get 
cash  management  features  like  free 
checking,  direct  deposit,  and  compet- 
itive interest  on  uninvested  funds. 


Free  Real-Time  Quotes 

Because  old  information  is  bad 
information.  Also  get  breaking  news. 
Charts.  Analysis  from  leading 
sources.  Morningstar  research. 
Upgrades.  Downgrades.  All  for  free. 


Still  $14.95  a  Trade 


E*TRADE  not  only  gives  you  free 
tools  to  track  and  manage  your 
money,  but  you  can  place  trades 
around  the  clock-online  or  by 
phone-for  as  low  as  $14.95. 


To  sign  up  with  t/ie  online  broker  rated  #1,  call  1  800  ETRADE-1  or  visit  our  Web  site. 


WWW.  etrade.  com 

a  o I    key » v i & :    e  i  r  a  d  e 


Someday,  we'll  all  invest  this  way. 


'Nasdaq,  limit,  and  stop  orders  are  $19.95-  For  listed  orders  over  5.000  shares,  add  U/share  to  ttie  entire  order  Add  $15  for  broker-assisted  trades. 
Orders  executed  dunng  market  hours  lOx  more  research  than  previous  generation  Web  site  E'TRADE  rated  #1  online  broker  by  Gomez  Advisors'  3rd  quarter  report  on  brokers, 
issued  8/12,'98  Gomez  Advisors  is  a  leading  independent  authority  in  online  linancial  services  ii1998  E*TRADE  Secunties,  Inc.  Member  NASD,  SIPC. 
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Can  the  founder  of 
Netscape  and  Silicon 
Graphics  ring  up 
another  blockbuster? 

After  Silicon  Valley  entrepreneur 
James  Clark  built  a  new  swim- 
ming pool  behind  his  home  in 
Atherton,  Calif.,  he  discovered  to 
his  chagrin  that  the  backyard  neighbors 
had  an  eagle-eye  view  into  the  pool 
from  their  breakfast  nook.  The  obvious 
solution  was  to  put  up  a  taller  fence, 
but  that  was  against  zoning  rules. 
Clark's  answer  was  to  haul  in  dirt  to 
build  a  hill  in  his  backyard — thus  ele- 
vating the  fence.  "That's  the  way  he 
thinks,"  says  longtime  friend  Robert 
Burgess,  the  ceo  of  Macromedia  Inc. 
"The  fence  can  only  be  this  high?  Then 
raise  the  land.  Change  the  rules." 

Clark  has  been  changing — and  break- 
ing— the  rules  ever  since  he  can  re- 
member. Today,  he's  best  known  for 
founding  Internet  pioneer  Netscape 
Communications  Corp.  Before  that,  he 
launched  Silicon  Graphics  Inc.,  whose 
high-powered  computers  transformed 
the  way  everything  from  suspension 
bridges  to  jet  aircraft  get  designed. 
"He's  a  rebel  who  has  a  cause,"  says 
Larry  Sonsini,  a  Silicon  Valley  attorney 
who  has  represented  all  of  Clark's  four 
startuj)  companies  to  date. 
20/20  FORESIGHT.  Clark's  cause  is  prov- 
ing himself.  Not  just  once,  but  over  and 
over  again.  As  a  teen,  he  was  ashamed 
of  his  parents  divorce  and  his  own  fail- 
ure to  graduate  from  high  school — he 
was  a  dropout  at  16.  But  by  his  20s, 
Clark  was  striving  to  put  distance  be- 
tween himself  and  his  troubled  youth. 
He  was  working  full-time  as  a  computer 
programmer  to  support  a  young  family 
while  studying  to  get  thi'ee  degrees,  in- 
cluding a  PhD  in  computei-  science.  Lat- 
er, he  proved  his  scientific  ideas  in  the 
field  of  computer  graphics  to  fellow 
scholars  by  making  them  come  alive  at 
.SGI,  Clark's  first  venture.  Then, 
Netscape  proved  that  SGI  was  no  fluke. 

Clark's  genius  is  his  abihty  to  see 
emerging  trends,  then  create  a  company 
and  assemble  a  team  to  exploit  them. 
"Entrepreneui's  believe  they  can  create 
the  future,"  says  Mai'c  Ancb'eessen,  a  co- 
founder  and  executive  vice-president  at 
Netscape.  "And  when  you're  .Jim  Clark, 
you're  right."  Now,  Healtheon  Corp., 
which  he  co-founded  in  1996  to  provide 
online  medical  data  to  physicians  and 
hospitals,  is  expected  to  go  public  next 
month.  If  it  braves  the  tumultuous  stock 


JIM 
OFF  AND 
RUNNING  AGAI 


64  BUSINESS  WEEK  /  OCTOBER  12,  1998 


market,  Clark  will  have  accomplished  but  she  believes  the  health-care  industr.- 
what  no  one  else  has  yet  been  able  to  do:  will  be  slow  to  adopt  Web-based  ser- 
start  three  technologA^  companies  Aslth  rices.  "We  know  the  opporttmitj"  is  corn- 
market  values  of  more  than  SI  bfllion  ing.  The  question  is  when."  she  says, 
each.  "Then  nobody  vrSl  be  able  to  say  it  Gark  doesn't  exactly  need  the  money, 
was  just  luck."  says  Clark.  He's  already  worth  about  S500  million. 

Given  the  shakj-  financial  markets,  a  But  a  successful  Healtheon  ipo  would 
little  luck  couldn't  hurt.  Analysts  agree  put  him  firmly  in  the  pantheon  of  high- 
that  Healtheon  is  well  positioned  to  rev-  j  tech  demigods — one  notch  below  Apple 
olutionize  the  health-care  business  by  I  Computer's  Steve  Jobs.  Intel's  Ajidy 
streamlining  the  way  patient  information  '  Grov-e  and  Microsoft's  Bill  Gates.  "Twen- 
is  handled,  but  they  say  it  has  yet  to  ,  ty  years  from  now.  .Jim  Clark  will  be 
prove  itself.  The  Santa  Clara  (Calif.)  one  of  the  names  in  the  Valley  that 
company  lost  §,122  million  people  remember."  predicts  Forest 
in  the  second  quarter,  on  Baskett.  the  chief  tech- 
revenues  of  just  Sll  mil-  ^^^p^"*"*-^  -  nologj-  officer  at  .=c-i 
lion.  Janice  Young,  an  ana-  .  and  a  former  aca- 
lyst  with  the  Gartner  ^^B/  ^'SL  demic  colleague  of 
Group,  says  Healtheon  ^^Mj  Clark's  at  Stanford, 
has  soHd  management  We  He  is  not,  howev- 
and  a  potent  technology-.                '*  i-  «*,.^              -r.  likely  to  ever  be 

-  ^    ^0  -emembered    as  a 

JAMES  CLARK  ^^F  if  w'-^'w^f^t 

f|  W    root,  -i-mch  iexan  oi- 

BORN  ^544,                .^^^m  "^^bB^^^                blows  his  top  when 

?  s  -.'lew.  Tex.              W^^S.  If                he  gets  angr>-.  During 

cmifATirtid  3c               —  \          Netscape  CEO  James  L. 

EDUCATION  35  m  \          r>    i   j  i  •    -    .  i 

1  Q-7n  )/c       1  Barksdales  urst  week 

1970,  MS  1971,         ^M^-  on  the  job.  for  instance. 

Louisiana  State           V      '  "he  just  started  scream- 

University:  PhD          '  -           ^  /  ,   -^^       hoUering."  recall 

1974,  computer  -  j   Barksdale.    who  told 

Clark  he  wouldn't  toler- 

MOST  SURREAL  EXPERIENCE  """"^  YOUNG   ate  that  kind  of  behayior. 

 ...  TEXAN;         "That  was  the  last  time  it 

Christmas°lsland^in  the  South"' i/e^ /<.e/d    ever    happened."  adds 

Pacific  while  in  the  Navy.  ^^^^^^  BarKsdale 

 1   Clark  has  long  smce 

FIRST  BUSINESS  A  "loan  shark"  come  to  understand  his  weaknesses, 

operation  while  in  the  Navy,  mak-  ^Mien  he  was  chairman  of  SGi.  he  fought 

ing  loans  at  40%  interest  to  tide  '^th  then-czo  Ed  Mc-Cracken.  forcing 

over  fellow  sailors  until  payday.  key  employees  to  take  sides.  But  though 

Netscape  for  nine  months.  Clark 

CURRENT  JOBS  Chairman  of  figured  out  that  managing  isn't  his  forte. 

Neiscape  Communications  and  of  ;  He  now  leaves  his  handpicked  ceos  to 

Healtheon,  a  health-care  commu-  1  run  the  companies  as  they  see  fit. 

nications  venture  expected  to  soon  Barksdale  sa\-s  his  emplcy-ment  contract 

go  public.  allows  him  to  ask  Clark  to  step  down  as 

r>i  ADif  'c"/»oVrkrt  "V^,^'wl~^,^+'+^""  chairman  if  he  interferes.  "I  never  had 

CLARK  S  CREDO    YOU  ve  got  tO  .       ,  ..           o    i   j  i      tjj    /-i  i 

r,.,              ^  u    -        I  X      If  lo  ask.   savs  Barksdale.  Adds  Clark 

De  Dold — but  be  Tearful,  too.  f  you  .n-      ■     '  - 

,              i.-  ,  -          ,,,  it  voure  not  managmg  the  companv. 

go  into  a  business  Thinking  you  I!  ^.^^-d  better  not  bel  to  teffing  the 

show  the  world,  often  the  world  g^jj^ral  which  hiU  to  take."  Instead. 

v.'_!l_l  _show_you^   Clark  ser%-es  as  an  adviser  to  his  man- 

TOYS  BMW  motorcycle,  stunt  ^^^"^  ^nd  their  engineering  teams  after 

plane,  7-seat  Boeing  helicopter,  ^  c-ompanies  get  off  the  ground. 

and  a  new.  $30  million  The  hands-off  approach  leaves  Clark 

155-foot  sailboat  packed  with  P^^^^'     ™^  '^^  ^^'^  ^ 

20  computers  project,  one  that  he  hopes  will  eventu- 

 *l  ■   ally  grow  into  a  real  business.  He's 

HOfME  LIFE  Sp'its  free  time  building  a  155-foot  sailboat.  HT.7)erion, 

cetween  West  Palm  Beach,  Fla.,  I  which  is  scheduled  to  be  launched  in 

and  Atherton,  Calif.  Wife.  Nancy,  a  November  from  the  Royal  Huisman 

journalist,  is  his  third.  Two  grown  Shipyard  in  the  Netherlands.  The  -530 

children  from  a  previous  marriage.  miUion  boat  is  packed  with  electronics 

gear.  20  computers,  and  an  elaborate 
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control  system  Clark  has  dreamed  up. 

The  boat  project  demonstrates  just 
how  much  Clark's  life  has  changed  since 
his  hardscrabble  Texas  panhandle  child- 
hood. He  gi-ew  up  in  the  1950s  and  ear- 
ly '60s  in  Plainview,  Tex.,  home  of  coun- 
try singer  and  sausage  king  Jimmy 
Dean.  As  a  youth,  Clark  was  so  poor-  he 
couldn't  afford  to  buy  a  band  instru- 
ment, so  he  played  the  school's  tuba. 
Clark's  mother  worked  in  a  doctor's  of- 
fice. His  father  did  odd  jobs — but  suf- 
fered a  drinking  problem  and  a  violent 
temper,  say  Clark  and  other  family 
members.  After  his  parents  divorced  in 
1958,  when  Clark  was  14,  his  mother 
supported  him  and  his  brother  and  sis- 
ter on  $225  a  month.  "We  lived  cjuite 
meagerly,  but  our  heads  were  held 
high,"  says  his  mother,  Hazelle  McClui'e, 
now  75,  who  still  lives  in  Plainview,  in  a 
house  bought  with  Netscape  stock  her 
son  gave  her.  His  father  now  lives  in  a 
Texas  convalescent  home  but  was  not 
able  to  be  interviewed  for  this  stoiy. 

Clark's  head  may  have  been  held 
high,  but  he  also  had  a  chip  on  his 
shoulder.  He  got  booted  out  of  school 
once  for  setting  off  a  smoke  bomb  on 
the  band  bus.  The  highlight  of  a  tyi^ical 
week,  recalls  childhood  pal  John  Speck, 


now  a  Plainview  farmer,  was  "snitch- 
ing some  beer"  and  drag-racing  down 
Fifth  Street  on  Saturday  night,  then 
swinging  ai'ound  the  Trio  Rebel  drive-in  ■ 
and  listening  to  Buddy  Holly  on  the  ra- 
dio. Lamont  Veatch,  Clai'k's  fonner  prin- 
cipal, remembers  that  Clai*k  got  in  trou- 
ble to  escape  the  tedium  of  classes. 
"He'd  just  come  in  and  bend  over  and 
wait  for  me  to  pop  him  on  the  tail," 
says  Veatch.  When  an  English  teacher 
upbraided  him  for  failing  to  read  The 
Rime  of  tlie  Ancient  Mariner  and  Clark 
told  her  to  "go  to  hell,"  he  was  sus- 
pended and  never  returned. 
GEOMETRY  ENGINE.  Ambition  finally  came 
to  Clark  during  a  stint  in  the  Navy, 
when  he  got  liis  high  school  equivalency 
diploma  and  started  college.  Physics 
captivated  Mm  fu'st.  Then  computer  sci- 
ence. At  the  University  of  Utah,  he  saw 
his  first  high-performance  gi'aphics  com- 
puter. And  by  the  time  he  landed  as  an 
assistant  professor  at  the  University  of 
CalifoiTiia  at  Santa  Cruz  in  1974,  he  was 
thinking  of  bringing  3-D  computing  to 
engineers. 

After  he  got  a  job  as  an  associate 
professor  at  Stanford  University,  Clark 
got  a  piece  of  a  Defense  Dept.  gi-ant 
and  stalled  working  on  the  ideas  that  ul- 


timately found  ex- 
pression in  SGI.  His 
goal  was  to  design 
a  special-purpose 
computational  sys- 
tem that  would  al- 
low real-time,  3-D 
graphics  to  be  cre- 
ated on  a  single 
microchip.  His  in- 
vention: the  so- 
called  Geometry 
Engine,  which 
would  later  allow 
engineers  to  model 
their  designs  on 
relatively  inexpen- 
sive computers,  saving  months  of  wo 
and  tens  of  thousands  of  dollars 

That's  when  Clark's  life  became 
sprint.  He  had  watched  with  envy 
other  Stanford  scholai's  left  to  start  S 
Microsystems  Inc.  Ronnie  Goldfield, 
friend  and  art  dealer,  found  Clark 
convincing  that  she  lent  him  $25,000 
get  SGI  started  in  1982.  Unlike  maftjiferin 
other  scientist-entrepreneurs,  Clark  (  ijer  of 
not  limit  himself  to  technology  matte 
as  SGI  matured.  Colleagues  say  he  v 
the  first  to  push  for  making  stand-ak 
workstations,  rather  than  terminals  tllmt 
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SILICON  GRAPHICS 


id  in  1982.  Its  powerful 
ics  computers  are  a  hit 
mgineers  and  Hollywood 
il  effects  studios.  Faces 
rice  competition  from 
ikers. 


NETSCAPE  COMMUNICATIONS 


Popularized  the  Internet  with 
its  1994  browser.  Prospects  fad- 
ing since  Microsoft  started  giv- 
ing away  a  similar  browser.  Now 
trying  to  reinvent  itself  as  a  cor- 
porate software  provider. 


HEALTHEON 


Founded  in  1996,  it  provides 
online  medical  data  to  physi- 
cians, HMOs  and,  ultimately, 
patients.  Public  offering  expect- 
ed soon,  despite  continuing  loss- 
es and  recent  market  turmoil. 


ere  leashed  to  mainft'ame  computers, 
iter,  he  urged  the  company  to  bring 
ices  down  so  it  wouldn't  be  overcome 
•  cheaper  PCs. 

Just  as  important,  he  served  as  the 
mpany's  top  cheerleader,  heaping 
aise  on  rank-and-file  engineers  at 
ery  turn.  Pavan  Nigam,  a  former  SGi 
gineering  manager  and  now  a  co- 
inder  of  Healtheon,  recalls  a  high- 
ofile  event  for  SGi's  Interactive  TV 
nt  venture  with  Time  Warner  Inc. 
d  AT&T.  Most  of  the  execs  talked 
3ut  their  visions  of  the  digital  future, 


but  "Jim  talked  about  what  a  gi'eat  feat 
the  engineers  had  pulled  off,"  says 
Nigam.  "He's  become  larger  than  life — 
he's  a  mythical  figiu'e"  for  engineers. 
EMOTIONAL  REACTIONS.  Clark  also 
learned  important  lessons  about  listening 
to  others.  When  Tom  Jermoluk,  now 
CEO  of  @Home  Networks  Corp.,  arrived 
at  SGI,  he  called  for  a  fimdamental  shift 
in  the  way  the  company  put  gTaphics 
chips  in  its  workstations.  Clark  thi-ew  a 
briefing  book  at  him.  "He  said,  'You 
want  to  be  the  guy  who  takes  the  sili- 
con out  of  Silicon  Graphics!'"  recalls 


Jermoluk.  But  Clark 
rethought  Jermoluk's 
idea  and  concluded 
he  was  right.  And 
SGI  quickly  changed 
its  chip  strategy. 
"His  first  reaction  is 
to  be  emotional," 
says  Jermoluk,  who 
later  went  on  to  be 
SGl's  president.  "But, 
faced  with  the  facts, 
he  makes  the  right 
decision." 

In  spite  of  all 
that,  Clark  looks 
back  on  his  years  at 
SGI  with  regret.  Though  he  remained 
chairman  of  SGi  from  its  inception  in 
1982  until  he  left  in  1994,  Clark's  style 
eventually  proved  too  fi-eewheeling  and 
his  influence  waned.  Duiing  Clark's  last 
few  years,  he  fell  out  with  ceo  Ed  Mc- 
Cracken.  He  got  the  message  that  it 
was  time  to  move  on.  "I  felt  that  some- 
one had  taken  away  one  of  the  pas- 
sions of  my  life,"  Clark  says.  But  he 
also  concedes  he  learned  never  again 
to  crowd  a  ceo  of  one  of  his  compa- 
nies. Says  McCracken:  "He  needed  to 
have  a  bigger  cut  in  the  action — both  fi- 
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People 


nancially  and  in  terms  of  influence." 

Not  long  after  lea\"ing,  Clai'k  achieved 
both  goals  with  Netscape.  Back  in  eai'ly 
1994.  the  tech  world  was  fixated  on  the 
promise  of  interactive  TV.  But  Clark 
soon  moved  in  another  dii'ection.  Eager 
for  a  new  project,  he  E-mailed  Marc 
Andreessen,  the  22-year-old  phenom 
who  had  helped  create  the  Mosaic  Web 
browser  while  a  student  at  the  Univer- 
sity of  Illinois. 

WEB  FEAT.  At  fii-st,  Clark  intended  to 
pick  Andreessen's  brain  and  assemble 
an  engineering  team  to  stait  a  new  in- 
teractive-TV  related  business.  But  his 
talks  with  Andreessen  con\inced  Clark 
that  the  Internet  was  the  way  to  go. 
"Eveiybody  said  you  can't  make  money 
on  the  Internet,  but  I  said  there  are  a 
lot  of  people  out  there  using  it,  and  I 
think  you  can,"  recalls  Clark.  His  en- 
thusiasm won  over  Andreessen.  While 
he  ciuickly  moved  to  round  up  Mosaic's 
core  engineering  team,  Clark  recraited 
Barksdale. 

Even  before  Netscape  went  public, 
in  the  summer  of  199.5,  Clark  was  al- 
ready looking  for  his  next  startup.  His 
focus:  industries  that  could  be  trans- 
fonned  by  Web  communications.  He  set- 
tled on  health  care  because  of  his  own 


HEALTHEON'S  NIGAM:  "Jim's  a  mythical  figure' 


frustrations  filling  out  foiTns  and  waiting 
in  doctors'  offices.  WTiy  not  create  a 
system  that  would  slash  red  tape  and 
create  a  central  depositoiy  for  a  per- 
son's records  and  billing  information'? 
Clark  recruited  Pavan  Nigam  from  SGi. 


When  Clark  called  Pavai  i:": 
to  talk  about  Healtheon,  "  im 
was  there  in  30  minutes, 
says  Nigam.  "It  w^as  a  Jir  - 
project."  Now  Nigam  is  ere  ;  - 
ating  a  software  and  sei 
vice  platfoiTO  for  the  entir  l>  ' 
health-care  business.         .::  ^ 
Healtheon's  first  yea  suJSi 
however,  was  rockj'.  It  too  ksc 
months  to  focus  on  a  mai  ii'oo: 
ket — corporate  human  r< 
soui'ces  departments.  An  . 
it  was  a  year  before  Clar  \i ; 
hired  a  permanent  CE(  vs. .. 
Mike  Long,  who  had  su(  'nh 
cessfuUy  piloted  financia 
softwai-e  maker  Continuuj 
for  19  years.  Then  Clar 
gave  Long  the  0.  K.  to  shi  i 
focus  to  physicians'  organ 
zations,  and  that  yielded  ja-i- 
handfi.il  of  major  clients,  i  tr 
eluding  physicians'  manag  si 
ment  finn  Brown  &  Tolan 
At  Healtheon,  Chan-man  Clai'k  seen 
to  have  mastered  the  balancing  act 
plaring  a  key  role  wiiile  avoiding  ar  st  \ 
power  stnaggle.  ceo  Long  says  he  e:  jf,;  .- 
coui'ages  Clark  to  come  in  and  talk  ir..-; 
him  and  the  engineers — to  challenji  v 
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LESSONS  LEARNEDi 


Clark's  angry  outbursts 
were  infamous  during  his  years  at  Silicon 
Graphics  and  Netscape.  But  at  Healtheon,  he 
plays  a  key  role  while  avoiding  friction 


leir  thinking.  Clark  keeps  pressing  the 
)mpany  to  work  on  health-care  scr- 
ees for  individuals,  for  example.  "As  a 
!sult,"  says  Long,  "we  have  a  team 
orking  on  it,  even  though  it  might  be 
veral  years  away." 

This  is  Clark's  new  approach  to  life — 
mething  he  calls  his  "orangutan"  phi- 
5ophy.  So  long  as  it  pleases  him,  he 
,ngs  on  to  each  of  his  projects  like 
ape  grasps  a  jungle  vine.  But  if 
mething  becomes  troublesome,  he 
aches  out  for  the  next  handhold  and 
,s  go  of  the  last  one.  At  the  moment, 
len  he's  not  helping  out  at  Healtheon, 
ark  is  putting  in  long  days  program- 
ng  software  for  the  boat  at  his 
west  company.  Seascape  Communi- 
f  ions  Inc.  in  a  one-room  office  above  a 
nny  Craig  Weight  Loss  Center  in 
!nlo  Park,  Calif. 

Clark  rarely  stops  working,  even 
en  he's  supposed  to  be  i-elaxing.  And 
brings  the  same  intensity  to  his  boat 
)ject  as  he  does  to  his  startups.  "I'm 
^er  content,"  jokes  Clark,  describing 
iself  as  "a  maniac  who  has  his  mania 
y  partly  under  control." 
The  underlying  technology  he's  cre- 
1  ig  for  his  boat  may  ultimately  spawn 
lew  business,  he  hopes,  applied  to 
trol  systems  for  homes,  commercial 
Idings,  and  industrial  processes.  As 
h  Netscape  and  the  browser  mar- 


ket, that  would  put  him  in  conflict  with 
Microsoft  again — since  it,  too,  is  design- 
ing such  systems.  But  that  doesn't  deter 
Clark,  who  views  Gates  as  a  "dictator" 
bent  on  controlling  the  computer  indus- 
try. "Being  anti-Microsoft  is  an  impor- 
tant part  of  my  life,"  he  says.  "In  a  cu- 
rious way,  it  drives  me." 
RENEGADE  ROLE.  Such  comments  make 
Clark  popular  in  Silicon  Valley,  though 
he  prefers  a  relatively  low  profile.  He 
and  his  wife,  journalist  Nancy  Rutter, 
enjoy  giving  small  dinner  parties,  with 
$1,000  bottles  of  Burgimdy,  or  treating 
friends  to  join  them  on  sailing  vaca- 
tions. He  pals  around  with  billionaire 
Bill  Koch,  who  also  grew  up  on  the 
Great  Plains.  Koch,  chairman  of  Oxbow 
Coi-p.,  a  power  company,  says  Clai-k  has 
been  a  fiiend  during  years  of  family  le- 
gal battles.  "Jim  sticks  up  for  me, 
though  it  might  be  to  his  social  detri- 
ment," jokes  Koch. 

Clark,  though,  isn't  one  to  worry 


about  his  social  standing.  He's  been 
known  to  eat  at  the  Ring-A-Ding  Din- 
er in  nearby  Hollister,  Calif.,  where  he 
orders  the  chili-burger  special — an 
open-face  hamburger  and  fries  smoth- 
ered in  chili,  which  reminds  him  of 
Texas.  In  fact,  the  recent  100-degree 
days  in  rural  Hollister  haven't  been  all 
that  different  from  a  late-summer  af- 
ternoon in  Clark's  hometown  of  Plain- 
view.  Like  HoUister,  Plainview  was  flat 
and  brown. 

But  as  he  travels  back  over  to  the 
Valley,  it's  clear  just  how  far  Clark  has 
come  from  his  Plainview  days.  With 
Netscape  and  SGi  already  having 
changed  the  face  of  the  computer  in- 
dustry and  another  potentially  trans- 
forming company  about  to  launch  an 
IPO,  Clark  is  relishing  his  role  and  his 
hfe  as  a  computer-industry  renegade — 
Silicon  Valley's  antidote  to  Bill  Gates. 

By  Steve  Hamm 
in  Mountain  View,  Calif. 
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PACKAGED  GOODS 


GEREAL-BOX  KILLERS 
ARE  ON  THE  LOOSE 


New  packaging  and  products  are  ripping  into  Kellogg's  share 


The  contrast  speaks  as  loudly  as 
Tony  the  Tiger's  roar.  In  the  last 
month,  the  Kellogg  Co. — -the  nation's 
largest  cereal  maker — has  announced 
it's  considering  a  big  layoff  at  its  head- 
quaiters  in  Battle  Creek,  Mich.,  and  the 
chiefs  of  both  its  North  Amencan  and 
Em'opean  divisions  have  quit.  Earnings 
have  missed  their  target  in  each  of  the 
last  two  quarters,  and  the  stock,  at  34, 
is  down  more  than  SQ^r  this  year. 

Meanwhile,  at  the  Quaker  Oats  Co. — 
a  relatively  small  fourth  player  in  the 
industiy — cereal  volumes  have  increased 
eveiy  quarter  for  the  past  two  years. 
Market  share  is  up  two  percentage 
points  in  the  last  two  years,  and  the 
stock  is  trading  near  its  all-time  high. 
So  what's  Quaker's  secret?  It's  in  the 


bag — the  cereal  bag,  that  is.  For  the 
past  three  years,  Quaker  has  been 
rolhng  out  a  line  of  bagged  cereals  that 
are  cheaper  versions  of  its  rivals'  na- 
tional brands.  By  skimping  on  packag- 
ing and  marketing  costs,  Quaker  can 
sell  bagged  products  for  about  $1  less 
than  boxed  countei-parts.  And  Quaker  is 
not  alone.  Malt-O-Meal  Inc.,  a  smaller 
Minnesota  company  that  has  long  pro- 
duced boxed  knockoffs  of  the  national 
brands,  also  now  offers  its  cereal  in 
bags.  Since  1995,  bagged  cereals  have 
skyrocketed  from  virtually  nothing  to 
account  for  8%  of  all  cereal  packages 
sold.  "The  taste  is  similai;  and  it's  prob- 
ably a  dollar  or  two  less,"  said  Jim 
Buchner  while  buying  a  bag  of  Malt-0- 
Meal's  Golden  Puffs  at  a  store  in  Over- 


itoe 
bo 
i'C 
iU 
If  Salter 
^  Mis 


One  network.    One  carrier. 


tt,  Oi 


\ oil  re  an  11  iiiaiiauci'.  \inu  nllicc  i>  coii.-iiaiilK  lull  ol  |ic()|)lc  wIki  need  xoiir  lirl|).  On  Inp  ol  iliiii.  yiii  liaxc  lo  maiiagd 
scpatatc  rtaiis(iotl  lof  local.  I(»iiu  (li-.laii(  t'  and  iiilcriial ioiial  dala  and  \oict'  nr('(l>.  \\(  .\  \\  ot  ldC 'oiii  has  a  wry  sirB  „|i;fj  . 
aii-'Wci':  (iii-iicl.  ()ii-in'i  coinbiiic'-  all  mI  \niir  voice  and  dala  irallic  onio  one  uloUal  nelwotk.   I  lie  oiil\  gll 


*()Mk  MCI  Wcrlill  Mm. mil-  tl,.-,  niiiv  ii.ivv..rk  In.ui  ..ii;;iii  I.,  .l.--linalliMi  iii  iiuun  In,  ^m..,,-  « ,„       i.lr  Ml  I  \\..il.l(       is  \  \>l )  \n  iiii.l.i  W  (         i  .,i  mm,- iT,l,.rMi:ili..M  ..ii  Ml  I  \^  i 

vi-il  ..ur»,|.-il.-  ;il  III.  i«..i  1,1.,, Ml.  ONI  .1,1.1  ^^.  „Mi  O  I'I'lii  MCI  WOm.DCOM.  In.    \ll  iiulil-  n-,  rx,,l 


I 


land  Park,  Kan. 
Bags  are  just 
•  /iB/  "jr,  latest  sign  that 

the  ready-to-eat  cereal 
^^■J'  industry  is  going  thi'ough 

wrenching  changes.  Over 
the  past  decade,  industry 
leadei-s,  particularly  No.  2  Gen- 
eral Mills  Inc.,  have  jacked  up 
the  cost  of  a  box  of  branded  cere- 
al to  as  much  as  $5.  But  while  piices 
have  gone  up,  demand  has  gone  down, 
;  hectic  lifestyles  have  Americans  look- 
l  for  breakfast  to  eat  on  the  ran.  "A 
ip-Tart  or  a  bagel  or  a  muffin  is  a  lot 
sier  to  eat  while  you're  driving  a  car 
an  a  bowl  of  cereal,"  says  Merrill 
Tich  &  Co.  analy.-'t  Eric  Katzman.  The 
5ult:  U.  S.  cold-cereal  sales  fell  by  15% 
real  teiTns,  or  moi'e  than  $1  billion, 
tween  1994  and  '97. 
Almost  the  only  players  to  make  any 
adway  against  those  forces  are  the 
5S  that  have  offered  consumers  a  low- 
priced  alternative.  Malt-O-Meal's  mai- 
t  share  has  more  than  doubled,  to 
1,  in  the  past  five  years.  Quaker's 


share  of  cereal  sold  in  the  U.  S. — in- 
cluding its  boxed  brands,  such  as  Life — 
is  10.1%,  up  from  8%  two  years  ago, 
says  Donaldson,  Lufkin  &  Jem-ette  Inc. 
analyst  William  Leach. 

Whether  they're  in  a  bag  or  a  box, 
the  cheapo  cereals  show  just  how  tired 
consumers  are  of  paying  ever  higher 
prices  for  a  relatively  unexciting  prod- 
uct. The  knockoffs — with  comically 
ripped-off  names  like  Rice  Crisps  and 
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Frosted  Flakers — are  stealing  rharket 
share  despite  some  major  disadvantages. 
Not  everybody  agrees  with  Kansan 
Buchner  about  the  taste.  Kids  some- 
times complain  that  they  don't  have  a 
box  with  games  or  cartoon  characters. 
And  the  zipper-like  bags  can  be  difficult 
to  close  or  store.  The  growth  of  these 
low-end  products  shows  how  out  of  step 
cereal  giants  have  been  with  shoppers' 
preferences.  In  fact,  few  consumer  prod- 
ucts have  suffei'ed  more  in  recent  years 
than  ready-to-eat  cereals. 

For  Quaker,  bags  are  to  some  degree 
an  admission  of  defeat.  Refeiring  to  the 
industry's  habit  of  pushing  expensive 
cereals  backed  by  costly  ad  blitzes, 
Quaker  ceo  Robert  S.  Moirison  told  an 
industry  conference  earlier  this  year: 
"The  days  of  'high  price,  high  spend'  in 
the  cereal  category  are  perhaps  over." 
That's  bad  news  for  the  big  marketers. 
Margins  on  bagged  cereals  ai'e  tWn  as  a 
com  flake,  about  3%  to  5%,  vs.  15%  for 
branded,  boxed  products. 
PAINFUL  SLIDE.  Still,  what  it  has  lost  in 
margins,  Quaker  has  more  than  made 
up  in  volume.  Brisk  sales  of  its  bagged 
products  helped  push  its  second-quarter 
operating  income  from  ongoing  busi- 
nesses up  14%i,  to  $199  million.  During 
the  same  quarter,  Kellogg's  profits  fell 
by  17%,  to  $143  million. 

The  inventor  of  "Snap,  Crackle,  Pop" 


MCt.  One  very  happy  IT  manager. 


MCI  WORLDCOM 


)rk  owned  and  operated  by  a  sinole  conipain  *  So  whether  vour  needs  aiv  Ideal,  iiaiiinial  mi  iiuei  iialioiial,  xoii  deal 
i)ne  contract  and  one  account  team.  Period.  >iill  lia\e  to  help  all  those  ]ieo|.lc  in  \(iur  olTice.  But  at  least  now 

s  someone  around  to  help  \ou.  Iniroclucinii  MCI  WoiMCom  On-Net.  Visit  onr-  Wei)  site  at  nieiworldcoin.eoin 
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SkyOTapfer  or  loft? 


Self-employed  or  employee?  Corporation  or  entrepreneur?  Do  you  see  a  desktop  for  an  enterprise  that  remains  consistent  for 
That's  our  Deskpro  EP  Series.  Both  now  have  the  latest  Intel  Celeron  and  Pentitmi  II  processors,  performance  graphics 


vhether  yours  is  fairly  buttoned-up 
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Better  answers. 


11 


or  the  business  equivalent  of  a  sweatshirt  and 
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The  new  interactive  computer  shopping  i, 
Fourid  only  on  Business  Week  Online. 


Marketing 


a  new  plan  to  fight  back,  but  unlike 
uaker.  it's  not  willing  to  dent  margins 
y  adding  a  cheaper  cereal  line.  In  June, 
4-year-old  Carlos  M.  Gutien-ez,  a  23- 
ear  Kellogg  veteran  who  had  headed 
p  global  business  development,  vaulted 
/er  execs  at  bigger  units  to  become 
-esident — and  the  leading  candidate  to 
iplace  Arnold  G.  Langbo  as  ceo.  Kel- 
gg  plans  to  cut  SlOO  million  in  annual 
)Sts,  probably  tlu'ough  layoffs,  and  use 
le  sa\"ings  to  boost  ad  and  promotion 
)ending.  It  recently  invited  five  ad 
^encies  to  submit  new  mai'keting  ideas, 
ellogg  executives  declined  to  comment 
I  their  plans. 

Kellogg's  painful  market-share  loss, 
om  38%  to  32%  since  1994,  has  left 
dustrj'-watchers  skeptical  it  can  per- 
ade  more  consumers  to  pony  up  for 
agnant  brands  like  Fniit  Loops  and 

kellogg's  strategy: 
ut  costs,  boost  ad 
oending-but  hold 
le  line  on  price 

1  11  Flakes.  Since  1995,  Rice  Krispies 

1'  ist  more  than  a  third  of  its  mai-ket 
:ire  and  Apple  .Jacks  about  one-sixth. 
Tn  make  its  mai'keting  blitz  pay,  Kel- 
y  hiDpes  to  come  up  with  some  block- 
-tt-r  products.  Ki-aft  Foods  Inc.'s  Post 
ir — the  No.  3  cereal  maker — is  the 
y  one  of  the  Big  Thi-ee  to  show  a 
es  gain  over  the  past  yeai-,  according 
Information  Resoiux-es  Inc.  Post  got 
30ost  fi-om  new  products  like  Oreo 
,  launched  this  summer  with  a  big- 
•-than-noiTnal  S40  million  campaign. 
The  pressiu-e  on  the  big  mai-ketei-s  is 

likely  to  let  up  soon.  Private-label 
eals,  which  right  now^  come  mostly  in 
:es,  have  grown  almost  as  fast  as  the 
?ged  versions  in  the  last  five  years. 

still  have  room  to  gi'ow.  Altogether, 
leiic  products  are  responsible  for  less 
n  12%  of  the  cereal  segment — com- 
ed  with  abotit  20%  of  the  cracker, 
kie,  and  nuts  categoiy. 
ndeed,  generic  powerhouse  Ralcorp 
dings  Inc.,  w-hich  now  holds  a  55% 
re  of  the  private-label  boxed  cate- 
y.  may  tn-  to  muscle  in  on  the  bag 
rket.  Said  Ralcorp  ceo  Joe  R. 
•heletto,  speaking  to  a  group  of  ana- 

s  in  June:  "We  ai-e  seeing  more  and 
*e  retailers  asking  for  store-brand 
s."  That  could  soon  mean  even  more 
lame  rivals  for  Tony  the  Tiger. 
>y  David  Leonhardt  in  Chicago,  vnth 
eau  reports 


hoe  horn  and  a 
polishing  cloth  injour  room. 

A  coffee  maker  and 
coffee  in  your  room. 

Multi-cup  coffee-maker.  Maxwell  House  coffee.  Sorn,-.  nothing 
for  vour  feet.  What's  really  important  to  you  is  all  that's 
important  to  us.  That's  how  to  run  a  hotel.  For  resenations  at 
Quality  Inn  or  Quality  Suites,  visit  www.qualitvinn.com  or 
call  1-800-228-5151  or  your  travel  agent. 


Innj^  •  Hotels  *  Suites 


HOW  TO  RUN  A  HOTEL:" 


Ifs  the     .  anced  PhOto  Systt  —  the  easy  way  to  take  better  pictures 
From  the  combined  expertise  and  support  of  Canon,  Fujifilm.  Kodak, 
Minolta,  Nikon  and  Hpritsu.  Find  out  more  at  your  photo  retailer. 
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MERCK  TAKES 
SOME  GROWTH  PILLS 

It  says  new  drugs  should  allay  investors'  fears 


To  hear  Raymond  V.  Gilmartin  te! 
it,  drag  industiy  leader  Merck  i 
Co.  is  poised  to  do  the  imthink 
able.  In  the  years  2000  and  2001 
Merck  will  see  U.  S.  patents  expire  o 
five  big  drugs  that  will  be  generatin 
about  $5  billion  in  worldwide  sales.  0th 
er  giants  that  have  faced  patent  exp| 
rations  on  blockbuster  drugs  have  see| 
sharply  lower  revenues  and  earning 
gi'owth  as  cheaper  generics  gobble  uj 
sales.  But  Gilmaitin  contends  Merckf 
stable  of  new  drags  will  more  than  of 
set  the  drop,  allowing  it  to  general] 
gi'owth  rates  competitive  with  industr 
leaders.  "Merck  has  defied  convention! 
vdsdom  before,"  he  asserts. 

That  confidence,  however,  hasn 
spread  to  Wall  Street,  for  good  reasoi 

Some  of  the  new  products  are  off  t   

slower  starts  than  expected.  Moreove  I 
technology  advances  have  accelerate 
drug  development  times.  That  meai 
siniilai;  or  even  superior,  ch-ugs  ai-e  goir  fl'V 
up  against  Merck  products  faster  tha  ''^'^ 
ever.  And  while  Merck's  prowess  i  «t)' 
launching  products  is  proven,  it  hi  |it 
shown  less  impressive  results  in  di  ffii 
fending  some  key  mai'kets.  "You  have  '  wic 
assume  notliing  goes  wrong,"  says  Jami  iff  b 
C.  Baker,  portfolio  manager  at  ark  A  ten; 
set  Management  Co.,  a  Merck  instit  *ii 
tional  shai-eholder  "It's  not  a  sui-e  thinj  smn 
REVVING  UP.  The  bottom  line:  Analys  em's 
and  investors  ai'e  increasingly  concemc  iiM 
about  the  possibility  of  a  major  slide  'IWi 
Merck's  gi-owth  rate.  Wliile  the  compai  ife  Ei 
saw  both  sales  and  profits  grow  19%  la  tet« 
yeai- — bringing  sales  to  $23.6  billion  ai  Ki.Tl 
net  income  to  $4.6  billion — SG  Cowen  a  mir; 
alyst  Stephen  M.  Scala  figures  sal  stoiili 
gi-owth  will  ch-op  to  8%  in  2001  and  6%  *iiiarl 
2002.  He  expects  net  income  gi-ovrth  irwoi 
slow  to  9%  and  6%  in  those  years.  1  Sfiili 
though  still  decent — Glaxo  WeUcome  P  Kspir; 
saw  income  climb  just  3%  in  1997,  wh  i4k 
its  Zantac  went  off  patent — such  rat  i|five 
would  lag  industry  leaders,  which  alp»»i 
expected  gTOW  in  the  teens. 

Merck's  stock,  priced  around  130,  )• 
fleets  that  expectation.  It  trades  att 
price-to-eainings  ratio  of  26.5,  based  i 
1999  earnings  expectations.  The  avi- 
age  drag  stock  now  has  a  p-e  of  31.5 
But  if  Gilmartin  is  womed,  he  does 
show  it.  He  insists  that  much  of  the  - 
vestment  community  underestimates  t' 
earnings  power  of  Merck's  portfolio: 
is  veiy  flifficult  for  people  on  the  outs  2 
to  get  a  good  handle  on  how  big  th<3 
diiigs  could  be."  And  he  has  been  pri- 
ing  that  engine  since  he  took  the  hen 
in  June,  1994.  Gilmartin  has  cut  oper  - 


CONFIDENCE:  Gilmartin  and  Scolnu 
have  faith  in  Merck's  pipeline 
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AS  KEY  U.S.  PATENTS  EXPIRE. 


KEY  DRUG  SALES* 


■98  '99  '00  '01  '02 

A  BILLIONS  OF  DOLLARS 

FXPECTEO  WORLDWIDE  SALES  FOR  MEVACOR,  VASOTEC,  PRINIVIL, 
AND  PEPCID,  mo  MERCK'S  PORTION  OF  U  S  PRILOSEC  SALES 


..MERCK  COULD  GET  A  CHILL 


ESTIMATED  NET 
INCOME  GROWTH 


k PERCENT 


'99 


DATA:  SG  COWEN 


and  overhead  costs — by  $350  mil- 
i  total  in  1995  and  1996 — and  pumped 
t  money  back  into  reseaixh  and  mar- 
i  ing.  At  the  same  time,  he  unloaded 
I  N-growing  or  peripheral  businesses 
j  !  generic  dnags.  He  unwound  a  joint 

i  iture  with  DuPont  Co.  that  would 
I  e  been  a  drag  on  earnings  and  re- 
,  ictui-ed  a  deal  with  Astra  ab  to  give 

rck  more  revenues  and  a  minimum 
out  of  $6.3  billion  if  Astra  buys  out 
■ck's  share. 

!F  WARS.  Under  longtime  research 
'f  Dr.  Edward  M.  Scolnick,  Merck 

iiiues  to  turn  out  plenty  of  potential 
'aliits.  There  is  buzz  in  the  industiy 

a  new  antidepressant  under  devel- 

ii  lent  could  be  a  blockbuster  when  it 
1|  the  market  as  eai'ly  as  2001.  Still,  it 
!;  3ably  won't  airive  in  time  to  make  a 
1  iningful  contribution  in  the  critical 
I  >nt-expiration  years.  In  that  period, 
i;  ck  will  be  leaning  on  its  newer  choigs, 
ij  ading  five  rolled  out  in  the  last  year 
{  the  prescription  painkiller  Vioxx, 
^  'h  should  arrive  in  mid-1999.  Most 

K-'  launches  are  meeting  expectations, 
^ugh  sales  of  the  Propecia  hair-loss 
I  have  been  slower  than  analysts  ex- 
I  ed,  possibly  because  most  big  hmos 
^  \  jjay  for  it. 

^hile  Merck  continues  to  excel  at 
cj  king  open  mai'kets  in  need  of  inno- 
^'e  therapies,  a  boom  in  drag  devel- 
'  ent  technologies  has  shortened  the 
t  that  those  pioneering  drags  have 
xclusive  gi-ip.  Take  Merck's  Crixi- 
one  of  the  first  of  the  "protease 
litors"  that  has  successfully  sup- 
sed  the  aids  viras  when  taken  with 
r  drags.  Sales  of  Crixivan  are  ex- 
P;  ed  to  near  $700  million  this  year, 
^'  they  have  slowed  significantly  in 


chocolate  covered  mint 
and  a  form  letter  from  the  manager. 

A  big  desk  and  a  place 
to  plug  in  your  computer. 

What's  really  important  to  you  is  all  that's  important  to  us. 
That's  how  to  run  a  hotel.  For  reservations  at  Quality  Inn 
or  Quality  Suites,  visit  www.qualityinn.com  or  call 
1-800-228-5151  or  your  travel  agent. 


Quality 
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CAPITALIZE  ON 
EUROPE'S  OPPORTUNITIES 


T.  Rowe  Price  European  Stock  Fund 

invests  m  large  and  small  European 
companies  positioned  to  benefit  from 
opportunities  arising  throughout  this 
dynamic  region.  And,  as  the  chart  shows, 
the  fund  has  outperformed  the  average 
of  its  peer  funds  over  time.  International 
investing  has  special  risks,  including 
currency  fluctuation  and  limited  geo- 
graphic focus.  Of  course,  past  perfor- 
mance cannot  guarantee  future  results. 
No  sales  charges. 


Call  24  hours  for  your 

INVBSTMF.NT  KIT  free  investment  kit 

including  a  prospectus 

1-800-541-8366 

www.  troweprice.com 


How  $10,000  Invested  2/28/VO 
Would  Have  Grown  v>..  Competitors' 


■  European  Stiitk  fund 
□  Lipptr  Eur.jpejn  I 
Funds  Average 


Invest  With  Confidence 

TRoweFVice 


-Ik 


*30.80%,  22.64%,  and  13-61%  are  the  fund's  average  annual  total  returns  lor  tiie  1-year,  5-year,  and  since 
inception  (2/28/90)  periods  ended  6/30/%,  respectively.  Figtires  include  changes  in  principal  value,  reinvested  dividends, 
and  capital  gain  distributions  since  inception.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth 
more  or  less  at  redemption  than  at  original  purchase.  (Source  for  Lipper  data:  Lipper  Analytical  Services,  Inc.)  Read  the 
prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services.  Inc..  Distributor  esfo-i-i207 


1998  Chase  Corporate  Challenge^  Champions! 
First  Piace  Qualifying  Teams 
Men's,  Women's  and  Coed  Divisions 


Congratulations  to  the  winning  teams  of  the  1 998  Chase 
Corporate  Challenge®  Series,  who  come  from  a 
field  of  more  than  1 70,000  runners  representing 
nearly  6,000  companies.  Your  competitive  spirit 
continues  to  show  that  a  company's  success  can  be 
measured  by  the  finish  line  as  well  as  the  bottom  line 
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The  right  relationship  is  everything. 

CHASE 


)  1998  The  Chase  Manhattan  Corporation, 


Advocate  Healthcare 
Andersen  Worldwide 
Barclays  Bank  PLC 
Bell  Atlantic  Mobile 
Catholic  Health  Systems 
Coca-Cola  USA 
Corning  Incorporated 
Deutsche  Bank 
Deutsche  Lufthansa 
DG  Bank 

Eastman  Kodak  Company 
General  Electric 
HBOC 

Hewlett-Packard 
Company 

Home  News  Tribune 

IBM  Corporation 

Johnson  &  Johnson 

Lockheed  Martin 

Lucent  Technologies 

Merck  &  Co..  Inc 

National  Fuel  Gas 


New  Balance 

NYC  Board  of  Education 

Pfizer,  Inc. 

Purflex,  Inc. 

Raytheon  Company 

Royal  Mail  Letters 

St.  Joseph's  Hospital 
Health  Center 

State  Street 

Steuben  Athletic  Club 

Strong  Memorial  Hospita 

Suffolk  County 

Police  Department 
SUNY  Health  Science 

Center/University  Hos( 
The  Chase  Manhattan  Ba 
The  Vanguard  Group 
United  Nations 
United  Parcel  Service 
US  Postal  Service 
VA  Medical  Center  - 

Northport 

Volvo  Car  Corporation 
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le  face  of  competition  from  Viracept,  a 
i*ug  produced  by  biotech  upstart 
gouron  Pharmaceuticals  Inc.  Viracept 
)w  shares  the  No.  1  spot  in  the  U.  S. 
ith  Crixivan  in  part  because  patients 
)n't  have  to  stick  to  Crixivan's  rigid 
)sing  schedule.  "Maybe  they  didn't 
ke  us  seriously  enough,"  says  Agouron 
hairman  Peter  Johnson. 
If  that  isn't  enough  cause  for  con- 
rn,  another  recent  beating  has  Merck 
jtchers  questioning  the  company's  abil- 
I  to  defend  the  tuif  of  its  more  estab- 
hed  drugs.  Merck  pioneered  the  cate- 
■ry  of  cholesterol-reducing  drugs  and 
w  sales  of  its  newest  entry,  Zocor, 
ar  to  $3.6  billion  last  year.  The  pri- 
iry  reason  was  a  landmai'k — and  cost- 


The  pain  reliever 
Vioxx  could  be  huge, 
but  Merck  will  have 
io  fight  for  the  market 


-Merck  study  in  1994  showing  that 
;  product  saves  Hves  and  prevents 
irt  attacks  and  strokes  in  people  with 
irt  disease  and  high  cholesterol.  But 
1997,  Zocor's  heady  growth  tumbled 
h  the  arrival  of  Lipitor  from  Wamer- 
mbert  Co.  Warner  teamed  up  with 
ig-marketing  powerhouse  Pfizer  Inc. 
quickly  grab  the  top  spot.  At  the 
1  of  the  June  quarter,  Lipitor  had  a 
h  share,  vs.  Zocor's  24.5%,  says  mar- 
research  firm  IMS  Health  Inc. 
liT  MOVES.  Lipitor's  big  advantage  is 
t  it  is  a  more  potent  drug.  Still,  its 
ninance — and  Zocor's  stunning  set- 
k — has  as  much  to  do  vWth  marketing 
with  potency.  For  one  thing.  Merck 
a't  expect  Warner  to  get  accelerated 
roval.  But  Warner  made  a  convincing 
to  the  Food  &  Drug  Administra- 
1  and  hit  the  market  in  February, 
7 — about  six  months  earlier  than  ex- 
ted.  Merck  hadn't  completed  its 
ined  expansion  of  the  Zocor  sales 
:e.  As  a  result,  Warner  and  Pfizer — 
1  a  combined  2,700  sales  reps  to  pro- 
e  the  launch — outgunned  the  roughly 
0  people  pushing  Merck's  Zocor,  ac- 
ling  to  research  firm  Scott-Levin. 
'!ut  Warner  didn't  stop  there.  Exten- 
;  market  reseai-ch  showed  physicians 
>  e  concerned  about  lowering  triglyc- 
'  e  levels  in  the  blood  as  well  as  cho- 
3rol.  So  Warner  sought  and  received 
).  K.  fi-om  the  fda  to  note  on  its  la- 
that  Lipitor  was  proven  to  do  both. 
IJe  Zocor  also  lowers  triglycerides. 


he  radio  tuned  io  a  station 
that  will  putjou  to  sleep. 

A  Serta  Sleeper 
mattress. 

What's  really  important  to  you  is  all  that's  important  to  us. 
Like  getting  a  great  night's  sleep  on  the  Quality  Sleeper  by 
Serta.  That's  how  to  run  a  hotel.  For  reservations  at  Quality 
Inn  or  Quality  Suites,  visit  www.qualityinn.com  or  call 
1-800-228-5151  or  your  travel  agent. 
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HOW  TO  RUN  A  HOTEL." 


A  Management  Guide  to 
Cutting  Through  the  Nonsense 
AND  Doing  Things  Right 


THE  POWER 

■  OF  ■ 

SIMPLIGITY 


JACK  TROUT 


WITH  Steve  Rivkin 


TROUT'S 

SIMPLE 

TRUTHS 

The  world-renowned  business 
strategist  and  marketing  rebel 
exposes  the  silliness,  complexities, 
and  nonsense  that  get  in  the  way  of 
doing  things  right. 

"Never  trust  anyone  you 
don't  understand." 

"Big  ideas  almost  always 
come  in  small  words." 

"Complexity  is  not 
to  be  admired. 
It's  to  be  avoided." 

"Goals  are  like  dreams. 
Wake  up  and  face  reality." 


Available  at  Bookstores  Everywhere 
Visit  us  at  www.books.mcgraw-hill.com 


/  /  hi  McGrtae  HiD  Compamr. 


AN    AOL    CASE     S  T  I'  D  ^' 


"In  6  months,  our  monthly 
sales  from  AOL^have 

increased  over 


Trafflt  is  hea\\  at  Music  Boulevard,  the 

fastest  growing  music  retailer  on  the  Internet. 
.\iui  CEO  Larn  Rosen  couldn't  be  happier. 
Since  he  teamed  up  with  .America  Online,  sales 
iia\e  exceeded  his  expectations  e\er\'  moiithl 


Music  Boulevard  Turns  Up  Sales: 

•  In  6  muiithi.  our  monthly  sides  from  AOL 
Imiv  increased  over  Wo' 

•  Our  Integrated  Store  on  AOL  Iml^  performed 
incredibly  well — u  e  re  Wo  al)ead  of 
planned  sales. 

•  We're  so  pleased  withAOL's  senices  in  tlx  I S. 
we'iv  expanded  our  relations  to  include  AOL 

I X  France  and  Gernmny  as  weOr 
— LaiT)'  Rosen 

Chainnan  and  CEO  of\'2K.  Iik. 


Now  the  exclusive  music  retailer  on  .AOL. 
Music  Boule\  ard  h;Ls  extended  its  reach  to  an 
audience  that  not  only  bu\s  more,  but  buys 
more  often.  .And  when  Music  Boule\  ard  needs 
to  promote  a  special  product  or  offer,  they  c;ui 
triple  their  sales  with  a  siwciiil  promotion. 

The  bottom  line:  .-Vmerica  Online  c;iii  help 
10//  reach  more  customers  using  the  industr\  's 
most  effective  marketing  channel.  Only  the 
world  leader  in  branded  interactive  sen  ices 
could  offer  possibilities  like  this. 

Fi)r  nuire  detiiils  on  how  America 
Online  can  improie  the  irar  your  prodncls 
are  marketed,  .^peak  with  Phil  Frank. 
Eastern  Regiomd  Sales  at  212-2U6-i-i-i3  or 
Randy  Dean.  Western  Regional  .Sales 
at  650-287-i239. 


A  single. WL promotion  delivered 
over  5.000  customers  to  our  store 
in  just  20  minutes! " 

—  Uirry  Rosen 

Chairman  and  CEO  of\2K.  Inc 


A 

A  M  E  R .  I  C  A 

Imagine  what  we 
can  do  for  your  business. 


S  1 998  Anwfica  Oriiiiw.  Inc  All  Oademariu  ate  the  ptoperTy  of  their  respective  hoJdffS 


guest  satisfaction 


survey  injour  room. 


A  100%  Satisfaction 

Guarantee. 

What's  really  important 

to  you  is 

all  that's  important  to  us. 

That's  how  to  run  a  h( 

tel.  For  reservations  at  Quality  Inn 

or   Quality   Suites,  v 

sit  www 

.qualityinn.com    or  call 

1-800-228-5151  or  your  travel 

agent. 

Qualify 

Inns  •  Hotels  •  Suites 

HOW  TO 

RUN  A 

HOTEL." 

The  fastest  ivay  to  get  free  information  from  advertisers  in  Business  Week 

Your  one-click 
option  to  connect  with 
our  advertisers. 


BizLink 

www.businessweek.com/BlzLink/ 
ON  PAGE  158 


Never  underestimate  the  importance  of  people. 
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HP  BRIO  BUSINESS  PC 

inlet  Celeron  procps^or  266MH2,  32MB  RAM, 
2.iGB  HDD,  !6-bit  sound. 
lO./lOO  B.3se-T  LAN  card,  Windows  98.  Model  D6750T, 
rTionitor  sold  separately 


HP  VECTRA  VE  BUSINESS  PC 

Intel  Pentium  I!  processor  350MHz,  512KB  cache, 
32MB  RAM.  3,2Gi-  =rox  MGA  GlOO  graphics 

with  V  Model  D6570T, 

monilui  sold  separately 


For  technology  and  manageabiiity  at  prices  you  can't  aff' 
out  HP  PCs  for  business  at  wwv/.hp.com/go/vectra  or  call  i 


pass  up,  check 
_2-HPPC  X4088. 


pentlum  [[ 


Expanding  Possibilities '^'"iwi 


¥Ao%  HEWLET- 
mL'/iM  PACKARC 


Special  Report 


NnRPRISE 

Pimely  Insights  for  Small  Business 


In  Box 


page  2 


Finance 


page  16 


Tip  Sheet  Reassessing 
Gen  X,  help  for  women 
entrepreneurs,  software  to 
speed  the  Web,  and  more 

Internet  page  4 

Hey,  Look  Me  Over 

Luring  customers  to  your 
Web  site  isn't  easy,  but  there 
are  ways  to  make  them  click 


ompames  pageio 

'  oom!  Eddie  Cheever,wirmer  of  the  Indianapolis 
!  ),  was  the  only  owner/driver  in  the  race.  Now,  his 
I  )-year-old  race  team  is  becom- 
i  a  sports-marketing  machine 

Management  page  iz 

!  lart  Medicine  New  group 
I  chasing  plans  for  small 
I  liness  are  helping  to  make 
]:  dth  insurance  cheaper-and 
g  ng  workers  more  choice 


A  Loan  At  Last?  When  your 
friendly  banker  says  no,  it  pays  to  know  the  ins  and 
outs  of  computerized  credit  reviews 

My  Company  page  20 

Let's  Talk  About  Sex  How 

to  prevent  harassment  issues  from 
blowing  up?  A  tough,  clear  policy 
helps-but  it  may  not  be  enough 

Buyer's  Guide  page  22 

Courting  Agreement  Litigation  isn't  the  only 
way  to  resolve  disputes.  Where  to 
find  the  best  arbitrators  and 
mediators  for  small  business 

Under  30  page  26 

Early  Bloomer  Jared 
Schutz  is  an  idea  man,  an 
entrepreneur,  a  techie.  He  sells 
flowers  on  the  Net,  invests  in  up- 
and-coming  Web  sites,  and  starts  up  companies 
whenever  it  strikes  his  fancy.  Oh,  by  the  way-he's  24 


^ire  on  smaB  business,  visit  BW  Plus!  at  www.businessweek.com  or  America  Online  at  keyworcfe  BWEnterprise 
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BY 
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CUTTING  GEN  X  SOME  SUCK 

The  much-maligned  slackers  of  Genera- 
tion X  are  starting  to  get  some 
respect.  In  the  latest  survey  from 
Key  Corp.,  69%  of  small-biz  owners  gave 
Gen-X  employees  low  marks  for  work 
ethic,  but  75%  said  they  are  educated  as 
well  as — or  better  than — previous  genera- 
tions. Also,  59%  said  Gen-X  workers  are  at 
least  as  competent  as  older  workers,  up  ft"om 
48%  two  years  ago.  Why  the  change?  Small 
businesses  are  more  wired — 89%  of  small-biz 
execs  reported  using  PCs,  up  from  69%  a  year 
ago — and  younger  workers  are  more  com- 
fortable with  computers.  Three  in  five  business 
owners  admitted  Gen  Xers  have  better  techni- 
cal skills  than  earlier  generations. 


IS  IT  ETHICAL? 
PERCENT  SAYING  "NO" 


MANAGERS  ENTREPRENEURS 


TAKING  LONGER  THAN 
NECESSARY  TO  00  A  JOB 

78%  91% 

TAKING  EXTRA  PERSONAL  TIME 

57%  80% 

HIRING  COMPETITORS'  EMPLOYEES 
TO  LEARN  TRADE  SECRETS 


AUTHORIZING  EMPLOYEES 
TO  VIOLATE  POLICY 

86%  95% 
THE  STRAIGHTEST  ARROWS 

A  study  of  some  300  business  owners 
and  corporate  managers  by  nonprofit 
research  group  RISEBusmess  finds 
that  entrepreneurs  generally  have 
stricter  ethical  standards  than  managers. 
They're  also  better  able  to  live  by  their 
beliefs,  probably  because  they  have  more 
control.  Just  half  say  they  sacrifice 
personal  ethics  to  the  goals  of  business, 
compared  with  71%  of  corporate  types. 

DATA-  RESEARCH  INSTITUTE  FOR  SMALL  AND  EMERGING  BUSINESS 


PITCHES  THAT  ARE 
PACKED  WITH  ADVICE 

Corporate  America  wants  YOU, 
the  small-biz  owner,  and  is  of- 
fering free  tip  sheets  as  a  lure. 

Intuit's  "Recipes  for  Success" 
dishes  out  maxims  from  state 
winners  of  the  Small  Business 
Administration's 
1998  Small 
Business  Person 
of  the  Year  award 
(877  213-7477). 


Visa  and  the  Service  Corps 
of  Retired  Executives  offer  "How 
to  Secure  Financing"  and  "How 
to  Choose  the  Best  Bank  for 
Your  Business,"  with  advice, 
Web  resources,  and  case  stud- 
ies (800  634-0245). 
Sprint's  "A  Day  in  the  Life  of 
a  Small  Business 
Owner"  offers  five 
pages  of  produc- 
tivity tips  and 
quirky  statistics 
(877  711-4485). 


SO  THEY  SAY 


"It  no  longer 
mattered  whether  I 
was  a  man  or  a 
woman. ...  I  worked 
hard  and  my  credit 
was  good. " 
—  Bonita  Schwartz,  who 
was  turned  down  by  a 
loan  officer  but  O.K.'d 
by  a  computer  (page  16). 


CAREFUL-YOUR  HEAD 
MAY  BE  GROWING 


Entrepreneurs  need  self-confidei ^' 
to  succeed,  but  they  may  be  de 
ing  themselves  about  their  abil 
ties.  Professors  Larry  W.  Cox  of  F 
da  International  University  and  St 
Sommer  of  the  University  of  Nebr; 
looked  at  factors  that  entrepreneu) 


NEARLY  50%  OF  400  SMALL-BIZ  OWNERS  POLLED  BY  PADGETT  BUSIN 
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ILLUSTRATION  BV  PETER  FERGUSON.  CHART  BY  RAY  VELLA/BW 


»MEN'S  MOVEMENT 


;he  opening  of  six  new 
n's  business  centers  in 
tine  Small  Business  Admin- 
on  now  has  70  locations 
d  the  country  where  women 
)reneurs  and  wannabes  can 
financial  advice,  marketing 
ance,  technical  training, 
ring,  and  more.  Most  cen- 
e  run  by  local  women- 
;ed  nonprofits  in  partner- 
'ith  the  SBA.  For  locations, 
vww.onlinewbc.org/docs/ 
ndex.html,  or  call  the 
Office  of  Women's  Busi- 

wnership  (202  205-6673).  V""  .:  -"'  9  d  •  "'d""""""d  k 

What  works  in  business?  Progressive  Business  Pub- 
lications offers  plenty  of  pointers  in  its  family  of 
twice-monthly  newsletters — such  as  The  Marketing 
Report,  Wtiat's  Working  in  Credit  &  Collection,  Facility  Manager's  Alert,  and  Keep 
Up  To  Date  on  Payroll.  Each  issue  of  PBP's  22  quick-read  publications  offers  a 
wealth  of  bite-size  tips,  resources,  real-life  case  studies,  and  statistics.  From 
$94  to  $399  per  year  (800  220-5000). 


SPEED 
THE  WEB 


A 


re  slow-loading  Web 
pages  bogging  down 
iyour  business?  Now 
there's  software  that  lets 
multiple  modems  and  phone 
lines  work  as  one,  speeding 
transmission  without  the  cost 
of  additional  high-speed  hnes. 


REAL-WORLD  READING  LIST 


Fatpipe  Speed  Metei 


OK  160K 


><)6K 
128K 


OK 


Send 


16OK 
Receive 


64I^,---.J6K 
32i^  ■  ^  128 
OK  160K 

Total 


E  STATES  OF  SMALL  BUSINESS 

e  business  owners,  the  Small 
iiness  Survival  Committee  feels 
)ngly  about  taxes.  The  conser- 
ive  lobbying  group  recently 
red  the  business  environment 
ach  of  the  50  states  (and  D.C.), 
ed  on  "government-related 
ts"-specifically,  10  types  of  tax 
>  the  crime  rate.  Infrastructure 
regulation  are  not  yet  part 
he  formula,  but  the  SBSC  is 
king  on  a  way  to  quantify  those 
ors,  too. 


LIGHT  TAXES 


HEAVY  TAXES 


MASS- 

SCONN 
^ 


)    MAI  L  BUSINESS  SURVIVAL  COMMIHEE 


believed  led  to  the  success  or  failure  of 
their  companies,  which  averaged  10 
workers  and  $1.4  million  in  sales.  The 
result?  Most  entrepreneurs  attribute 
success  to  their  own  efforts  and  talent, 
but  blame  failure  on  outside  forces, 
such  as  bad  luck  or  hard  times.  The 
danger  is  that  owners  who  do  so  won't 
get  needed  help,  while  those  taking 
undue  credit  for  success  may  be  unpre- 
pared for  a  downturn.  Get  a  reality 
check  from  reliable  outsiders,  the 
authors  suggest — a  lawyer,  a  banker, 
or  an  advisory  board. 


Newly  launched  FatPipe  3.0 
merges  four  telephone  lines 
or  two  integrated  service  dig- 
ital network  (ISDN)  lines  into 
a  single  high- 
speed Net  link 
that  up  to  50 
users  can  access 
through  a  local- 
area  network. 
The  office  ver- 
sion is  $299.  The 
home  version, 
which  supports 
five  users  but 
lacks  some  fea- 
tures, is  $49 
(Ragula  Systems 
Inc.,  801  281- 
3434).  Also  con- 
sider Shotgun  from  Diamond 
Multimedia  (800  468-5846)  or 
MidPoint  Teamer  from  Boca 
Research  Inc.  (561  997-6227). 
Both  combine  two  modems/ 
phone  lines  to  double  trans- 
mission speed.  Either  pro- 
gram is  free  with  a  modem 
from  Boca  or  Diamond  (about 
$140),  but  Intel-net  service 
providers  may  charge  extra 
to  support  the  service. 


For  more  on  net  speedups,  visit 
enterprise.businessweek.com 


{MCES  SAID  THEIR  HIGHEST-PAID  EMPLOYEE  EARNS  LESS  THAN  $25,000 


ENTERPRISE 


Internet 


IT'S  A  HONEY  OF  A  WEB  SITE, 
BUT  WHERE'S  THE  BUZZ? 

Luring  customers  to  your  URL  can  be  tricky.  Here's  how  to  make  them  click 


Ayeai-  ago,  tiny  James  Rivei"  Dnims 
of  Richmond,  Va.,  joined  tlie  thou- 
sands of  businesses  that  stake  out 
new  tmf  in  cyberspace  eveiy  day. 
Founder  Dennis  Jolinson,  who  cliucked  a 
l(3-year  career  as  a  pm-chasing  manager 
at  an  engineering  fo™  to  sell  African- 
style  hand  drums,  figured  his  spiffy 
$3,000  Web  site  would  generate  sales 
around  the  country — even  the  world. 

But  weeks  passed,  and  Jolmson's  Web 
site  diiimmed  up  naiy  a  customer  for 


the  home-based  business.  He  had  no  I  cyberspace.  "I  think  that  most  bu 
idea  why — until  a  Web-savvy  friend  !  nesses  come  to  the  Web  with  really  h 
gave  him  some  seemingly  ob-  MARKETING  expectations,  and  they 
vious,  yet  often  ignored,  ad-    learning  it's  not  'build  it  t 


vice:  It's  fine  to  have  a  site,  but  you've 
got  to  bring  people  to  it. 

It's  easy  for  a  Web  site  to  get  lost  in 


they  will  come,' "  says  Ken  Alia 
group  director  of  site  operations  stra 
gies  at  Jupiter  Communications  LLC 
New  York  computer-industry  consi 
ing  and  analysis  firm. 

Of  course,  legions  of  pricey  cons 
tants  stand  ready  to  help  "drive  traf 
to  your  Web  site.  But  budge t-mim 
small  companies  are  learning  to  p 
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Wann3  look  smart?  Call  Williams  Communications  Solutions,  and  get  clever,  customizable, 
cutting-edge  business  telephone  systems,  like  Nortel's  Norstar  —  the  world's  best-selling  system  for 
small  to  medium-sized  businesses.  And  it's  a  best  seller  for  good  reason ...  make  that 
reasons:  Quality.  Reliability.  Scalability.  Mobility.  Features.  Performance.  On  and  on. 
And  at  Williams,  we  have  a  history  of  helping  companies  —  from  banks  to  hospitals  to 


NORTEL 

NORIH[»N  nWM 


NORSTAR 


retailers  —  put  it  all  together,  better. 

But  business  telephone  systems  are  only  part  of  our  smarts.  Williams  Communications  Solutions 
provides  the  most  reliable  service,  on  the  most  advanced  communications  services  —  like  data 
networking,  call  centers,  network  management,  even  complete  outsourcing  nationwide.  With  one  call, 
you'll  feel  good  about  us,  and  yourself:  1-800-WILLIAMS  or  visit  www.wilcomsol.com. 


Williams 


Communications 
Solutions 


'Pi  1998  Williams  Communications  Solutions,  LLC,  formerly  WilTel  Communications.  Nortel,  the  Globe  mark,  and  Norstar  are  trademarks  of  Northern  Telecom. 
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Internet 


this  game,  too.  They're  opting 
for  cheaper — and  often  more 
creative — solutions,  judiciously 
spending  limited  promotional  dol- 
lars to  market  their  sites,  buying 
consulting  sendees  a  la  caite  for 
specific  technical  tasks,  and  re- 
lying on  some  free,  gi'assroots 
approaches. 

In  Johnson's  case,  some  fairly 
simple  technical  changes  on  his  Web 
pages  help  people  find  the  James  Riv- 
er site  when  they  search  for  "Afincan 
di"ums."  The  fix,  perfomied  by  a  con- 
sultant for  just  $150,  entailed  refining 
"meta  tags,"  the  special  coding  on  Web 
pages  that  enables  search  engines  to 
find  them.  His  traffic  gi-ew  from  vutu- 
ally  nothing  to  anything  fi-om  85  to  140 
visitors  a  week — enough  to  generate 
about  60%  of  his  still-modest  sales.  (He 
gets  the  rest  through  fi-ee  diumming 
demonstrations  in  his  area  and  some 
print  advertising.) 

Where  do  you  begin?  There  are  hun- 
dreds of  Web  sites  that  offer  free  or 
low-cost  help  to  boost  Web  traffic — 
evei-^lhing  fi'om  sites  that  will  register 
you  with  multiple  search  engines  to  so- 
called  link  exchanges  for  swapping  ads 
with  other  sites  (table).  "No  single  thing 
will  make  your  site  successful,"  says 
Syd  Rubin,  a  partner  in  e.magination 
network  LLC,  a  Baltimore  Web  hosting, 
design,  and  promotion  finn.  "It's  doing 
all  of  the  little  things." 


HEY,  LOOK  ME  OVER  Direct 
^^   mail  and  broadcast  ads 
work  for  some. 
Others  publish  their 
own  E-mail  newsletters 


For  stailei-s.  you  should  register  youi' 
Web  site  with  the  leading  search  en- 
gines— Alta  Vista,  Excite,  InfoSeek, 
WebCrawier,  and  Yahoo! — by  filling  out 
a  registration  foiTn  at  their  home  pages. 
Altematively,  you  can  register  for  many 
search  engines  at  once  at  sites  such  as 
www.register-it.com.  Old-fashioned,  non- 
tech  marketing  works,  too.  Haddonfield 
Running  Co.,  a  two-store  lamning-gear 
outfit  in  Haddonfield,  N.J.,  started  a 
stampede  to  its  Web  site  by  putting  its 
Web  address  on,  well,  evei->1:hing.  "We 
listed  om-  Web  site  on  om-  cai'ds,  on  the 
fi'ont  of  the  store,  with  the  logo,  on  the 
bags,  on  the  bottom  of  eveiy  sales  sUp," 
says  Chairman  Joe  Puleo.  While  he 
doesn't  benefit  from  online  sales — the 
shoe  and  apparel  manufacturers  proliib- 
it  them — he  attiibutes  a  15%  increase  in 
his  in-store  sales  to  nmners  who  visit 
liis  Web  site,  attracted  bv  useful  content 


such  as  race  registrations  and  hea 
tips  for  runners. 

Caii  Delmont.  president  of  Freedni 
Mortgage  Corp.  in  Hunt  Valley,  R 
used  both  direct-marketing  brochu 
and  local  TV  and  radio  advertising 
pubhcize  his  finance  company's  Web 
dress,  or  url.  Monthly  traffic  jumj 
from  1,000  to  3,000  hits,  which  Dehii 
says  generate  about  120  applications. 

Still  other  Web-site  businesses  h^t 
managed  to  promote  themselves  by  p|)#rii 
lishing  their  own  E-mail  newslett^jiHp 
which  go  du-ectly  into  subscribers'  mi-mn 
boxes,  or  sponsoring  somebody  elsij!|i' 
To  find  a  newsletter  to  sponsor,  trj'  :<  m 
Direct   E-mail   List   Source   (ww^  i 
copywiitercom/Usts),  which  compiles  k  m. 
names  and  Web  addresses  of  newst  : 
ters.  E-mail  lists,  and  brokers  who  1  f  i 
place  ads  in  the  appropriate  news! 
ters.  Eric  Targan,  the  New  York  C 


LOST  IN  CYBERSPACE? 


Here  is  a  sampling  of  Web  resources  to  help  drive  traffic  to  your  site 

•  SEARCH  ENGINE  REGISTRATION 

WWW.REGISTER-IT.COM 

Will  register  you  free  at  16  search  engines,  but  not 
the  top  ones. 

WWW.G0NETWIDE.COM/G0PUBLIC.HTML 

Links  page  connecting  to  a  couple  of  hundred  registra- 
tion and  announcement  services  and  Web  resources. 


•  BANNER  ADS 

WWW.LINKEXCHANGE.COM/WEBRES0URCE/WRC1.HTML 

Site  for  swapping  ad  banners;  also  has  links  to  online 
tutorials. 

WWW.FLYCAST.COM 

Matches  buyers  and  sellers  of  discount  banner  ad  space 


•  DIAGNOSTICS 

WWW.SITE0WNER.COM 

For  free,  checks  the  Web  page  coding  that  search 
engines  use  to  find  a  site.  Part  of  search  registration 
site  Submit-it.com. 

WWW.WE6SITEGARAGE.COM 

Web  site  tuneup,  offers  both  free  and  paid  services. 

•  WEB  RINGS 

WWW.WEBRiNG.ORG/#RINGWORLD 

Lists  a  huge  number  of  Web  rings  where  you  can  place 
your  site. 


•  SEARCH  ENGINES 

WWW.SEARCHENGINEWATCH.COM 

News  and  links  to  other  resources;  good  how-to  tips  on 
using  search  engines. 

WWW.M0NASH.COM/SPIDAP.HTML 

Tips  on  using  search  engines,  with  ratings. 

•  FREE  LINKS 

WWW.BARNSIDES.COM/LINKS.HTM 

A  roster  of  sites,  directories,  and  search  engines  that 
allow  you  to  list  your  Web  site  for  free. 

WWW.10GH0T.COM 

Lists  popular  sites  by  category;  good  for  link  prospects  ■ 
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Home  Run. 


On  Time  for  America's  Pastime. 


^  \  v  V    It  was  a  real  pressure  cooker  for  Rawlings  Sporting 


;  *vv^  *  Goods.  With  just  a  few  days  to[produce  and  deliver 
ri<***/   .  .  ^  ....  : — ^^^ . 


the[Special  Edition  BasebaMsjfor  the  premier 
event  of  America's  favorite  pastime  in  New  York  and 
Atlanta,  Jeff  Wilson,  Rawlings'  Distribution  Manager, 
penciled  Roadway  into  his  lineup. 


Roadway  Sales  Representative  Chris  Hollisfarranged  for 


[a  pickup^as  the  balls  rolled  off  the  production 
line  and^^^^^^^^^^^^^^^^Wfrom 

Rawlings'  St.  Louis,  Missouri,  home  in  plenty  of 


time[before  the  first  pitch.) 


As  Jeff  put  it,  "Rawlings  ships  baseball  gloves,  bats  and 
all  of  the  baseballs  throughout  the  major  and  minor 
leagues  each  season,  and  no  matter  how  many  curve 
balls  we  throw  at  them,[Roadway  never  misses/' 


Reliable.  Responsive^ 


|Rbadw^y  Express 
blends  the  most  efficient  network  with 
the  most  responsive  work  force  in  the 
industry  to  deliver  exceptional  customer 
service  to  you. 


ROADWAY 

'I 

vvww.roadway.com  1-800-257-2837  www.rQwlings.com 

Call  your  local  service  center  or  Roadway  toU-free  today 

.ceptional  Service.  .  .No  Exceptions' 


Check  Out 
the  New 
Enterprise 
Online 

enterprise.businessweek.com 

Business  Week  Online  has 

expanded  its  site  for 
small-business  owners  and 
executives.  Now  you  can  get 
news  every  day  on  topics 
important  to  you,  plus  an 
array  of  databases,  story 
archives,  and  business  tools. 


ADVICE 


Ask  our  experts  for  business  tips,  read 
the  diary  of  a  budding  entrepreneur,  and 
learn  to  strike  a  balance  between  work 
and  family  life. 

rrnm 

Raise  money,  get  in  on  lucrative  government 
programs,  cut  your  taxes,  and  find  the  best 
deals  on  bank  rates  and  credit  cards. 


TECHNOLOGY 


Find  the  best  computers,  office 
products,  and  services,  and  learn  how 
to  manage  them. 


BENEFITS 


Is  your  pay  package  up  to  par?  Check  out 
our  extensive  surveys. 


YOUR  MONEY 


Plan  your  investments,  taxes— 
and  your  retirement. 


^       Also  look  for  us  on  America  Online 
.  J^.     (keyword:  BW).  For  a  free  trial  diskette 
including  50  free  hours  on  AOL, 
call  1-800-641-4848  and  mention 
Business  Week. 
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based  owner  of  E-mail  Mai'keting  News 
and  the  200,000-subscriber  Joke  of  the 
Day  E-mail  list,  says  reaching  a  list  of 
random  subscribers  generally  inns  $20 
for  each  1,000  readers.  More  targeted 
audiences  cost  up  to  $300  per  1.000. 

For  some  free  self-promotion,  many 
entrepreneiu's  paiticipate  in  Usenet  bul- 
letin boards  and  subscriber-based  E- 
mail  discussion  lists,  or  "listsei-vs."  (To 
find  and  subscribe  to  such  gi'oups,  tiy 
www.dejanews.com  or  www.liszt.com.) 
After  posting  a  comment,  sign  off  with  a 
"signature  file,"  or  "sig,"  that  includes 
your  URL  and  perhaps  a  favorite  saying 
or  a  free  offer  "Make  'em  laugh;  shock 
'em;  get  theii'  attention  somehow,"  says 
Lisa  Hickman  Biyan,  whose  Indialan- 
tic  (Fla.)  marketing  and  pubhc  relations 
fimi,  Word  Works  ,  has  foimd  98%  of  its 
clients  through  postings. 

"Swapping"  links  with 
other  Web  sites  is  effec- 
tive, too.  You  can  do  this 
infomially,  by  inviting  oth- 
er sites  to  link  to  yoiu's  in 
return  for  your  linking  to 
theirs.  Or  try  joining  a 
"Web  ring,"  a  group  of 
sites,  usually  addressing  a 
common  theme,  topic,  or 
audience,  that  allows  the 
siufer  to  chck  from  one  to 
the  other.  You  can  search 
44,000  rings  at  the  Ring 
World  directory,  run  by 
the  site  WebRing.  Then,  visit  the  home 
pages  of  i-ings  you'd  Hke  to  be  a  pait  of 
A  "lingmaster"  detennines  whether  you 
can  join. 

Do  Web  I'ings  work?  John  New^aoit, 
27,  co-president  of  New]3ort  Industries 
International,  an  office-supply  and  elec- 
tronics wholesale  operation  in  Oak  Hai'- 
bor.  Wash.,  used  a  search  engine  to  find 
Web  rings  about  electronics.  He  says 
that  by  joining  several  of  them,  he  in- 
crease'd  Web  sales  tenfold,  to  $50,000  a 
month.  "As  soon  as  I  got  on  them,  I 
got  37  extra  E-mails  from  people  who 
wanted  camcorders,"  he  says. 

Sometimes,  however,  nothing  tai-gets 
youi'  market  like  a  well-placed  banner 
ad.  Banners,  put  on  Web  sites  and  the 
pages  of  search  engines,  link  directly 
to  the  advertiser's  Web  site.  @Backup,  a 
San  Diego  company  that  backs  up  com- 
puter files  sent  over  the  Internet,  fre- 
quently buys  banner  ads,  sometimes 
tiying  out  different  ones  to  see  which 
draw  the  most  traffic,  says  Chris  d'Eon, 
the  firm's  marketing  director.  You  can 
also  have  yom*  banner  ad  appear  on  a 
seai'ch  engine's  Web  page  by  puixhasing 
a  specific  "key  word."  The  ad  pops  up 


when  someone  searches  for  the  woi 
Barewalls  Interactive  Art  LLC,  a  Ca 
bridge  (Mass.)  company  that  sells  abc 
200  art  posters  a  day  over  the  W( 
spends  most  of  its  promotional  budj 
buying  words  like  "poster." 

Lome  Liebemian,  the  company's  m 
keting  dii'ector,  says  the  ads  attract  n 
tivated  customers  "with  dollars 
spend"  right  away. 

The  cost  for  key  words  genera 
ranges  from  $35  to  $85  for  every  1,( 
times  the  word  is  used,  says  Leonai 
Bilello,  senior  accoimt  executive  at  Di 
bleClick  Inc.,  which  sells  key  words 
Alta  Vista.  But  if  you  want  banners 
the  cheap,  tiy  one  of  the  so-called  b; 
ner  exchanges,  such  as  LinkExchai 
that  let  you  swap  ad  space  on  somei 
else's  site  for  space  on  yours.  Or, 


DOUBLE  TAKE: 

A  ''banner"on  a 
Web  site  or 
search 
engine  can 
get  results 


can  go  to  a  banner  repackager.  sue! 
Flycast  Communications  Corp.,  wl 
sells  banner  space  at  a  discount.  < 
caveat:  You  can't  always  control  wl^ 
your  ad  appears. 

For  more  control,  you're  better  f 
buying  banners  du-ectly  from  a  site 
favor  It's  typical  to  pa>  $3  to  $5  ; 
every  1,000  banners  displayed,  mi 
mucli  as  $10  to  $15  per  1,000  for  n-t- 
targeted  audiences.  To  create  those  I 
nere,  gi-apliic  designei*s  chai-ge  anywlf 
fi-om  $50  to  $1,000  apiece.  The  smaf! 
cheaper  agencies  are  often  a  better  ^' 
"They  won't  put  a  ftill-motion  movia 
youi'  banner  that  bogs  down  the  view'!;! 
machine.  People  don't  buy  fi'om  \M% 
we've  tested,"  says  @Baclaip's  d'Eoij 

Indeed,  tiying  a  bit  of  this  and  ali 
tie  of  that  is  what  this  elusive  arfl 
Web  site  promotion  is  all  about.9 
coui"se,  if  you  do  want  help,  there's  pfi 
ty  out  there.  A  search  of  Yahoo!  n 
earths  a  new  category,  Web  servia 
It  has  7,809  sites . . .  and  counting.  •  \ 
By  Roy  Furchgott  in  Baiting 

To  learn  more  about  Web  ad  networks,  vi^ 
enterprise.businessweek.com 
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four  more  desks;  $625 

second  laser  printer:  $999 

larger  conference  table:  $755 


becoming  a  bigger  fish  in  the  pond: 


there  are  some  things  money  can't  buy. 

for  everything  else  there's  MasterCard.' 


199M  Mn<erC*rd  InCernnn.nal  tnci.rpt.ralcd 


www.mastercard.com 
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FROM  COCKPIT 
TO  CORNER  OFFICE 

Eddie  Cheever  is  a  top  driver — and  a  driven  businessman 


Veteran  auto  racer  Eddie  Cheever 
Jr. — winner  of  this  year's  Indi- 
anapolis 500 — took  a  crash  course 
in  entrepreneurship  on  his  journey 
from  driver- for-hire  to  ENTREPR 

business  owTier  The  fii'st   

Indy  winner  since  1977  to  owm  his  team, 
a  company  called  Team  Cheever  Motor- 
sports,  Cheever  has  done  well  on  and 
off  the  track.  But  in  July,  Cheever  the 
businessman  balked  at  pay- 
ing tens  of  thousands  of  dol- 
lai's  for  a  one-race  insurance 
policy  with  a  $50,000  de- 
ductible. Days  later,  Cheever 
the  driver  smacked  into 
wall  at  200  mph,  demoUsh- 
ing  a  S400,000  car,  breaking 
a  $120,000  engine  in  two— 
and  walking  away  much  the 
wiser.  The  mangled  assets 
now  sit  in  the  "corner  of 
horrors"  of  Team  Cheever's 
Indianapolis  headquarters,  a 
reminder  of  the  perils  that 
await  any  staitup,  particu- 
larly those  with  700-horse- 
power  engines. 

For  the  most  part, 
though.  Team  Cheever  is 
having  a  banner  year.  The 
crushed  car  was  the  same 
one  he  clrove  to  victory  on 
May  24  at  Indy.  Also  in  the 
money,  four  cai-s  behind,  was 
the  team's  No.  2  driver.  Rob- 
by  Unser.  Their  combined 
earnings  pumped  $1.64  mil- 
lion into  the  two-year-old 
company,  whose  revenues 
last  yeai*  were  $8  million. 
IN  THE  CHIPS.  More  impor- 
tant. Team  Cheever's  Indy 
iTin  wa.s  seen  by  90  million 
viewers,  delivering  a  mother 

lode  of  media  exposure  for  team  as  primarily 
ail-impoitant  sponsors  who  a  marketing  venture 

pay  up  to  So  million  a  year 
to  use  his  racing  operation  for  advertis- 
ing and  promotion.  "They  pay  the  way." 
says  Cheever.  who  views  his  team  as  a 
marketing  company  first  and  sporting 
ventui-e  second.  "I  don't  include  one  pen- 


ny of  prize  money  in  my  budget  projec- 
tions because  the  racing  gods  are  too 
fickle."  His  20  full-time  employees  are 
mostly  high-tech  mechanics.  But  they 
i^l^£|jpg  also  include  a  marketing 
  manager  who  helps  spon- 
sors get  the  most  out  of  their  affiliation 
with  auto  racing — fi'om  logos  on  the  hood 
to  lunches  with  Cheever — and  a  "hospi- 
tality manager,"  or  pit-stop  concierge, 


big  race.  To  bring  Rachel's  on  boai 
Cheever  had  to  execute  some  flashy  n 
neuvers.  First,  he  persuarled  an  assocn; 
sponsor,  Midwestern  hardware  ch; 
magnate  John  Menard,  to  carry  Rach' 
at  his  138  Menards  stores.  That  virtue 
guaranteed  Rachel's  sponsorship  inve 
ment  would  be  covered  before  a  sin; 
race  was  run. 

The  Indy  win  turned  out  to  be  a  ( 
lightful  double-dip  for  Rachel's.  Natio 
print  and  TV  coverage  provided  exi 
sure  worth  $6  milHon  to  $8  million 
those  with  their  brands  on  the  vict' 
car,  according  to  Ann  Arbor  (Mich.)  m 
keting  researcher  Joyce  Julius  &  Ass( 
ates.  "Since  Indy,  our  phones  have  b* 
ringing  off  the  hook.  Our  chip  sales  h- 
doubled,"  says  James  M.  Garlie,  pn 
dent  of  RLD  Enterprises  Inc.,  parent: 
Rachel's  brand.  Garlie  has  also  casl 
in  on  Team  Cheever's  succes.s  by  - 


UNDER  THE  HOOD 

COMPANY  Team  Cheever  Motor- 
sports,  20-employee  open-wheeled 
Indy  car-racing  and  sports-nnarket- 
mgteam  based  in  Indianapolis. 
Founded  in  1997.  Revenues  last 
year:  $8  million.  Projected  for 
1998:  More  than  $10  million. 


OWNER  1998  Indianapolis  500 
winner  Eddie  McKay  Cheever  Jr., 
40  (a.k.a.  E=mc2). 

BUSINESS  Sports  marketing  of  tw 
race  cars,  two  drivers,  11  IRL 
races,  and  related  events  as  adver- 
tising and  marketing  opportunities 

GOALS  Attract  bigger-name  spon- 
sors with  deeper  pockets  while  pro 
/iding  wider  opportunities  for  exist 
ng  sponsors.  Form  strategic 
alliances  with  auto  makers  and 
component  manufacturers. 

BIGGEST  CHALLENGE  Competinj 
for  sponsors  from  other  racing 
teams  with  higher  profiles  in  mor( 
established  racing  series  such  as 
CART  and  NASCAR. 


YOUR  AD  HERE 

Cheever  views  his 


sponsors  and  their  guests. 

The   chief  sponsor  of 
Cheever's  Indy  car.  Rachel's 
Gourmet  Potato  Chips,  has 
already  bagged  considerable 
benefits  by  taking  a  chance  on  a  new 
owTier-driver  in  an  upstart  racing  league. 
A  previous  sponsor  had  jumped  ship, 
and  the  Minneapolis-based  snack  food 
maker  signed  on  just  10  days  before  the 


panding  his  marketing  to  the  10  c 
where  the  racers  compete. 

Courting  sponsors  is  second  naff' 
to  Cheever.  40.  Born  in  Arizonaik 
moved  to  Italy  at  4.  when  his  fei 
opened  a  chain  of  fitness  centers 
Europe.  Little  Eddie  soon  eamedifc 
racing  stripes,  winning  the  EuroJB| 
and  Italian  go-cart  championship 
15.  His  formal  schooling  ended 
years  later  when  he  signed  a 


fam 

sum 
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And  here's  one  for  you: 
pineapple  futures." 


READY    FOR   A   HOTEL  THAT'S   ALL  BUSINESS? 


SELECT 


EETiNG  Facilities         Room  Service        Voicemail.         Business  Class  Is  Standaro- 


ning  Soon 


MAR'  l5.\0 

1-800-HOLIDAY 

vVnislo.n-Salem 

t  RESERVATI 

OIMS. 

MASSACHUSETTS 

OHIO 

Boston 

Cleveland 

San  Diego 

Tatnpa 

MICHIGAN 

OKLAHOMA 

(2  locaiionsi 

GEORGIA 

AuDurn  Hills 

Tulsa 

CONNECTICUT 

Atlanta  :'3  locationsi 

MINNESOTA 

OREGON 

Slamfora 

taiNois 

Minneapolis 

Portlano 

DISTRICT  OF 

Chicago-N'apervilte 

■2  locations) 

PENNSYLVANIA 

COLUMBIA 

Decatur 

MISSOURI 

Philadelphia  Area 

Alexandria.  VA 

INDIANA 

Columbia 

t2  locations) 

FLORIDA 

Indianapolis 

St.  Louis 

Pittsburgh 

Ctearvv^ter 

(2  locationsi 

St.  Peters/ 

TENNESSEE 

Foa  Myets 

LOUISIANA 

St.  Charles 

Knoxville  (2  locationsi 

Miami 

New  Orleans 

NEW  JERSEY 

Memphis 

Orlando  (2  locations) 

'2  locations; 

Clark 

Nashville  (2  locations} 

Panama  City 

Clinton 

TEXAS 

DaDas 

(7  locations) 
Houston 

(2  locations) 
San  Antonio 
VIRGINIA 
Lynchburg 
Richmond 
WASHINGTON 
Seattie-Renton 
WISCONSIN 
Appleton 


CANADA 
NOVA  SCOTIA 

Hjiitax 

ONTARIO 

Brampton 

Toronto 

Windsor 

QUEBEC 

Montreal 

MEXICO 

Guadalajara 
Mexico  City' 
(2  locations; 


SOUTH  AMERICA 
ARGENTINA 

Buenos  Aires' 
COLOMBIA 

Santa  Fe  de  Bogota 


W  O  B  t  D  W 

Afore  Rewards,  More  Ways' 


HOLIDAY-iNN.COM 


contract  to  test-chive  racers  for  FeiTari. 

In  1990,  he  retui-ned  to  the  U.S.  to 
race  open-wheeled  "Indy"  cars  in  the 
Championship  Auto  Racing  Teams 
(cart)  series.  He  earned  Rookie  of  the 
Year  honors  in  liis  first  IndianapoHs  500 
that  yeai;  but  he  never  got  into  the  win- 
ner's circle.  Frustrated,  Cheever  felt  he 
couldn't  be  a  consistent  winner  until  he 
had  full  control  over  the  cai-s  he  fb'ove — 
from  technology  to  pit  crew. 
TRICKY  TURN.  Opportunity  knocked  when 
the  Indy  Racing  League  (IRL)  was 
fomied  in  1996  by  a  faction  inside  cart 
that  felt  coiporate-ovraed  racing  teams 
were  nmning  up  costs  and  cutting  out 
smaller  rivals.  Wanting  greater  parity, 
it  wrote  cost-containment  rules  that 
halved  the  expense  of  fielding  a  cai'.  Tliat 
allowed  Cheever  to  become  the  iRL's  fii"st 
owner-driver  last  year.  With  more  than 
$1.5  million  in  startup  money  from  sav- 
ings and  private  backers,  he  fielded  a 
tiTisted  team  of  racing  vetei^ans  and  mar- 
keting pros.  Since  then,  he  has  been  rein- 
vesting his  profits  and  expects  to  have  at 
least  $3  million  in  equity  by  yearend. 

Cheever  admits  that  being  the  boss 
was  frustrating  at  fii^st.  "I  stoiTned  out  of 
my  office,  cursing  and  swearing  and 
telling  my  staff  that  I  wish  I  could  go 
back  to  just  being  a  driver,"  he  says. 
"As  an  owner,  I  have  had  to  leam  that 
the  word  team'  does  apply  to  racing."  To 
complement  his  skills,  he  sought  the  fi- 
nancial, management,  and  marketing 
counsel  of  proven  businesspeople.  In  pai- 
ticular,  he  relies  on  minority  partner 
Clyde  Perlee,  an  Indianapolis  native  and 
publishing  entrepreneur,  and  Menard, 
who  has  his  own  IRL  team  but  pm'chased 
an  associate  sponsorship  of  Cheever's 
car.  Other  secondary  sponsors  include 
Goodyear,  Bosch,  Ti-ue  Grit,  and  Pennzoil. 

Win  or  lose,  wagering  on  Team  Cheev- 
er as  a  marketing  tool  appears  to  be  a 
smart  bet.  Auto  racing  has  gained  2.5 
million  fans  in  the  last  four  years  and  is 
now  the  No.  1  choice  for  companies  in- 
volved in  sports  marketing  and  adver- 
tising, according  to  the  iec  SjMnsorslup 
Report,  a  newsletter  that  tracks  coi-po- 
rate  sponsorships.  Sponsorsliip  revenues 
have  grovm  to  $1.1  billion  (golf  is  sec- 
ond), so  Team  Cheever  would  seem  to  be 
on  the  right  track.  The  owner  has  vi- 
sions of  expanding  as  a  testing  sei-vice 
for  car  and  component  makers,  and  it 
wouldn't  be  surprising  one  day  to  see  a 
Team  Cheever  car  running  with  the  big 
dawgs  on  a  nascar  track.  Fast  Eddie 
has  learned  there  are  two  basic  niles  of 
success  that  apply  to  both  racing  and 
business:  Try  to  stay  ahead  of  the  other 
guys,  and  always  follow  the  money. 

By  Wes  Smith  in  Indianapolis 

Join  Cheever  for  a  live  chat  October  4  at  9  p.m. 
EDT.  Go  to  America  Onhne:  Keyword:  BWtalk. 
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HEALTH-PLAN  WOES? 
JOIN  THE  CLUB 

Regional  buying  groups  make  it  easier  to  offer  benefits 


SMOOTH  SAILING:  Riverboat  Cruises  can  offer  employees  a  panoply  of  plans 


When  Anne  Herzog  stalled  Florida 
Entech  in  1993,  she  foimd  herself 
in  a  bind.  To  attract  employees, 
her  Orlando-based  company,  which  makes 
rides,  displays,  and  other  equipment  for 
theme  parks  such  as  Universal  Studios, 
had  to  offer  competitive  medical  bene- 
fits. But  Florida  Entech,  hke  most  small 
employers,  was  at  a  disad-  HEALTH 

vantage  in  the  health-care   

marketplace.  Lacking  the  clout  of  large 
employee,  small  businesses  tyDically  can't 
negotiate  premiums,  and  then-  employ- 
ees get  stuck  with  higher  deductibles. 

Then  she  found  out  about  Florida 
Community  Health  Pmx-hasing  Alliances 
(CHPA).  Since  1994,  the  state  has  made  it 
easier  for  small  employers  to  get  insm-- 
ance  by  sponsoring  regional  buying 


groups.  These  gi'oups  allow  compans 
to  tailor  theu-  health  plans  to  employs 
needs,  while  reducing  costs  and  adni- 
istrative  hassles.  There  ai  e  now  eighj 
them — aiding  nearly  23,000  Florida  lii 
ployers  to  date.  Herzog  can  offer  ('■ 
erage  to  her  40  full-time  employees,  .c 
it  costs  25%  less  than  the  cheaps' 
CARE     available  alternative.  A\i 

  bonus,  workers  get  a  msi 

of  health  plans.  "CHPA  is  one  of  the  \9  m 
programs  Florida  has  ever  develoR 
for  small  business,"  says  Herzog.  i 
Such  local  alliances  are  catching^i 
across  the  country.  Today,  consuiii"|y^ 
choice  health  pm-chasing  groups  (cffsMtjiy 
are  providing  relief  to  benefit-star|< 
small  employere  in  14  states,  coverinj* 
many  as  750,000  people.  Chicago-jpi 


TIMELY  TONIC:  CHPGs  can  cut  costs 
and  workers  enjoy  more  choices 
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Plug  it  in,  turn  it  on.  Now  adding 
netwoN(  storage  is  a  Snap! 


■-  Made  'simple  are  trsdemarki.  and  the  Meridian  logo     <i  regr,lerr:d  Lradernarl-  ol  (  Icndi.iri  L), 


Starting  at  just  $995,  the  Snap!  Server™  from  Meridian  Data  is  everything  you  want  in  a  storage  server 
It  comes  preconfigured  to  recognize  your  network,  so  you  really  can  just  plug  it  in  and  turn  it  on  —  with  no 
Dwntime  for  your  existing  servers.  And  with  prices  ranging  from  $995  for  the  4  GB  server  to  1 2  GB  for  $  1 795, 
snap!  Server  redefines  network  storage,  offering  the  perfect  combination  of  quick  and  easy  installation  at  prices 
never-before-seen  for  a  file  server  In  fact,  Snap!  Server  is  so  hassle-free,  it  comes  with  an  unconditional 
30-day  money-back  guarantee.  And  now,  you  could  win  a  Snap!  Server  just  by  visiting  our  web  site 
at  www.snapserver.com/busw  or  simply  call  I  -888-343-SNAP  ext.  600. 


0%  MERIDIAN" 

Network  Storage  Made  Simple 
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employers  started  a  group  this  summer, 
and  in  New  York  City,  Mayor  Rudolph 
Giuliani  has  authorized  $1  million  to 
launch  a  citywide  health  purchasing 
group  by  early  1999.  Several  more 
states  have  plans  in  the  works  (table). 
Congressional  lawmakers  are  jumping 
on  the  bandwagon,  too,  considering  two 
new  bills  to  bring  small  employers  to- 
gether to  buy  insui'ance.  "chpus  repre- 
sent a  new  paradigm  in  small-business 
health  care,"  says  Kevin  Haugh,  co- 
foimder  of  the  Institute  for  Health  Pol- 
icy Solutions  in  Washington.  "I  wouldn't 
be  smprised  if  theii*  em-ollment  doubled 
vdthin  the  next  two  years." 

Small  employers 
who     recall  how 
the  scandal-plagued 
multiple  employer 
welfare  associations 
(MEWAs)  of  the 
early      1980s  j 
ran  off  with 
premium  pay- 
ments may 
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among  all  the  participating  insurers. 
Most  progi-ams  requii'e  employers  to  pay 
at  least  50%  of  the  premiums  for  the  ■ 
least  expensive  health  plan.  That  keeps 
employers'  costs  down,  while  employees 
still  get  access  to  as  compi'ehensive  cov- 
erage as  they're  vrilling  to  pay  for. 

The  pm-chasing  gi-oups  don't  solve  all 
problems  in  all  places;  their  abihty  to 
undercut  market  rates  depends  on  each 
state's  insm-ance  law.  But  even  in  states 
that  regulate  premiums,  chpgs  can  pro- 
vide savings.  Brian  Gerhait,  president  of 
Riverboat  Ciiiises,  a  small  outfit  with 
20  full-time  employees  in  Sacramento, 
saved  25%  by  joining  the  Health  Insur- 

Mapping  Out  Health  Care 

Consumer-choice  health  purchasing  groups  are  spreading  fast,  but  are  not 
available  everywhere.  For  updates  and  to  contact  one  in  your  state,  go  to  the 
Institute  for  Health  Policy  Solutions'  web  site  (www.ihps.org). 


I- 


be  leery  of 
any  gi-oup- 
purchasing 
scheme. 
But  CHPGS  ^ 
are  merely 
intermedi- 
aries be- 
tween em- 
ployers and 
insurers  and,  ^ 
unlike  mewas, 
put  premiums 
in  established 
insurance  plans 


IN  OPERATION 


IN  DEVELOPMENT 


BEING  CONSIDERED 


CALIFORNIA 

✓ 

KANSAS 

✓ 

MISSOURI 

✓ 

COLORADO 

✓ 

KENTUCKY 

✓ 

MONTANA 

✓ 

CONNECTICUT 

✓ 

LOUISIANA 

✓ 

NEBRASKA 

✓ 

FLORIDA 

✓ 

MAINE 

✓ 

NEW  HAMPSHIRE 

✓ 

GEORGIA 

✓ 

MARYLAND 

✓ 

NEW  JERSEY 

✓ 

ILLINOIS 

✓ 

MASSACHUSEHS 

NEW  MEXICO 

✓ 

INDIANA 

✓ 

MICHIGAN 

NEW  YORK 

IOWA 

✓ 

MINNESOTA 

✓ 

NORTH  CAROLINA 

OHIO 
OREGON 
TENNESSEE 
TEXAS 
UTAH 
VERMONT 
VIRGINIA 


DATA:  INSTITUTE  FOR 
HEALTH  POLICY  SOLUTIONS 


MOT 


rather 

than  in  risky  investments. 

These  newly  affordable  health  plans 
come  none  too  soon  for  small  businesses 
competing  in  tight  labor  markets  amid 
rising  health-care  costs.  In  1996,  only 
49%  of  companies  with  fewer  than  200 
employees  offered  coverage,  compared 
with  99*%  of  companies  vrith  more  than 
200  employees,  according  to  a  recent 
study  published  in  the  joumal  Health 
Affairs.  The  smallest  employers  did 
even  woi-se:  Only  42%  of  finns  with  1  to 
9  employees  offered  coverage. 
FREEDOM  OF  CHOICE.  CHPGS  vaiy  fi-om 
state  to  state,  and  no  two  are  exactly 
alike.  When  they  first  came  on  the  scene 
five  years  ago,  state  agencies  played  an 
active  role.  Nonprofits  run  the  newer 
CHPGS  that  have  limited  ties,  if  any,  to 
government.  Employers  pay  a  nominal 
fee  (say,  $100)  to  join  the  gi"oup,  which 
handles  all  the  paperwork  of  adminis- 
tei-ing  health  insurance  and  dealing  with 
insurers.  Employees  then  choose  from 


ance  Plan  of  CalifoiTiia  (HIPC).  Gerhart 
used  to  offer  one  expensive  plan  that 
tried  to  "be  all  things  to  all  people,"  he 
says,  but  now  his  employees  can  choose 
from  among  22  options  offered  through 
HIPC.  A  middle-aged  employee,  for  ex- 
ample, opted  for  generous  prescription 
drug  coverage  but  no  well-baby  care, 
while  a  younger  employee  chose  a  plan 
with  excellent  pediatric  benefits  but  little 
catastrophic  coverage. 

All  plans  offer  the  same  basic  bene- 
fits, for  which  Gerhart  pays  about  75%. 
But  they  differ  with  regard  to  the  doc- 
tor/hospital network  and  the  level  of 
copayment.  For  a  single  employee  under 
30,  premiums  range  from  $75  a  month 
for  basic  hmo  coverage  to  $165  a  month 


for  the  most  comprehensive.  "When 
comes  to  competing  for  qualified  ei 
ployees,  hipc  levels  the  playing  field  f 
little  guys  hke  me,"  says  Gerhail;,  wl 
says  turnover  has  been  cut  in  half  sin 
he  joined  HiPC. 

SPREAD  THE  WORD.  Despite  its  adva 
tages,  HIPC,  the  nation's  fii-st  chfg,  h 
not  gi-ov/n  as  fast  as  expected.  Aft 
five  years,  the  California  progi-am 
sm-es  only  about  5%  of  the  state's  sm 
employers.  The  reason?  Without  a  hel 
er  mai'keting  budget,  the  gi-oup  has  or 
been  able  to  make  itself  known  to  abc 
one-tlmxl  of  the  state's  small  business 
But  word  is  spreading:  Small  employe 
can  now  find  o 
about  purchasi 
groups    in  thi 
state  by  going 
^ATvw.ihps.org, 
Web  site  i- 
cently  ( 
}        .  tablishi 
J0  by  the  :• 
0  stitute 
\     Health  Pc 
cy  Solutio 
Local  cha 
bers  of  co 
merce  are 
good  sources, 

Perhaps  one 
the  most  succe 
fully  marke 
CHPGS  is  Conne 
cut's — no  surp 
for  the  home  stat 
the  insm-ance  indus 
In  1995,  the  Conne 
cut  Business  &  Ind 
try  Assn.  (CBIA)  fo: 
a  CHPG  that  now 
3,600  companies 
rolled     and  so 
60,000   people  c 
ered.  cbia  enroUii- 
can  choose  ft'om  among  17  options 
fered  by  the  state's  foui'  largest  ini 
ers:  Kaiser,  ckjna.  Physicians  He; 
Services,  and  Aetna. 

Danbury  (Conn.)-based  Maplec: 
Software,  with  30  employees,  joi 
(^bia  last  year  at  the  urging  of  empl 
ees  who  Live  in  neai'by  New  York  Si 
"Om-  Kaiser  hmo  plan  did  not  incHt 
any  New  York  doctors  in  the  netw(^ 
Like  most  small  employers,  we  ccii 
not  afford  to  go  with  several  provid 
says  Karen  Doolan,  who  man 
Maplecvest's  employee  benefits.  T 
may  not  be  the  total  cm-e  for  small 
ness'  health-care  ills,  but  so  far  c 
look  hke  pretty  potent  medicine. 
By  Joshua  Kendall  in  Balti 
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I  admit  it.  I  love  the  sound  of  my  own  voice.  And  now 
when  I  say  things  like  "start  diGtation',"'delete  paragraph,"  "launch 
-mail,"  my  computer  does  it.  Does  as  it's  told.  Philips  FreeSpeech'98™ 
oftware  makes  it  possible.  Put  your  mouth  to  work.  Call,  toll  free, 
-877-856-4154  or  visit  www.freespeech98.com 

I  1998  Philips'Consumer  Electronics  Corporation. 


PHILIPS 


mah  Hm}^  beH&f 


ENTERPRISE 


J 


Finance 


LENDING 

BY  THE  NUMBERS 

Credit-review  software  is  coolly  objective.  How  will  you  fare? 

factors  as  her  years  in  business 
promptness  in  paying  bills.  Then,  it 
culated  a  thi*ee-digit  score.  "It  no  lonJ 
mattered  whether  I  was  a  man  oi 
woman.  What  mattered  now  was  thai 
worked  hard  and  my  credit  was  goo 
says  Schwartz. 

FAST  LANE.  Looking  for  a  small-busrn;; 
loan?  Chances  are,  if  you  approach 
major  national  bank  these  days,  or  el 
a  big  nonbank  lender,  you  too  will  - 
judged  by  the  numbers.  The  comput 
ized  process  of  credit  scoring  has 
panded  the  pool  of  small-busini 
lenders  by  making  it  profitable  i: 
them  to  make  loans  under  $500,C 
Credit  scoring  reduces  the  process, 
costs  and  screens  out  bad  risks  j 
the  big  banks,  enabhng  them  to  or 
lower  interest  rates  to  boiTowers  m': 
good  scores  and  higher  rates  to  thji 
with  less-sterling  scores.  Tw'enty-thi 
of  the  top  25  small-business  lender 
mostly  major  banks — use  credit  sc 
ing,  according  to  Fair  Isaac  &  Co  il 
San  Rafael,  Calif.,  the  leading  provia 
of  credit-scoring  software.  The  procis 
originated  in  the  early  '90s  to  evakf 
business-credit  requests  and  begar 
spread  among  big  lenders  abi 
thi'ee  yeai-s  ago.  Most  likely,  yd 
never  hear  the  tenn  credit  sir 
ing  at  all,  but  the  tip-off  wir  < 
shorter  apphcation  and  loan-i> 
cessing  time. 
How  do  you  know  if  credit  scoiif 
will  be  helpful  to  you?  Certainly,  mfi 
people  who  can't  get  bank  loans  berS 
fi'om  this  by-the-numbers  approach  p 
cause  it  gives  more  weight  to  persiia 
credit  histoiy  than  do  traditional  lencij 


St' 


Tlie  night  before  she  was  due  to  re- 
ceive a  crucial  loan  for  her  gi'owing 
biusiness,  Bonita  Schwaitz  got  a  baf- 
fling inquiry  from  her  banker.  "He  calls 
me  at  home  and  says,  'I  just  want  to 
make  sui'e — you  got  that  business  in  a 
divorce?' "  she  recalls  him  asking.  In  fact, 
she  had  started  the  business  herself  as  a 
single  woman,  which,  she  says,  he  knew. 
Schwartz  took  the  remar'k  as  a  put-down, 
the  implication  being  that  she  couldn't 
have  started  the  business  on  her  own.  "If 
I  were  a  man  he'd  never  say  such  a 
thing  to  me,"  she  says.  The  next  day, 
Schwartz,  tlie  owner  of  a  12-per'son  opin- 
ion-research fuTn,  was  told  she  wouldn't 
get  the  loan — but  not  why.  Rather  than 
appeal  the  decision,  she  moved  on  to 


"find  myself  a  differ'ent  kinil  of  bank." 

It  tui'ned  out  to  be  very  differ'ent. 
Not  only  wer"e  there  no  intr-usive  phone 
calls  but  this  bank  also  r^elied  on  an  en- 
tir-ely  different  kind  of  application 
process,  known  as  credit  scoring.  In  the 


end,  she  got  a  $450,000 
loan  that  enabled  Schwartz 
Research  Services  Inc.  to  build  its  new 
Tampa  headquarters.  Rather  than  r-e- 
viewing  her  business  plan,  making  on- 
site  visits  to  the  company,  and  looking 
over  years  of  audited  cash-flow  state- 
ments, the  bank  used  a  computerized 
progr'arn  to  make  the  decision.  Schwartz 
filled  out  a  simple  application  forrn,  and 
the  computer  toted  up  pluses  and  mi- 
nuses to  gauge  the  risk,  weighing  such 


BORROWING       policies,  pr-oponents  J 

  But  its  cold-blooded  obd 

tivity  is  not  for  everyone.  While  m 
computer-  progr-am  doesn't  consider  \t 
or  gender",  r-educing  the  possibilit;0 
discrimination  by  lender-s,  it  also  w>' 
cut  you  any  slack  for  your  abilit; 
rise  above  per'sonal  tr-agedy,  such  aj 
illness  that  has  bankrupted  your 
nor  will  it  consider  such  subjectivi 
pects  of  youi'  character*  as  your  cj 
roots  in  the  community,  as  a  neigh 
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ue've  MRoe  surfing 

possiGLe  siNce  1993. 


I  f  you've  ever  surfed  the  Net  ...  visited  a  Web  site  ... 
downloaded  a  file  ...  even  sent  an  e-nnail,  the  dot  com 

TM 

people    at  Network  Solutions  helped  nnake  it  happen. 

Because  with  2.3  MILLION  Web  addresses  registered 
worldwide,  we're  responsible  for  helping  more  people 
and  businesses  communicate  over  the  Net  than  all  other 
registration  service  providers  combined. 

And  now,  our  5  years  of  experience  (a  lifetime  in  the 
digital  age)  are  helping  to  shape  the  future  of  the  Internet 
as  well.  With  Web-based  e-mail  products  ...  consulting 
services ...  and  more. 


So  the  next  time  you  wonder  how  the  Internet  will 
look  tomorrow,  see  what  we're  doing  today. 


For  more  information,  call  1-800-557-0230 
www.networksolutlons.com 
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Tbe  ccrrj'srer  never  even  r?^  seep 
im.:  a  bsnk  brsn-i.  ""We  Te  r:«x  ^jrer^  £. 
rt£i-;ri^rp  'H:  me  disec^rier."  savs  Terr: 
A.  E'isl  vice-eh^iTTEai  of  WeEs  Fargc. 

r  ir        '_rrTnscsc!ieT.  e  r^-r™eT  zzi 

T3£r.T  Center  ^tag:-  '-g.  Tsinin  erecis  ccn- 
sen  scages,  eretin  scoriiig  ~avec  a  loc  ci 
ir?C'neT.  He  ^ras  abc-ai  .o  :>p"  for  a  leas- 
ing deal  for  a  new  ahiminun  :u~d:>:r 
cC'n<:er:  roof  svsten:  a:  an  inieres"  ra:e 
of  more  "Jhsii.  31*^ .  Bnc  zhen.  Hicemia 
Xadons;  Bank,  a  Si2  bilion  bank  in 
New  Oriean-.  -A-'nieh  •jses  credi"  sccir- 
ing.  c5ered  Gem-cacher  a  -5o'}.'»J  loan 
a:  12^  iniieres:  for  "he  eight 

bacher  and  his  P'artner.  as  "xeil  as  ieir 
'A'nai  .C"iieQ  "  -"e  a  jTs-zit-cazn  apr'-ica- 

Tte  compviterizcd  prct-ess  helps  n:ake 
sti'Zh  G/icl-;  ramar:un-is  p-i'ssfcle.  An  ex- 
perienc-e-d  c^-ker  takes  about  12.5  hours 

apphcarlor„  but  cre-dit  scc'ring  can  be 
d-one  bv  a  derk  in  a  mere  15  minutes,  ac- 
otrding  tc  Latimer  Asch.  -idce-president 
for  fcmm-ercial  markets  at  Fair  Isaac 

Ho"A  dc  vcu  know  if  you're  a  go€>d 
candidate  for  credit  scoring?  If  vouVe 
been  in  business  i:r  a  short  time,  tout 
chances  of  getting  a  loan  are  poor 
liable;.  ""^eVe  found  the  riskiest  busi- 
nesses you  can  lend  to  are  the  ones  in 
the  first  couple  of  years  of  their  lives," 
says  Robert  M,  Kottler,  senior  vice- 
president  and  manager  of  smaH-busi- 
ness  banking  at  Hiberma.  Als-o.  if  you're 
h^biruaUy  late  paying  the  omce  rent 
or  carr;.ing  too  much  personal  and  busi- 


HOW  CREDIT  SCORING 

WORKS;  A  PRIMER 

1 

ifi^  1 

12  mcfiins  or  i€ss 

0 

2  to  4  years 

8 

iO-pius  y^fs 

25 

1  - :  i '  - :  ■   ]  . ■      ....... >~ 

Si  ;::  0 

S5.567tQ  $9,959 

6 

5i:: :::  15 

hvef  90  or  ~  :  ^  : .  ;  :  ;-s:  du- 

B  0 

~'ec_6^t!y  3u.  netc-'  oCj, 
ta,.3  ::ast  due 

12 

25 

SbMBER  OF  BUSINESS  UENS 

1  --e 

0 
5 

MMBER  OF  LAWSUITS  ANO  JUD6MEMTS 
FOR  MORE  THAN  SSJSe 

1  c  ~t'e 

0 

Zerc 

8 

COMPOSITE  RATING  FOR  TRADE  BALANCES 
OVER  LAST  12  MONTHS 

91-plus  days  past  due 

0 

16  :c  30  days  past  due 

7 

Never  past  due 

12 

?gfts 

i^antec  some  s^.  -ocisnest?  t^rsel 
I  irtentjci-alTy  seek  cct  ibar  trie 

tec  socre  "K^:m"t  te_  tne  whce  s 

isties  Ine_  an  sutC'msccrve-par^s 
-IV  in  B-ownn^  Cireen.  Kv„  '■sr 


~stt  iown  :3iee-to-'Sce  ■writh  the 
zent  of  a  cjani  anii  tell  them  the; 

She  b'trrtwei  SlW.'XX^  thrvueh 
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cens  ;n  t.er  r.it:ta-  ecursment. 
-WE  CHARGE  MORE."  CW  re^-«i 

quinss  a  major  investm^ent  in  scitwl 
and  hard-ware.  Also,  somse  bankers 
their  human  toadi  can  be  a  eompecit| 
advantage.  "We  know  oar  customel 
says  Lee  B.  Mtirphey,  executive  vil 
p?^cent  and  ehi-ef  a'^t  o5>!er  at 
iibern-  Bank  in  Macon.  Ga„  whidi 
SI  .5  bniion  in  assets.  "We  o5er 
contact  with  dedsion-makers,  win 
if  you  can  1  SOO-csEDnscoRE.  you  ^ 
have  tiat."  Hje  downade,  Murphey  < 
cedes,  is  "we  diarge  more." 

If  you  have  deeded  to  seek  a 
friom  a  major  bar±  that  eredii- 
three  factors  are  key  to  improvii^ ; 
taHy,  suggests  David  R.  Ev^iscn. ; 
of  Wher.  To  G-j  "HVhe^i  Bank 
X:  Bloomberg  Press.  li>9S>:  Avwdj 
plying  for  tc-o  many  business  and 
sonal  credit  cards,  don  t  jump  mm  1 
to  bank,  and  alwaj?  pay  tout 
rent  on  time.  In  adiition.  the  iKHq)| 
organization  Debt  Counselors  of  j 
ica   recommends   on   its  Web 
iwww.dca-org^  that  you  clean  up 
personal  credit  reports  from 
Experian.   and  Trans  Union, 
lengthy  process  invokes  requesting  j 
credit  report,  re%iewing  ii  for  erl 
and  out-of-date  information,  and 
ing  sure  the  necessarj-  cor 
made.  If  your  application  is  rejeB 
you  can  request  a  personal  review, 
baris  that  use  credit  scoring  say  ei' 
lending  omcers  will  give  weigh: 
tenuating  circumstances  if  an  app.ii 
scores  too  low  to  get  a  loan, 
critics  say  this  is  seldom  the  case. 

It's  true  you  won't  get  a  warm, 
feeling  when  a  computer  makes  the 
cision.  Bui  if  speedy  loan  approyaJ 
lower  rates  are  what  you're 
pays  to  know  how  to  score. 

By  Timothy  Middleton  in  Nei 
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SYMANTEC  SMALL  BUSINESS  SOFTWARE.  WE  HELP  YOU  BUILD  A  CUSTOMER-CENTERED  BUSINESS. 


Call  me.  Fax  me.  Help  me.  Please.  It's  called  customer 
service.  And  if  you're  like  most  small  businesses,  your 
customers  are  begging  for  it.  In  fact,  they  don't  expect 
less  from  you  because  you're  small,  they  expect  more. 
Which  IS  v;hy  you  need  Symantec  Small  Business 
Software  to  increase  your  productivity,  so  you  can 
build  a  more  customer-centered  business.  With  ACT! ' 
you  can  turn  contacts  - 

i  fA 

into  relationships  and  » 
relationships  into  results.  ' 
(WinFax  PRO "  is  the 
world's  first  choice  for 


New 

VersionI 


easy  and  reliable  faxing.  TalkWorks  PRO  ;  the  newest 
creation  from  the  makers  of  WinFax  PRO,  gives  your 
small  business  a  professional  voice.  And 
pcANYWHERE"  helps  you  build  a  better  relationship 
with  your  customers  by  providing  the  fastest,  easiest 
remote  access  to  the  customer  and  company 
information  on  your  PC.  Together,  they're  a  perfect 
.,>ai    solution  for  your  small 


r  ^ 

I  lalkWDPksf 

It?: 


business  because  they'll 
help  you  turn  fragile 
customers  into  happy 
customers. 


New! 


FREE  30-DAY  TRIAL  CD!  TO  ORDER  CALL  1-800-83&6222  EXT.  9NA24*  SYMANTEC* 


« ImiM  CO  M'WjIe  in  PC  foma  only.  Symantec  an)  me  Symamec  logo,  ACT^  Wi(^ 


ENTERPRISE 


f 


My  Company 


BY  KEVIN  KELLY 


KEEPING  PEACE 
ON  THE  FLOOR 


Our  strong  anti-sexual-harassment  policies  work, 
but  we  still  have  to  wrestle  with  plenty  of  ambiguity 

Almost  every  small-businessperson  I  talk  to  is  terri- 
fied of  being  sued  for  sexual  harassment.  They  con- 
stantly fret  over  whether  some  objectionable 
employee  behavior  is  going  to  land  them  in  court  and  cost 
them  thousands  of  dollars  in  settlement  costs.  Indeed, 
two  years  ago,  my  family  business,  Emerald  Packaging 
Inc.,  settled  a  sexual-harassment  case  a  former  employee 
filed  against  our  company  and  one  of  our  supervisors. 
Including  legal  and  settlement  costs,  the  bill  topped 
$40,000. 

So  the  Supreme  Coui-t's  landmark  raling  on  sexual  ha- 
rassment earlier  this  year  was  more  than  welcome. 
The  Justices  laid  out  general 
rules  for  employers,  saying 
they  could  usually  avoid  liabili- 
ty in  hai'assment  cases  by 
showing  they  tried  to  prevent 
harassment  and  took  fast  ac- 
tion to  stop  noxious  behavior. 
The  couit  also  iTiled  that 
plaintiffs  had  to  take  advantage 
of  company  programs  designed 
to  investigate  harassment  claims 
before  mshing  off  to  file  lawsuits. 
At  last,  there  was  a  road  map  to 
avoid  landing  in  court  on  harass- 
ment chai'ges,  valid  or  invalid. 
OUT  IN  FRONT.  Fortimately,  the 
couit's  thinking  was  close  to  our 
own.  We  have  a  harassment  pohcy 
in  om-  employee  handbook  that 
lays  out  a  complaint  procediu-e  and  disciplinary 
measm'es  and  states  that  no  one  reporting  harassment  will 
face  retaliation.  When  I  wrote  the  handbook  two  years 
ago,  I  had  placed  the  pohcy  toward  the  back,  but  our  at- 
torney moved  it  up  to  No.  3.  "You  want  everyone  to  know 
just  how  important  you  think  this  is,"  lie  told  me. 

It  was  good  advice;  the  Justices,  too,  want  such  state- 
ments prominently  displayed.  We  go  even  fuither:  Evei^y 
new  hire  has  to  sign  a  statement  saying  he  or  she  under- 
stands that  we  don't  tolerate  harassment  and  that  we'll  in- 
vestigate every  case  and  take  disciplinary  action  when 
needed.  We  post  om-  policy  on  the  bulletin  board,  and  I  re- 
mind employees  about  it  at  plant-wide  meetings. 

The  aggressive  stance  seems  to  have  worked — no  law- 
suits since.  But  perhaps  more  telling,  at  least  five  employ- 
ees have  stepped  forward  to  complain  about  hai"assment — 
from  a  male  employee  pressing  a  female  co-worker  for 


dates  to  inappropriate  touching  by  a  male 
eniiployee.  Each  case  has  been  investigatei 
by  our  team  (me,  the  plant  manager,  the 
office  manager,  and  my  sister — two  men, 
two  women).  The  process  includes  inter- 
viewing the  accuser,  the  accused,  and  any 
witnesses.  I  take  notes  and  write  up  the 
findings  in  case  the  matter  ends  up  before 
a  judge.  And  I  consult  with  our  attorney 
and  review  with  him  any  disciplinary  ac- 
tion we're  planning  to  take. 

Soimds  tidy,  right?  Problem  is,  shop- 
floor  relations  aren't.  Things  are  often  am- 
biguous at  best.  Last  year,  I  had  to  grili 

  foreman  about  whether  he  had  slapped  a 

female  employee  on  the  rear-,  as  she  had  alleged.  His  ad- 
mission ear-ned  him  a  one-week  suspension  and  a  warning 
that  he'd  be  fu-ed  for  any  more  improper  touching.  So  far, 
so  good.  But  then  a  male  employee  complained  that  the 
woman  in  the  case  often  put  her  arms  around  her  male 
colleagues,  in  effect  harassing  them.  This  precipitated  a 
staff  meeting  at  which  employees  were  told  to  keep  their 
hands  to  themselves.  Tire  female  complainant  also  faced 
vrither-ing  criticism  from  several  women  who  accused  her 
of  being  unfair  to  the  popular  foreman.  When  she  broughA: 


her  concerns  about  retaliation  to  management,  we  reminc 
ed  everyone  about  om*  no-retahation  policy. 

Sexual  banter,  common  in  many  factor-ies,  can  also  mai 
identifying  harassment  difficult.  Earher  this  year-,  a  femal 
employee  came  to  me  crying,  insisting  a  male  co-worker 
had  threatened  to  rape  her  The  accused  admitted, 
ashamed,  that  he  had  told  the  woman  he'd  hke  to  rape 
her-.  "But,"  he  pr-otested,  "I  only  did  that  after  she  sug- 
gested a  thr-ee-way  at  the  Super  8  Motel.  I  thought  we 
were  just  kidding  around."  I  reprimanded  him  anjrway, 
and  he  got  a  warning  slip.  I  also  called  the  accuser  back. 
Yes,  she  had  suggested  a  menage  a  trois.  But  only  joking 
ly,  she  insisted.  Welcome  to  the  real  world. 


ysteiiis, 
ksojxi| 


Kelly,  a  business  week  writer  for  nine  years,  is  an  oj 
ficer  at  Emerald  Packagnig  in  Unicni  City,  Calif. 
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Talk  with  Toshiba 


?ry  day,  thousands  of  U.S.  companies  talk 
Toshiba  —  Toshiba  telephone  and  voice 
ystems. 

w  so  popular?  Toshiba  quality  and 
f  operation. 


]ting  your  investment. 

hiba  communication  systems  are 
ed  specifically  for  small  to  medium 
:)mpanies  and  smaller  corporate  sites, 
v^en  with  a  small  system,  you  get  big 
ny  feahires  and  service. 


Aiid  any  system  can  grov^'  to  as  many  as  400 
lines  without  obsoleting  the  telephones  you 
already  own.  Over  time,  a  smart  buy  becomes 
a  great  investment. 

Look  us  up.  Look  us  over. 

Visit  us  at  http://telecom.toshiba.com. 

Or  call  us  at  (800)  222-5805  for  one  of  over  500 
authorized  Toshiba  sales  and  service  locations 
nationwide. 

After  you  talk  with  Toshiba,  you  may  be  one  of 
the  millions  that  talk  with  Toshiba  every  day. 


In  Touch  with  Tomorrow 

TOSHIBA 


Toshiba  America  Information  Systems,  Inc.,  Telecommunication  Systems  Division 
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SEE  YOU  IN  COURT 
ER,  MEDIATION' 

Wliere  to  go  to  resolve  disputes  \\"ithout  litigation 


I:  the  f^on  of  s-etback  :!-.a:  ufed 
to  ^^nd  Aiithor.y  Capet-ola,  a  reftau- 
raTeiir  and  caterer  m  Ea^t  Meadow. 
X.  v..  racing  to  the  courthouse.  A 
customer  had  eanc-eled  a  SGO.cXKl  wed- 
ding reception,  ajid  Capetola  could  only 
book  a  SoO.CXX)  reception  to  replace  ii. 
But  Capeiola.  wlio  is  also  a  lawyer,  had 
learned  from  liis  own  case  liistorj*:  "Its 
often  not  wonh  going  to  a  regular  eoun 
because  of  tlie  time  involved." 

Ratiier  tiiaii  waiting  montlis — or  even 
years — for  a  trial,  Capetola  turned  to 
alternative  dispute  resolution  (adf.)  to 
determine  hovr  much  money  she  owed 
him.  Capetola,  o^viier  of  Carltun  on  the 
Park,  and  his  estranged  chent  had 
agreed  beforehand  to  subject  any  dis- 
agreements over  their  contract  to  an 
arbitrator  provided  by  the  An:!erican 
Arbitration  Assn.  (aj^a).  He  oaid  a  -57-50 


nling  fee.  and  90  days  later,  their  case 
was  heai-d.  \Mtliin  a  week,  the  arbitra- 
tor iQWTid  in  Capetola's  favor,  a'warding 
lii5  oompajiy  S23.0(K"t  ai^id  aDowing  liim  to 
keep  die  -55.000  deposit.  His  total  out-of- 
px>cket  costs?  About  SI. 000. 

■^^liether  squabbling  witla  a  suppher. 
customer,  employee,  or  partner,  a  small 
btisiness  caji  often  solve  its  conflict  more 
readily  with  .\DR.  It  allows  the  parties 
to  choose  the  date  and  LEGAL 

place  for  the  proceeding   

and.  usually,  to  select  a  "neutral"  ithe 
industry's  term  for  a  mediator  or  arbi- 
crator)  who  will  l:iandle  the  case.  And  of- 
ten. .\dr"s  nonadvei-sai-ial  tone  lets  you 
retain  working  relationsliips  that  other- 
wise would  be  shattered.  Its  a  lot 
cheaper,  too.  'WTiOe  both  sides  'osually 
bring  attorneys  along  for  consultation, 
lesal  and  other  fees  are  usuallv  mucli 


less  than  for  a  fuH-blown  trial.  Ai-.  • 
pert  witness,  for  example,  can  stibr.-., 
written  report,  rather  than  appear  :'; 
formal  deposition  and  court  tesnnj:: 
ADR  comes  in  two  flavors:  arbitri: 
and  mediation.  Arbitration  is  the  :r. 
formal  approach,  in  which  a  nen: 
much  like  a  judge.  zi:iakes  a  ruling  b-i 
on  tiie  facts  presented  by  each  side, 
bitration  is  usually  stipulated  in  a  . 
tract  beforehand,  along  witli  who 
administer  the  proceedings.  Arbitr.r 
and  mediation  groups  can  reeomn^. 
sample  contract  clauses. 

^Mth  arbitration,  decisions  are  ':. 
bi!"5dir.c.  and.  ir.  cer-eral.  almost  imv." 

WORK  IT  OUT:  Avoid 
court,  and  you  might 
avoid  shattering 
othen\ise  protitabh 
relationships 

ble  to  appeal.  In  contrast,  "iv-.  v.. 
works  best  wiiai  botli  sides  are  ■ 
talk."  says  Harv^ard  Law  School  v:r  :' 
Frank  E.A.  Sander.  The  pa^tie^ 
reach  a  settlement  rather  th;i:-. 
who  was  right  or  wrong.  A  :r.r  . 
meets  widi  all  sides  to  set  the  st.iC;- 
dien  privately  caucuses  witli  each  j 
until  they  can  agree  on  a  resoli 
cording  to  tlie  .\-A\.  mediation 
settleme:::  sh::::  S5'v  -f  the  rime. 

RNDHNKS  COMIMO'N  GRO'UND.  7  .  ex.vi 

Lrc-jrctr  ^.    .        se:"-i,r  v;.;-e-presifl 
at  Caleo  Insurance  Brokers  & 
San  Mateo.  Calif.,  was  nii-.e  - 
litigation  witli  a  client  in  ;■. 
pute  when  both  side^  tooK  t;'.< 
ad\ice  and  liired  a  mediator 
.lAKsEndispute  (Jam>).  a  mediatio:! 
arbitration  gi\">up.  By  tlie  afterool} 
only  the  fir^t  day  of  niediadon.^^ 
sides  made  the  radical  decision  til 
minate  their  lawyers.  A  mere 
hom-s  later  and  a  linle  less  than  : 
into  mediation,  the  case  was 
"We  disco vereti  common  •■ 
we  wouldn't  have  when 

wej-e  up."  says  r-,  .vri  ' 
still  works  with  thai  >i 


AFFAIRS 


How  much  does  .\r»R  cost?  \^1tfc 
you  clioose  arbitration  or  niediali*  * 
pect  to  pay  a  neutral  S150  to  S.v 
hour.  A  daylong  mediation  sessi(  * 
run.  on  average,  about  S2.500.  A.iO 
tion  cases  last  an  average  c'  :hre-f 
according  to  the  a.aa.  wlr: 
average  cost  to  S7.500.  l;.r  - 
charges  are  usually  split  betwe<  | 


THESE  ZIPPO  POCKET 
ACCESSORIES  HAVE 
NEVER  BEEN  MORE 
AFFORDABLE. 


(for  a  limiteH  time  get  20%  more  product  free) 


[(ZipLight™  Pocket  Flashlight 


Zippo  Pocket  Knife/kissors 


Zippo  Stylus  Writing  Instrument 


Zippo  pocket  accessories  make  ideal  employee  incentives,  c 
special  event  commemoratives.  These  products  are  availabi 
colors,  all  of  which  can  be  personalized  with  your  logo  or  m 

Your  customers  and  employees  deserve  a  quality  gift  and  you  de 
For  more  infomiation,  call  814.368.2818  or  fax  800.362.3598 


Ofcr  expires  12-31 -S8 


gifts,  or 
sand  . 


zippo 

Jt  Korks  'rr  ic«  fix  it  free! 
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parties,  along  with  a  filing  fee  that  can 
range  from  a  few  hundred  dollars  to  a 
few  thousand  for  a  complex  dispute. 

If  you're  convinced  alteniative  dispute 
resolution  could  work  for  you,  how  do 
you  choose  a  neutral?  With  tens  of  thou- 
sands of  arbitrators  and  mediators  avail- 
able nationwide  tkrough  both  nonprofit 
associations  and  for-profit  firms,  the  chal- 
lenge is  finding  one  with  the  appropriate 
expertise  in  small-business  disputes 
rather  than,  say,  marital  or  neighbor-re- 
lated cases.  The  easiest  way  to  find  one 
is  to  go  thi'ough  a  national  adr  provider 
with  an  assembled  roster  of  neutrals 
(table).  We  took  a 
careful  look  at  the 
rules  and  proce- 
dures of  these  na- 
tional firms,  and 
surveyed  their 
costs. 

If  you  decide 
to  choose  the  me- 
diation route, 
you'll  want  to  use 
a  provider  that  al- 
lows you  the  flex- 
ibility to  find  a 
mediator  with 
whom  you  can 
work  effectively. 
It's  often  more  ef- 
ficient for  a  small 
business  to  hire  a 
firm  that  provides 
administrative 
services.  That 
means  they'll  give 
you  advice  on 
possible  neutrals, 
not  just  hand  you 
a  list,  and  take 
over  the  schedul- 
ing and  day-to- 
day coordinating 
responsibilities, 
which   are  best 


Buyer's  Guide 


generally  advocates  the  do-it-yourself 
approach.  It  also  tends  to  work  with 
larger  companies,  with  plenty  of  irt- 
house  resources,  that  just  want  access 
to  its  list  of  neutrals.  In  1997,  it  admin- 
istered just  130  cases. 

Of  the  remaining  providers,  jams  re- 
ceives our  nod.  jams  has  25  offices 
across  the  U.  S.,  which  gives  you  a  de- 
cent chance  of  being  able  to  use  their 
facilities — a  real  plus  if  you're  looking 
for  a  neutral  location  to  hold  your  hear- 
ings. Also  in  its  favor,  the  majority  of 
JAMS  mediators  are  full-time  adr  pro- 
fessionals, who  may  be  more  skillful 


Neutral  Ground 

COMPANY  NAME/WEBSITE 

ESTIMATED  1397 
CASES  MANA8ED/ 
PHONE  NO. 

NO.  OF 

ARBITRATORS/ 
MEDIATORS 

STATES  THAT  HAVE 
ADMINISTRATIVE  OFFICES 

AMERICAN  ARBITRATION 
ASSOCIATION 

www.adr.org 

78,769 

212  484-4000 

18,000 

Ariz,  Calif.,  Colo.,  Conn.,  D.C.,  Fla., 
Ga.,  III.,  La.,  Mass,  Mich,  Minn,  Mo , 
Nev,  N.J.,  N.Y,  N.C,  Ohio,  Pa.,  Tenn., 
Tex,  Utah,  Va,  Wash. 

CPR  INSTITUTE  FOR 
DISPUTE  RESOLUTION 

www.cpradr.org 

130' 

212  949-6490 

70 

N.Y. 

JAMS/ENDISPUTE 

www.jams-endispute.com 

15.304 

800  352-5267 

396 

Calif.,  Colo.,  D.C.,Ga,  III.,  Ind.,  Mass., 
N.J,  N.Y,  Ore,  Tex,  Wash. 

NATIONAL  ARBITRATION 
AND  MEDIATION 

www.nationaladrcom 

7,000 

800  358-2550 

900 

III.,  Mass.,  N.Y,  Pa.,  S.C,  Tenn, 
Tex.,  Wis. 

RESOLUTE  SYSTEMS 

www.resolutesystems.com 

12,000 

800  776-6060 

1,500 

Ga.,  Iowa,  III,  N.Y.,  S.C,  Tenn. 

UNITED  STATES 
ARBITRATION  & 
MEDIATION^ 

12,000 

800  318-2700 

631 

Ala.,  Alaska,  Ark.,  Calif.,  Fla.,  Hawaii, 
Idaho,  III.,  Ind.,  Iowa,  Kan.,  La.,  Mass., 
Mich.,  Minn.,  Miss,  Mo.,  N.Y,  N.D, 
Okla.,Ore.,Pa.,S.D.,Tex.,Wash.,Wis. 

'  Does  not  reflect  cases  tiandled,  but  not  administered,  by  CPR  arbitrators  and  mediators. 
'  USA&M  website  is  currently  under  construction 

DATA:  BEACON  RESEARCH  GROUP  INC, 

handled  by  an  impartial  party  rather 
than  one  of  the  disputants.  With  these 
requirements,  we  had  to  drop  the  ven- 
erable AAA  from  consideration  for  me- 
diation. Although  it  does  administer  cas- 
es, the  AAA  appoints  mediators  without 
giving  the  disputing  parties  a  say  in 
the  matter.  This  can  be  a  problem  when 
adversaries  aren't  conxfoitable  with  just 
any  neutral.  (Although  it's  possible  to 
modify  these  rules  in  the  contract,  we 
figured  it's  easier  to  work  with  proce- 
dures that  build  in  choice.) 

We  also  ruled  out  the  Center  for 
Public  Resources'  Institute  for  Dispute 
Resolution.  Although  cpr  does  adminis- 
ter cases,  the  think  tank  and  association 


and  less  distracted  than  part-timers. 

If  mediation  won't  do  the  trick,  you'll 
need  an  arbitrator  with  sound  decision- 
making capabilities.  If  possible,  seek  one 
who  has  experience  in  your  type  of  case 
or  industry.  For  the  greatest  choice,  try 
the  AAA,  whose  mammoth  18,000-per- 
son  Rolodex  counts  fonner  judges,  ac- 
tive lawyers,  corporate  counsel,  and 
businesspeople  among  its  arbitrators. 
However,  the  AAA  process  has  one  ma- 
jor downside:  The  larger  the  disputed 
claim,  the  higher  the  filing  fees. 

If  you  can't  abide  the  loss  of  control 
typically  associated  with  arbitration,  call 
Resolute  Systems  Inc.  Next  to  the  AAA, 
Resolute  has  the  most  neutrals  in  its 


registrar — 1,500.  Like  many  of  the 
er  major  arbitration  groups,  Reso| 
lets  the  disputants  predetermine 
maximum  and  minimum  awards  the 
bitrator  can  set.  Moreover,  it's  the 
one  among  the  major  firms  that  do( 
stipulate  that  it  can  appoint  an  arb  i 
tor  if  the  parties  can't  agree  on  on 
Regardless  of  which  mediation  o 
bitration  provider  you  choose,  lool 
one  with  a  local  case  manager  in 
area.  That's  a  good  indicator  that 
firm  has  enough  established,  active 
trals  on  its  list  in  a  given  region  to 
tify  setting  up  an  office.  To  choose  ar 
neutrals,  tal 
past  clients 
references.  , 
B.  Bates  Jr., 
nior  mediat 
San  FranI 
who  has  ha: 
over  2,500  c| 
suggests  ai 
for  contact  n| 
from  the  m| 
tor's  last 
cases,  so  the 
mation  is  t: 
and  the  refei 
aren't  ch 
picked. 

Particula: 
the  case  of 
ing  arbitr 
you'll  want 
one  who 
stands  your 
tion  well  e 
to  render 
verdict.  Loi 
the  numb 
cases  the  ni 
has  heard,  p; 
larly  relafc 
the  expe 
you're  se 
The  firm 
be  able  to  provide  vitae  on  potentid 
trals.  Capetola,  for  one,  prefers  wJ 
with  an  arbitrator  with  a  business! 
ground,  not  just  a  long  legal  resc 
try  to  stay  away  from  arbitrator 
are  pure  lawyers,"  he  says. 

Whether  you  choose  the  firr 
of  arbitration  or  the  gentler 
of  a  mediator,  adr  might  leave  y(j 
your  adversary  shaking  hands 
than  butting  heads. 

By  Mie-Yun  Lee,  editorial  dir(\ 
BuyersZone  (ivurw.buyerszone.co 
Boston 


For  more  about  Alternative  Dispute  Resi 
visit  enterprise. businessweek.con 
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Tired  of  your  old  28.8 
modem    slowing  you 
down?  It's  time  to  move 
to  3Com  U.S.  Robotics® 
56K  standard  modems 
and  PC  Cards.  They're 
proven  to  connect  on 
average    up    to  80% 
faster  than  28.8  modems''' 
for  truly   high  speed 
downloading,  streaming 
video,  and  near  CD-quality 
audio.   So   visit  your 
nearest  3Com 
retailer  or  find  us  at 
www.3com.com/56k 
for  more  information. 
Because  when  it  comes 
to  getting  the  most  out  of 
the  Internet,  the  modem 
makes  the  difference. 


IS.  Robotics 


More  connected." 


ENTERPRISE 


Under  30 


J 


A  Green  Thumb 
for  Startups 

JARED  SCHUTZ,  FOUNDER  OF  PROFLOWERS.GOM 


Iared  Schutz  can't  help 
himself:  He  starts  com- 
panies. At  24,  he  has  a 
BA  fi'om  Princeton  Univer- 
sity, a  coin  collection,  a  few 
dogs — and  a  business  track 
record  that  most  60-year- 
olds  would  envy.  His  first 
venture  was  trading  gov- 
ernment scrap  metal,  find- 

ing  buyers  for  old  shell  casings  and  helmets.  Sealed  bids 
let  the  16-year-old  operate  with  no  one  the  wiser.  "It 
beat  having  a  paper  route,"  Schutz  says.  In  1994  those 
earnings  provided  his  grubstake  for  Chicago-based  Amer- 
ican Information  Systems  Inc.,  a  technical  consulting  firm 
he  co-founded  viith  two  partners  while  still  in  college. 

Ais's  revenues  are  now  more  than  $5  milUon  per  year 
In  1995,  Schutz  started  up  Stardot  Consulting  in  Wash- 
ington, to  help  poHticians  build  Web  sites.  Last  year, 
Daniel  Cunningham,  23,  tapped  Schutz  for  help  founding 
athletic-equipment  dealer  Sportscape.com.  The  two  met 
at  Piinceton,  where  Schutz  was  "always  flying  off  to  his 


business  in  Chicago,"  and  j 
"juggUng  20  things  at 
once,"  recalls  Cunninghanj 

Although  he's  not  in- 
volved in  day-to-day  operi 
tions  of  Sportscape  or  Aisl 
and  recently  sold  StardotJ 
Schutz  still  travels  a  lot  I 
from  his  base  in  Boulder,  j 
Colo.  Once  a  week,  he 
buzzes  out  to  San  Diego  to  check  on  his  latest  venture,! 
Proflowers.com,  an  Internet  retailer  that  shipped  its  fir( 
bouquets  on  Valentine's  Day. 

His  partners  describe  Schutz  as  a  classic  idea  man, 
one  with  a  deep  understanding  of  the  Internet  and  firs^ 
rate  skills  in  marketing  and  strategy.  Bill  Strauss,  40,  i 
operations  expert  fi'om  ChipSoft  Inc.  brought  in  as 
Proflowers'  president,  notes  that  Schutz  "is  veiy  good 
admitting  his  own  weaknesses."  He  says  Proflowers  had 
been  growing  25%  a  month  since  late  July.  One  thing 
sure:  This  young  florist  is  no  late  bloomer 

By  Edith  f/pdil 
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"It's  simple.  GoldMine®  gives  us  greater  results  in  less  time." 


"GoldMine  made  it 
possible  for  us  -  at 
last  -  to  combine  our 
forces  by  giving  us  a 
tool  for  managing 
clients  and  a  powerful 
database  in  one 
program,  without 
compromising  either 
one  It  saved  time  and 
reduced  frustration. 
Now  we  can  concen- 
trate on  doing  great 
work  for  our  clients. " 


Joe  Phelps  is  CEO  of  The  Phelps  Group, 
a  pioneer  in  fully-integrated  marketing 
communications  with  clients  who  are 
world  leaders  in  their  categories.  He  and 
his  growing  staff  depend  on  GoldMine 
every  day  to  manage  contacts  and 
optimize  the  extensive  database  that 
is  vital  to  their  success. 

GoldMine  leads  the  way  in  providing 
team  solutions  for  automating  sales 
and  marketing  efforts.  It  will  make  your 
department,  organization,  or  business 
operate  better,  so  you'll  be  able  to  build 
relationships,  meet  customer  demands 
and  realize  results  like  never  before. 
With  GoldMine  4.0  you  will: 

•  manage  your  calendar,  keep  track  of 
all  communication  with  your  contacts, 
and  delegate  activities  to  your  team 

•  give  your  business  a  "best  of  class" 
solution  for  managing  customer 
relationships  and  developing  business 

•  make  both  selling  and  communicating 
affordable  and  successful  by  adopting 
a  solution  that  bridges  the  gap 
between  complex,  expensive  Sales 
Force  Automation  systems  and  lower- 
end  Contact  Managers 

•  cut  administrative  time  dramatically, 
giving  your  team  more  time  to  sell. 


With  GoldMine  you  will  turn  prospects 
into  customers  for  life. 


GOIDMINE 

Turn  Your  Contacts  Into  GoldF 


©  1998  GoldMine  SolTware  Corporation 
17383  Sunset  Blvfl-,  Suite  301,  Pacific  Palisades,  CA  90272. 


|/ay  for  a  FREE  Multimedia  Tour  and  Demo  - 1  - 800-892-641 3 


Laura  Groppe 
President  and  CEOlG 
Small  Business  Se 


i 


/ 


"AH  my  products  i 
wired  to  the  min 
of  teenage  girls, 
anization  is  somethi' J 
I  definitely  nee 


1 


She  flies  around  the  country  to  learn  what  girls  like  in  interactive  media.  And  since  this  doesn't  al 
lend  itself  to  running  a  business,  American  Expres/  Small  Business  Services  organizes  her  exp 
on  a  Quarterly  Management  Report,  helps  finance  the  video  equipment  she  uses  to  document  cust 
bohavior,  and  lets  her  make  frequent  Card  purchases  ^ 

of  office  equipment  and  tiaras.  Tiaras?  "Ifs  a  girl  thing."  ^»  Mm'O.^ 
Cal!  1-800-SUCCESS  or  visit  www.americanexpress.com. 


« 


Small  Bus 
Services 
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[nformation  Technology 


TWARE 


WARM-UP 

OR  THE  Y2K  GLITCH 


GPS  system  needs  its  clock  reset 


-ist  when  you  thought  you  knew 
iven'thing  you  needed  to  know 
ibout  the  dreaded  yeai-  2000  com- 
puter glitch,  guess  what?  There's 
-i",  lesser-known  techno  bug  to 
about  that  could  start  vexing 
sses  and  consumers  as  early  as 
iths  ft'om  now. 

problem:  Precisely  13  seconds 
midnight  on  Saturday,  Aug.  21, 


1999,  hundreds  of  thousands  of  satel- 
lite-aided time  and  navigational  de- 
\ices — gizmos  used  to  help  guide  eveiy- 
thing  from  the  Pentagon's  smart 
weapons  to  campers  trekking  thi'ough 
the  outback — could  suddenly  go  kaput. 

What  gives?  Look  to  the  heavens — to 
the  mihtaiy's  Global  Positioning  Sys- 
tem, a  network  of  24  satellites  devel- 
oped by  the  Au*  Force  in  the  1970s  to 


COUNTING  DOWN: 

(jPS  co-de  veloper 
Brad  Parkinson 

fight  the  cold  war. 
Today,  the  gp.s  sys- 
tem also  is  used  by 
businesses  and  con- 
sumers to  time  fi- 
nancial transactions 
down  to  the  nano- 
second, guide  cars 
and  boats,  and  help 
fly  airplanes  in 
stormy  weather. 

And  now  comes  a 
problem  just  as  ops 
is  starting  to  take 
flight  in  the  con- 
sumer marketplace. 
Researcher  Frost  & 
Sullivan  predicts 
sales  will  jump  from 
$1.6  billion  last  year 
to  more  than  S5  bil- 
lion in  2001— if  the 
GPS  bug  doesn't  cre- 
ate havoc,  that  is. 
"One  small  program- 
ming and  software 
glitch  could  tum  off 
some  people  if  it's 
not  fixed  in  time," 
says  Stephanie 
Moore,  a  gps  market 
analyst  with  Giga 
Information  Group 
in  Cambiidge,  Mass. 

Trouble  is,  the  GPS 
network  uses  a 
unique  time-keeping 
system  that  runs  on  a  1,024- week  cycle, 
which  ends  in  the  final  seconds  of  Aug. 
21.  Back  in  the  1970s,  cost  pressures 
and  bandwidth  limitations  forced  pro- 
grammers designing  the  gps  system  for 
the  Air  Force  to  limit  the  cycle  to  1,024 
weeks.  That  way,  the  softwai-e  that  kept 
the  GPS  calendar  could  be  squeezed  into 
a  small  block  of  code. 
"ROLLOVER-DUMB."  But  now,  some  gps 
users  may  have  to  pay  the  piper.  When 
the  cuiTent  1,024-week  cycle  ends,  it's 
not  clear  how  many  of  the  estimated 
3  million  militaiy  and  commercial  gps 
receivers  will  be  able  to  handle  the 
rollover.  Receivers  designed  to  accom- 
modate the  date — mostly  those  made 
after  1995 — shouldn't  be  affected  be- 
cause theu*  software  was  programmed 
to  mterpret  the  new  cycle.  But  experts 
say  many  older  commercial  receivers 
are  "rollover-dumb"  and  could  suffer  a 
range  of  problems  fi'om  minor  glitches 
in  sei-vice  to  complete  shutdowns.  "It's 
another  famiUar  stoiy  of  computer  en- 


Information  Technology 


gineers  designing  these  systems  and 
failing  to  visualize  or  care  much  about 
what  could  happen  years  down  the 
road,"  says  Rich  Bailey,  a  product  man- 
ager for  Datum  Inc.  in  San  Jose,  a  sys- 
tems-timing manufacturer 

Businesses  won't  escape.  Some  com- 
panies have  synchi'onized  their  comput- 
er networks  to  GPS  time  in  order  to 
record  the  exact  second  of  a  financial 
transaction.  AT&T  Corp.,  for  example, 
says  it  aligns  its  core  computer  net- 
works against  GPS  time  because  it  im- 
proves the  accuracy  of  time-stamping 
on  critical  financial  transactions.  Some 
worry  that  when  the  rollover  occurs, 
receivers  may  start  thinking  it's  Jan.  5, 
1980 — the  date  the  cun-ent  GPS  period 
began.  "If  your  system  suddenly  starts 
reading  that  a  transaction  was  made 
Jan.  5,  1980,  it  might  affect  interest- 
rate  calculations,"  says  Ron  Steams,  a 
GPS  mai'ket  analyst  for  Frost  &  Sullivan. 
SIMPLE  FIX.  The  good  news  is  that  the 
fix  itself  is  pretty  simple.  Unlike  the 
year  2000  problem,  this  one  doesn't  in- 
volve updating  milhons  of  lines  of  date- 
doomed  computer  code.  Instead,  it's  a 
matter  of  detemiining  whether  your  GPS 
receiver  needs  to  be  replaced — or  up- 
graded with  a  software  patch  that  will 


"trick"  the  receiver  into  thinking  the 
August  rollover  date  will  never  come. 

But  getting  the  word  out  to  all  those 
who  own  or  use  receivers  is  proving 
tough.  For  the  most  part,  big  business- 
es and  government  agencies  expect  to 
have  their  systems  upgi'aded  by  next 
summer.  The  Securities  &  Exchange 
Commission,  for  example,  says  most 
lai'ge  financial-services  firms  will  have  al- 
ready made  fixes 
by  then.  AT&T 
says  it  has  up- 
graded or  re- 
placed any  re- 
ceivers that  could 
have  been  a  prob- 
lem. And  Boeing 
Co.  says  it  has 
the  rollover  prob- 
lem under  con- 
trol. "We  started 
testing  for  this 
back  in  1994,  and 
so  we  don't  antic- 
ipate any  prob- 
lems," says  Boe- 
ing spokesman 
Bob  Smith. 

But  small  com- 
panies and  con- 


El 

DATE  TO 
R 

Global  Positioning 
Satellite  receivers 
could  go  haywire 
on  Aug  22, 1999. 


DATA:  DATUM  INC..  DEFENSE  DEPT., 
COMMERCE  DEPT.  FROSTS  SULLI- 
VAN. GARMIN,  UNIVERSITY  Of  TEXAS- 
AUSTIN.  STANFORD  UNIVERSITY 


sumers  may  be  caught  off  guard.  More 
over,  experts  say  they  might  have  trou 
ble  wading  through  all  the  products  am 
manufactui'ers.  More  than  375  model 
of  GPS  receivers  are  on  the  commercis 
market  from  more  than  60  makers 
Charles  Ti'imble,  founder  of  Tinmbl 
Navigation  Ltd.,  a  Silicon  Valley  gps  r( 
ceiver  maker,  says  the  task  of  addressin  sE 
the  commercial  market  is  "next  to  inr 


CONSUMER  RECEIVERS 


Navigational  aids,  including  handh^ 
GPS  guides  for  hikers,  onboard  GPa 
boating  and  routing  devices,  and  la| 
systems  for  recreational  aircraft. 

WHAT  COULD  GO  WRONG  Devicel 

emit  erroneous  data  or  shut  down, 
ing  users  to  get  lost  or  run  into  hazl 

THE  FIX  Contact  the  manufacturer! 
Some  of  them  are  offering  free  or 
counted  software  fixes.  Top  makers 
GPS  consumer  products  include  M 
Ian  (www.mageilan.com),  Trimble 
(www.trimble.com),  and  Garmin 
(www.garmin.com),  which  have  inf(iKtl 
tion  about  the  problem  on  Web  sit( 


)ssible.  No  manufacturer  has  an  accu- 
te  or  complete  database  of  who  owns 
ese  things  or  how  they're  using  them." 
The  Defense  Dept.  may  also  find  it- 
If  in  a  bind.  Although  the  Air  Force 
s  assigned  a  gps  team  to  the  problem, 
may  not  be  able  to  make  all  the  fixes 
time.  "We  don't  have  a  good  sense  of 
w  many  of  the  commercial  receivers 
!  bought  vdll  be  affected.  It's  not  a 
ijority,  but  there  could  be  many,  and 
)se  most  prone  to  trouble  could  be 
ler,"  says  Aaron  Reninger,  a  spokes- 


MMERCIAL  RECEIVERS 


1  timing  devices  used  to  help 
es  synchronize  factory  equip- 
onitor  and  enable  financial-ser- 
isactions,  coordinate  digital 
18  capabilities,  and  handle  land- 
lavigational  data  for  aircraft. 

OULD  GO  WRONG  Cell 
nalfunction;  financial  transac- 
misdated,  lost,  or  miscalcu- 
using  interest-income  or  pay- 
ures;  purchasing  orders  are 
sed  on  1980  data. 

Determine  whether  these 
e  dependent  on  GPS  signals, 
itact  the  manufacturer  if  the 
needs  upgrading. 


man  for  the  militaiy's  gps  program  of- 
fice in  Los  Angeles.  The  agency  is  up- 
gimling  receivers  in  the  six  gps  gi"ound 
stations  around  the  globe. 

Defense's  plans  for  all  military  air- 
craft to  use  GPS  for  navigation  by  2000 
and  its  gi'owing  dependence  on  GPS-guid- 
ed  smart  bombs  have  heightened  its 
concerns  about  the  vulnerability  of  the 
aviation  system.  "People  are  depending 
on  the  GPS  system  far  beyond  anybody's 
expectations,"  Lieutenant  Colonel  Rick 
Reaser,  chief  engineer  for  the  navstar 


UTILITIES  RECEIVERS 


Automated  power  systems  that  rely 
on  GPS  signals  to  synchronize  power 
allotments  to  customers  and  that  also 
help  locate  and  fix  power  outages  caused 
by  storms  or  other  sources  of  damage. 

WHAT  COULD  GO  WRONG  Some  gener- 
ators could  shut  down  or  malfunction, 
causing  temporary  brownouts.  Also,  there 
might  be  delays  in  locating  and  repairing 
downed  power  lines. 

THE  FIX  Public  utility  commissions  are 
urging  local  power  companies  to  deter- 
mine whether  their  receivers  depend  on 
GPS  technology  and  whether  these  sys- 
tems need  to  be  upgraded. 


GPS  Joint  Program  Office  at  Los  Ange- 
les Ail-  Force  Base,  told  a  congi'essional 
panel  looking  into  the  rollover  problem. 

What  to  do?  If  you  have  a  gps  re- 
ceiver, contact  the  manufacturer.  "Only 
the  manufacturer  will  be  able  to  figure 
out  by  testing  which  receiver  will  have 
problems  and  which  won't,"  says  Ed 
Parson,  a  gps  analyst  with  the  U.  S.  Ah* 
Force's  Space  &  Missile  Systems  Center 
in  Los  Angeles. 

FREE  UPGRADES.  To  help  drum  up 
awareness,  both  Ti-imble  (www.trim- 
ble.com)  and  the  U.S.  Coast  Guard 
(www.navcen.oscg.mil/systems)  have  cre- 
ated detailed  Web  sites  outlining  the 
problem.  Trimble  and  other  manufac- 
turers also  are  offering  customers  free 
upgi'ades  and  some  discounts  on  newer, 
glitch-free  models. 

But  even  if  fixes  ai'e  made,  there's 
no  guarantee  of  a  glitch-free  Aug.  22. 
"No  one  can  say  with  complete  cer- 
tainty that  we'll  know  what  will  happen 
on  Aug.  22,"  says  Trimble.  Adds  Brad- 
ford Parkinson,  a  Stanford  LTniversity 
professor  of  aeronautics  and  a  co-de- 
veloper of  the  GPS  program:  "There's  no 
way  we  can  know  everything  at  the 
time  technology  is  developed.  It's  part 
of  the  complexity  of  the  technological 
age."  And,  perhaps,  a  warning  of  its 
power. 

By  Marcia  St e pane k  in  New  York 


HI,  NEIGHBOR. 


Any  vehicular  manufacturer  with  plants  around  the  world  could  be 
neighbors  with  Dana  Corporation.  For  two  reasons.  There's  a  good 
chance  we  might  already  have  a  facility  there  supplying  innovative 
systems,  assemblies  and  components.  And  if  we  don't,  there's  a 


possibility  we  could  build  a  plant  next  door  We 
Qo  to  the  ends  of  the  earth  to  be  responsive  to  our 


customers.  That's  what  good  neighbors  are  for  That's  what  we're  here 
for  Or  over  there  for  We  do  whatever  our  customers  need  to  help  them 
get  to  the  future  ahead  of  schedule.  Be  it  cutting  inventory  and  invest- 
ment costs  or  speeding  up  the  time  it  takes  to  get  their  products  to  market 
So  visit  us  at  www.dana.com  and  find  out  how  we  help  our  neighbors 
take  care  of  some  of  their  chores. 
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COMMENTARY 

By  Amy  Cortese 

PORTALS:  A  GOLDEN  DOOR  FOR  PC  MAKERS 


These  days,  it  seems  every  com- 
pany, from  Amazon.com  to  Zap- 
ata, wants  to  be  a  portal,  a  gen 
eral-purpose  starting  point — and, 
hopefully,  sticking  point — to  the 
World  Wide  Web. 

The  latest  victims  of  portalmania 
are  PC  manufactui'ers.  On  Sept.  23, 
Dell  Computer  Corp.  an- 
nounced a  deal  with  E.xcite 
Inc.  to  create  a  custom 
version  of  the  startup's 
Internet  navigation  site 
for  Dell  customers.  Be- 
ginning this  fall,  when 
consumers  buy  one  of 
Dell's  Dimension 
PCS,  they  will  be 
able  to  sign  up  for 
Internet  access 
from  AT&T  or  SBC 
Communications 
Inc.  Then,  using  ei- 
ther a  basic  browser 
from  Dell  or  Microsoft  ? 
Corp.'s  Internet  Explor- 
er, they  will  be  ushered 
to  a  Web  page  co-branded 
by  Dell  and  Excite. 

Why?  Dell  has  found  that 
getting  on  the  Internet  is 
driving  consumer  PC  purchases, 
and  it  wants  to  make  the  experience 
simple  for  customers.  But  there  are 
deeper  motivations.  The  fact  is, 
there's  a  fundamental  shift  under 
way  in  personal  computing.  PC  users 
are  relying  more  on  the  Web  to  do 
basic  tasks,  whether  calculating 
their  investments  or  catching  up  on 
news.  As  they  do,  the  PC  and  the 
software  loaded  on  it  are  becoming 
merely  the  vehicles  connecting  them 
to  a  wide  array  of  services  on  the 
Net.  In  short,  the  battlegTound  has 
shifted  fi'om  the  physical  desktop  to 
the  virtual  space  where  people  go  to 
work  and  play. 

FLEXING  MUSCLES.  And  that's  where 
PC  makers  see  a  glimmer  of  oppor- 
tunity. Over  the  past  several  years, 
PC  makers  have  been  relegated  to 
the  role  of  distributor  for  Microsoft's 
software  and  Intel  Corp.'s  micro- 
processors. They  have  watched  their 
margins  erode  even  as  Microsoft 
and  Intel  have  gi-own  fat  off  lush 
profits.  Now,  with  the  Internet,  PC 


makers  see  a  chance  to  grab  control 
of  the  customer  relationship — and 
perhaps  their  destinies. 

It  doesn't  hurt  that  Microsoft  is 
embroiled  in  a  landmark  antitrust 
suit  and  has  the  Justice  Dept.  and 
20  states  watching  its  every  move. 
Just  two  years  ago,  Microsoft 


HERE'S  THEIR  CHANCE 

With  Microsoft  embroiled  in 
antitrust  litigation,  lucrative 
portals  to  the  Net  are  fair  game 
for  the  likes  of  Dell  and  Compaq 

threatened  to  revoke  Compaq  Com- 
puter Corp.'s  Windows  license  for 
merely  offeiing  Netscape  Navigator 
alongside  Internet  Explorer,  accord- 
ing to  a  deposition  by  a  Compaq  ex- 
ecutive. Today,  emboldened  by  the 
suit,  PC  makers  are  flexing  their 
muscles  before  they  atrophy.  Let 
Microsoft  have  Windows.  PC  makers 
are  realizing  they  can  do  an  end 
i-un  around  the  software  giant  by 
stalving  out  their  own  cyberspace 
real  estate. 

Now,  just  about  every  PC  maker 
is  ginning  up  an  Internet  plan.  The 
fo-st  was  Gateway  Inc.,  which  in 
May  created  its  own  Internet  ser- 
vice and  portal,  Gateway.net.  Info- 
seek,  which  is  now  wed  to  Walt  Dis- 


ney, has  a  distribution  deal  with 
WebTV.  And  Compaq  is  negotiating 
with  potential  partners  to  trade  a 
stake  in  its  Alta  Vista  search  engine 
for  Internet  content  or  broadband 
Internet  access.  The  planned  portal 
"will  be  very  important  for  om-  fu- 
ture," says  Earl  L.  Mason,  chief  fi- 
nancial officer  at  Compaq. 
CRUCIAL  LINK.  These  deals— 
and  no  doubt  more  to  come — 
are  the  latest  twist  in  the 
search  for  a  winning  busi- 
ness model  on  the  Net.  For 
portal  companies,  big  PC 
makers  such  as  Dell  and 
Compaq  can  steer  mil- 
hons  of  customers  their 
way.  For  PC  makers, 
)ortals  suddenly  look 
like  a  key  revenue 
stream:  Companies 
such  as  Excite  and 
Infoseek  pay  millions 
for  the  privilege  of  be- 
ing featured  on  a  brand 
new  PC,  and  then  there 
are  opportunities  to 
share  ad  and  transaction 
revenue  generated  on  the 
joint  sites.  For  profit- 
starved  PC  makers,  "why 
throw  that  away?"  asks  Brace 
Smith,  Internet  analyst  at  Jefferies 
&  Co. 

It's  more  than  easy  money,  though. 
Indeed,  the  gi-eater  value  in  these 
portal  deals  may  be  the  link  they  al- 
low PC  makers  to  build  with  their 
customers.  By  directing  users  to  a 
custom  home  page,  PC  companies  can 
keep  their  brand  fr-ont  and  center 
and  answer  technical  questions.  And 
PC  portals  pro\ide  a  valuable  trove 
of  customer  data  that  they  can  use 
to  market  products.  Dell,  for  e.xam-  I 
pie,  figures  that  it  can  persuade  < 
many  customers  who  sigTi  up  for  its 
high-speed  Net  access  to  also  up-  j 
grade  to  more  poweiful  machines,  i 
Most  of  all,  portals  allow-  PC  makers 
to  differentiate  then-  offerings — even  | 
innovate.  For  PC  makers,  portals 
might  just  be  the  starting  point  for 
new  profits.  But  will  they  stick?  | 

Software  editor  Cortese  covers  the\ 
industry  for  BUSINESS  WEEK. 
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What  do  you  need  most^  ™ 

or  application  develoompnt  t  • 


www.ittind.com 


It's  kind  of  hard  to  have  a  fishing 
industry  without  fish.  That's 
exactly  what  happened  in  Sicily  due 
to  industrial  pollution.  Then  we 
came  in  and  helped  mix  things  up- 


literally.  We  designed  and  provided 
the  big,  dependable,  submersible 
pumps  and  mixers  that  drive  their 
new  water  purification  process, 
^nd  once  it  started  operating, 
the  water  started  coming  back 
to  life — fish  and  all.  Hallelujah!" 

Zbigniew  Czarnota,  Research  Engineer,  Stockholm 


OUR  FLYGT  4600-SERIES  SUBMERSIBLE  MIXERS  ARE  ENGINEERED  WITH  OPTIMIZED 
HYDRAULICS  FOR  EFFICIENCY  AND  CLOG-FREE  OPERATION.  THESE  MIXERS  CREATE 
THE  FLOW  SO  THAT  IT  FOLLOWS  TANK  SHAPE  WITH  MINIMUM  HYDRAULIC  LOSSES. 
NO  AREA  OF  A  TANK  IS  LEFT  UNMIXED  AND  ENERGY  CONSUMPTION  IS  MINIMIZED. 


iMGINEER  THE  SPACE-BASED 

ARED  AND  Dir 

:ORS  FOR  SA  CK 
ORLD'S  WEATHtK  SYifLiv'iS. 


ITT 


^  ITT  Industries 

Engineered  for  life 


SEMICONDUCTORS 


SILICON  EYES 

How  chips  that  see  will  transform  the  way  we  live 


At  a  Ivi'oger's  gi-oceiy  store  out- 
side Houston,  customei'S  cashing 
paychecks  must  fu'st  put  their 
fingers  on  an  optical  scanner  at 
the  senice  desk.  Tlie  images  ai'e 
relayed  to  a  personal  comptiter.  which 
compares  them  with  fingeiprints  stored 
in  a  database — and  flashes  a  yes  or  no 
decision  within  seconds.  The  price  of 
the  de\ice.  now  about  Sl.OOO,  should  fall 
to  SlOO  in  a  yeai"  or  two.  Since  it  was 
installed  in  Febniaiy,  it  has  ehminated 
check  ft'aud. 

The  key  to  the  price  di-ijp  is  a  di-a- 
matically  new  kind  of  imaging  cliip.  Tlie 


Science  &  Technology 


cliips.  just  now  ani\ing.  ai"e  spai'king  a 
dizzjing  vaiiety  of  apphcations. 

In  a  Sony  Coi-p.  reseai'ch  laboratoiy 
in  Sihcon  \'alley.  for  example,  scientists 
have  developed  the  protot\"pe  of  a  pen- 
size  digital  camera  that  plugs  into  a  cell 
phone.  Tlie  combo  can  snap  a  photo  of  a 
newborn  baby  wiiile  the  phone  records 
the  cooing  between  mother  and  child 
and  then  zip  the  multimedia  package 
otY  to  the  gi-andpai-ents  in  seconds.  Fin- 
land's Nokia  Group  is  also  "pusliing  hai-d 
on  putting  an  imager  into  a  cell  phone," 
says  Douglas  S.  Rasor,  vice-president 

94  i-  SlNiJ?  AiE'x    CC'CSEn  ::  1553 


of  strategic  mai'keting  at  Texas  Instna- 
ments  Inc.,  which  supplies  components 
to  Nokia.  When  cell-phone  networks  get 
the  capacity  to  handle  \ideo  data,  the 
phones  will  be  ready. 

Another  application  for  the  new"  imag- 
ing cliips  is  being  explored  at  Donnelly 
Coi-p.'s  reseai'ch  and  development  center 
in  Holland,  Mich.  Tiny  digital-rideo  cam- 
eras using  the  new  chips  are  being 
mounted  on  a  vans  side  miiTors  and 
back  end  to  pro\ide  a  sweeping,  wide- 
angle  real-  \iew  on  a  dashboai'd  display. 
Such  digital  rear^iew  "miiTors"  could 
show  up  in  cai's  in  two  to  five  yeai"s. 

These  new  devices  and 
many  others  like  them  are 
pointing  to  the  next  wave  in 
the  digital  world:  machines 
with  human-like  senses.  The  long-tenn 
potential  of  sensoiy  computers  can  be 
glimpsed  today  at  ilassachusetts  Insti- 
tute of  Technology,  where  a  robot 
named  Cog  watches  its  creatoi-s  thix)ugh 
silicon  eyes  as  it  juggles  a  SUnkj;  Cog 
keeps  a  watchful  sihcon  eye  on  the  re- 
seai-chers"  comings  and  goings,  because 
that's  how  it  leams.  Cog  is  being  edu- 
cated as  if  it  were  a  child.  And  it  is 
now  so  perceptive  that  the  reseai-chers 
often  treat  it  like  a  human,  says  its 
maker.  MIT  computer  scientist  Rodney 
A.  Brooks. 


Cog's  sihcon  eyes  ai'e  made  with  spe 
cial  chips  that  process  images  as  defti; 
as  PC  chips  chew  through  spreadsheet 
and  words.  These  new  imaging  chip.' 
with  all  of  theii-  applications,  ai-e  creat 
ing  "a  huge  new  business  opportunity, 
declares  Donald  ]\I.  \\Tiiteside.  head  q 
Intel  Coi-p.'s  digital-imaging  efforts. 
"THE  MIND  GOES  CRAZY."  The  imagin 
chips  promise  to  transfonn  the  indi 
trial  landscape,  the  office,  and  the  ho: 
"The  mind  goes  crazy  thinking  abo 
all  the  ways  these  chips  can  be  used 
says  R.  John  Fau'hohne,  dii'ector  of  M(j 
torola  Inc.'s  imaging-chip  btisiness.  Can 
could  recognize  when  the  front-seat  pai 
senger  is  a  cliild  and  adjust  air-bag  d( 
plojTnent  accordingly.  Aii-planes  coul 
have  an  aiTny  of  chips  standing  w-atc 
over  mechanical  systems,  from  the  lane 
ing  gear  to  the  fuselage  joints  an 
seams.  And  heait  sturgeons  could  lea\ 
tiny  sihcon  eyes  in  a  patient's  chest  t 
monitor  theu-  handiwork  in  the  critid 
hotu's  following  an  operation.  i 

The  hottest  mai-ket  at  the  momei( 
is  for  digital  cameras,  which  ai-e  ab-eac 
on  the  shelves.  But  impending  applic 
tions  will  gobble  up  far  more  chip 
"Cameras  are  just  the  tip  of  an  ic 
berg,"  says  Da\id  Escobai;  dh-ector 
digital  imaging  at  Rockwell  Semico 
ductor  Systems  Inc..  which  has  bo 


■dng  top-secret  imaging  chips  for  the 
itai-y  since  the  early  1990s.  Now,  its 
•on  spies  are  coming  in  fi'om  the  cold 
enteiing  the  commercial  realm.  Con- 
,ants  at  Cahner's  In-Stat  Group, 
ed  in  Scottsdale,  Ariz.,  see  the  imag- 
chip  market,  including  the  products 
chips  are  used  in,  gi-owing  by  60% 
523  billion  in  2002,  with  a  300%  in- 
ise  in  the  number  of  products  sold. 
5tat  research  du*ector  Mark  Klrstein 
:  that  estimate  is  consei^vative. 
Q  any  case,  the  market  projections 
?  prompted  silicon  heavyweights  to 
ip  hundreds  of  millions  of  dollars 

imaging  technology.  In  the  U.  S., 
lel,  IBM,  and  National  Semiconductor 

among  the  chipmakers  racing  to 
e  out  market  positions.  The  compe- 


tition includes  NEC,  Sony,  and  Toshiba  in 
Japan  and  Philips  Electronics  and 
Siemens  in  Europe.  There  are  also  a 
bunch  of  ambitious  newcomers,  such  as 
G-Link  Technology  Inc.,  Photobit,  and 
Scotland's  Vision  Group,  which  shipped 
more  imaging  chips  in  1997  than  in  its 
previous  six  years. 

LIGHT  INTO  INFORMATION.  The  digital- 
imaging  wave  has  built  since  1969,  when 
Bell  Telephone  Laboratories  invented  a 
new  breed  of  cliii^ — the  so-called  charge- 
coupled  device,  or  CCD.  These  old-style 
imaging  cliips  convert  Ught  into  streams 
of  digital  information  that  can  be  used 
to  assemble  linages.  CCDs  soon  replaced 
the  video  tubes  in  yesteryear's  bulky 
TV-studio  cameras,  paving  the  way  for 
today's  portable  camcorders. 


The  next  important  development, 
which  kicked  off  the  consumer-products 
revolution,  was  another  Bell  Labs  in- 
novation in  1979:  the  digital  sigTial-pro- 
cessing  chip,  dsps  are  specialized  chips 
designed  to  deal  with  the  enonnous  dig- 
ital content  of  pictures  and  sounds, 
which  can  choke  ordinary  computer 
chips.  Texas  Instioiments  Inc.  believes 
so  strongly  in  the  future  of  sensory 
computers  that  it  has  sold  off  all  of  its 
other  businesses  to  focus  on  dsp  chips. 
"DSP  spans  eveiything  fi'om  digital  cam- 
eras and  cell  phones  to  PCs  and  con- 
sumer electronics — and  more,"  says  Ti 
Chainnan  Thomas  J.  Engibous. 

The  most  recent  development,  which 
is  leading  to  the  rapid  drop  in  prices 
for  imaging  chips,  occmTed  in  1996.  Tliat 


SILICON  EYES  WILL  SOON  BE  EVERYWHERE 

CONSUMER  PHOTOGRAPHY  New  "smart  sensors"  will  automati- 
cally correct  exposure  and  allow  images  to  be  edited,  by  cropping  or 
reducing  redeye,  right  on  the  camera. 

COMPUTERS  "Eyeball"  digital  cameras  will  be  built  into  monitors 
tor  video  mail  or  for  verifying  the  user's  identity.  Keyboards  with 
built-in  fingerprint  scanners  will  substitute  for  passwords. 

HANDHELD  GADGETS  Small  digital  cameras  will  soon  become  com- 
mon accessories  for  cellular  telephones  and  personal  digital  assistants. 

RETAILING  Fingerprint  and  retinal  scanners  that  can  mstantiy  verify 
someone's  identity  will  be  widely  used  by  retail  stores,  banks,  and 
government  agencies. 

MEDICINE  Imaging  chips  may  help  blind  people  see  and  will  be 
commonly  used  in  surgery. 

CARS  Digital  cameras  will  supplement  rearview  mirrors,  check  tire 
pressure,  and  monitor  occupants  as  part  of  advanced  safety  systems 

INDUSTRY  Among  hundreds  of  possible  applications,  digital  technol- 
ogy will  sharply  reduce  the  cost  of  sophisticated  security  systems  and 
allow  aircraft  makers  to  monitor  hard-to-reach  places  inside  airframes. 

VISION  GROUP'S  PETER  DENVER  PEERS  THROUGH  A  DIGITAL  CAMERA 


Is  your  network,  or  your  company,  the  same  as  it  was  two 


''£j1998  Micfo=.oft  Corporation  All  rights  reserved  Micfoscift,  Windows,  the  Windows  logo.  Windows  NT  and  Wtiere  do  you  want  lo  go  today'' 
dre  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


Neither  is  Windows  NT  Server  4.0. 


On  July  29,  1996,  we  introduced 
Microsoft  Windows  NT  Server  4.0. 
The  idea  behind  this  server  operating 
system,  as  with  3.51,  3.5  and  3.1  before 
it,  was  that  customers  would  benefit 
from  an  OS  that  runs  their  network  and 
their  business  applications.  It  was  about 
integration,  and  it  still  is.  But  a  lot  has 
changed  in  two  years. 


To  keep  up  with  the  changing  needs  of 
customers,  we've  added  hundreds 
of  enhancements  since  1996.  In  fact, 
today's  Windows  NT  Server  4.0  is  far 
different  from  the  one  we  first  shipped. 
For  starters,  we've  improved  file  and 
print  performance,  and  updated  Web  and 
application  services.  We've  also  enhanced 
networking  and  communications  services, 
and  enabled  streaming  media.  And,  we're 
committed  to  continued  improvement  as 
we  work  to  provide  a  solid  migration  path 
to  Windows  NT  Server  5.0. 

So  how  have  these  improvements  been 
received?  In  just  two  years,  about 
640,000  U.S.  companies  have  installed 
over  1  million  copies. 


A  lot  has  changed  in  two  years. 
Including  Windows  NT  Server  4.0. 


Windows  NT 

Server  4.0 


www.microsoft.com/go 


Microsoft 

Where  do  you  want  to  . 
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CHECK  IT  OUT 

Ki  oger's  supermarkets  in  Houston  are  the  first  stores  to 
scan  fingerprints.  Tlie  images  are  sent  to  a  computer  database, 
whicli  can  then  authorize  a  customer's  check  within  seconds 


was  the  airival  of  a  new  kind  of  imag- 
ing chip  that  uses  CMOS  technology.  That 
stands  for  complementaiy  metal-oxide 
semiconductor — it's  the  same  technology 
used  to  make  ordinai-y  computer  chips. 
The  new  imaging  chips,  then,  can  be 
made  as  cheaply  as  PC  chips.  The  old- 
style  imaging  cliips  requu-ed  costly,  spe- 
cial-purpose production  lines  because 
they  ai'e  custom  made. 
DIGITAL  DELIGHT.  Prices  of  chips  that 
can  capture  images  with  more  than  one 
million  pictm-e  elements,  or  pixels,  have 
already  dropped  below  .$40,  says  Peter 
Denyer,  chief  executive  of  the  jMoneeiing 
Vision  Group  PLC  in  Edinburgh,  Scot- 
land. The  chips  also  use  less  battery 
power  than  the  old-style  imagers  and 
produce  the  same  image  quality, 
Denyer  says. 

Many  of  the  world's  leading 
builders  of  electronic  systems  see  ^' 
digital  imaging  as  the  next  big  tick- 
et to  gi-owth.  That  view  is  shared 
by  makers  of  photogi-aphic  film — 
notably  Eastman  Kodak  Co. — and 
by  camera  companies.  "There's  not 
really  a  lot  you  can  do  nowadays  to 
improve  3.5mm  cameras,"  says  Jef- 
frey L.  Lengyel,  marketing  manag- 
er at  Ricoh  Coi-]j.'s  Consimier  Prod- 
ucts Group.  "The  excitement  is 
focused  on  digital." 

Even  Polaroid  Corp.,  which  has 
built  its  empire  on  instant  film,  an- 
nounced last  spring  that  it  is  shift- 


ing its  focus  to  even  faster  dig- 
ital imaging.  Many  experts  say 
that  digital  photos  from  the 
better  digital  cameras,  costing 
about  .$700,  match  the  quality 
of  film  snapshots — and  digital 
cameras  could  soon  be  even 
cheaper  than  today's  film  mod- 
els. That  could  make  for  a  buy- 
ing surge. 

The  dramatic  reduction  in 
prices  has  already  led  to  a  re- 
markable de\ice — a  crecht-cai'd- 
size  $.50  camera  for  use  in  Nin- 
tendo's Game  Boy,  its  portable 
video-game  machine.  The  cam- 
era slips  into  the  cartridge  slot 
built  to  accommodate  video- 
game cards.  During  its  first 
month  on  the  market  in  -Japan, 
Nintendo  sold  800,000  of  the 
cameras. 

By  2002,  predicts  market  re- 
searcher International  Data 
Corp.,  filmless  cameras  will  be  ranning 
neck-and-neck  with  analog  models.  Dig- 
ital sales  will  zoom  more  than  tenfold,  to 
29.5  million  units,  says  IDC.  Nikon  Inc., 
which  unveiled  its  first  digital  camera 
for  consumers  last  March,  figiu-es  that 
iDC's  projection  could  be  consei'vative. 
Nancy  Carr,  national  marketing  man- 
ager for  Nikon's  new  Electronic  Imaging 
unit,  says  filmless  models  might  over- 
take conventional  cameras  in  five  years. 

Plummeting  prices  will  make  digital 
cameras  a  popular  pc  accessoiy  in  both 
homes  and  offices,  IDC  believes.  Com- 
panies will  install  pc  cameras  to  boost 
teamwork  and  facilitate  collaborative 
projects  that  span  departments  or 
multiple  geogi'aphic  locations. 

SAY  CHEESE 


Videoconferencing  will  provide  a  che; 
alternative  to  business  travel,  becaui 
eyeball  cameras  perched  on  comput 
monitors  will  soon  cost  no  more  than 
computer  mouse. 

The  "killer  application"  for  digit 
cameras  could  be  video  mail.  Tod£ 
text-based  E-mail  dominates  Intern 
traffic.  Adding  still  or  moving  digit 
pictures  could  lift  E-mail  to  n€ 
plateaus  of  popularity. 
BRAINS,  TOO.  The  new  imaging  chi 
are  expected  to  grab  60%  of  the  digit 
camera  market  by  2002,  up  fi'om  essf 
tially  zero  last  year,  according  to  d 
ner's  In-Stat.  And  they'll  gi'ab  the  Uo' 
share  of  other  markets  for  items  link 
to  PCS.  For  example,  semiconductor 
searchers  expect  iow-cost  imaging  s< 
sors  to  appear  on  keyboai"ds  and  laptc 
as  fingerprint  readers  or  vision  ch' 
that  can  recognize  faces.  That  will  e 
the  need  to  I'emember  passwords 
July,  Compaq  Computer  Coi-p.  unvei 
a  finger]3rint  reader  that  costs  just  $ 
A  fiuther  advance  in  imaging  ch 
should  occui'  next  yeai*:  single-chip  im 
ing  systems.  One  piece  of  silicon  \ 
hold  not  only  the  silicon  eye  but  also 
brain  it  needs  to  process  the  signa 
now  on  a  separate  dsp  chip.  Prices 
continue  to  fall.  By  the  new  millenniil 
semiconductor  experts  say,  today's  tj 
tier  .$800  digital  cameras  may  cost  ab| 
$300,  while  snapshot  models  could 
for  $100.  And  like  pc^s,  upscale  camej 
will  keep  on  dropping  in  price — byl 
average  of  30%  annually,  says  In-Stj 
Kirstein. 

Even  digital  optimists  do| 
the   new  technology 


,  MILLIONS  OF  UNITS 

DATA:  INTERNATIONAL  DATA  CORP. 


THE  KODAK  DIGITAL  CAMERA 
MAKES  IMAGES  OF  FILM  QUALITY 
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People  are  noticing  the  investment  bank 
that  speciaHzes  in  growing  companies. 


Growing  companies  want  investment  banlcmg,  corporate  banking,  merchant 
banking  and  wealth  management  —  all  in  one  place. 

They  want  full  service  without  fat.  Brains  without  bureaucracy.  Capital  without 
complications.  And  service  without  end:  Credit,  debt  or  equity.  Structured  finance. 
Securitization.  Risk  management.  Merchant  banking.  M&A.  Full-service  brokerage. 

All  from  a  team  of  professionals  who  know  what  a  growing  company  needs  — 
because  they're  continually  building  one  too. 

Visit  our  web  site  at  www.cibcwm.com  to  see  for  yourself. 

Nobody  knows  more  about  growing  companies  than  we  do. 


New  York:  CIBC  Oppenheimer 
Toronto:  CIBC  Wood  Gundy 

Investment  Banking  I  Corporate  Banking  I  Merchant  Banking 
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Science  &  Technology 


close  the  shutter  on  conventional  cam- 
eras within  the  next  decade.  Film  is 
convenient  and  cheap,  one-hour  photo- 
finishing  shops  are  evei'j'where,  and  old 
habits  die  hard.  Still,  Kodak  ChaiiTnan 
George  M.  C.  Fisher,  whose  company 
has  perhaps  the  most  to  lose,  acknowl- 
edges that  there  "will  be  an  explosive 
market."  So  he's  diving  into  digital 
imaging.  The  results  are  mixed  so  far; 
Kodak  sells  more  digital  still  cameras 
than  anyone  but  has  yet  to  turn  a  prof- 
it on  the  technology'.  Fisher  says,  how- 
ever, that  he  will  continue  the  emphasis 
on  digital  cameras. 

SEEING-EYE  CIRCUITS.  The  anival  of  the 
new  chips  has  triggered  frenzied  efforts 
by  makers  of  the  old-style  CCD  chips  to 
protect  their  turf  Despite  the  inherent 
manufactming  difficulties,  suppliers  have 
been  improving  resolution  while  cutting 
prices.  "CCD  makers  realize  that 
if  they  don't  cb"op  their  prices 
fast,  they'll  be  vulnerable, 
says  William  H.  Boles,  who 
until  July  was  head  of 
marketing  at  Olympus 
America  Inc.  Last  year, 
20  Taiwanese  compa- 
nies announced  plans 
to  make  digital  cam- 
eras. Ten  dropped 
out  before  joining  1 
the  fray.  Even  Sony, 
which    makes  the 

CHEAPER  CHIPS 

Nintendo  offers 
a  $50  camera  option 
that  slips  into  the 
cartridge  slot  in 
its  Game  Boy 


world's  best-selling  digital  camera — the 
$500  Mavica — wonders  whether  the 
bloodletting  is  worth  it.  "We  have  to 
consider  wiiether  we  should  continue  to 
put  out  new  and  better  products  if  we 
have  to  lose  money,"  says  Shizuo 
Takashino,  president  of  Sony  Personal 
A&v  Products  Co. 

The  new  imaging  chips  also  have  im- 
portant applications  in  medical  mai'kets. 
Endoscopic  surgical  de\ices — thin  tubes 
that  enable  a  siu'geon  to  see  inside  a  pa- 
tient— ai-e  fast  being  made  disposable,  in 
order  to  eliminate  the  need  for  steril- 
ization. So  manufactiu'ers  are  switching 
fi-om  stainless  steel  to  plastic  tubes  and 
replacing  expensive  old-style  imaging 
chips  with  the  cheaper  new  chips. 

There's  even  a  chance  that  digital  im- 
agers may  serve  as  aitificial  retinas  and 
help  blind  people  see.  Two  decades  ago, 
researchers  showed  that  the  brain's 
optical  nerves  can  be  electrically 
stimulated  by  optical  sensors  on  a 
credit-card-size  circuit  board. 
That  enabled  a  blind  person 
to  discern  very  crude  im- 
ages. Given  the  ad- 
vances in  silicon 
technology  since 
then,  the  National 
Eye  Institute  spon- 
sored a  study  last 
year  at  Johns 
Hopkins  Universi- 
ty to  explore  the 
feasibility  of  im- 
planting chips  in 
or  behind  a  per- 
son's eyes. 

According  to 
Dr.    Mark  S. 
Humayan  of 
Jolins  Hopkins 
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CAN  A  CHIP  CURE  BLINDNESS? 

In  experiments  begun  last 
V  ear,  a  camera  on  eyeglass 
trames  sent  images  to  an 
implanted  chip.  The  blind 
patient  could  see  a  large  lette 

Wilmer  Eye  Institute,  a  totally  bli 
patient  saw^  a  lai'ge  letter  when  d; 
fi'om  a  simulated  imaging  chip  w 
wii'ed  to  the  retinal  neui'ons  of  o 
eye.  But  questions  remain.  Can  t 
technology  provide  sufficiently 
tailed  vision  to  be  useful?  And  v\ 
the  body's  immune  system  tolerat< 
silicon  implant?  Further  resear 
will  be  needed  to  answer  the 
cjuestions. 

In  the  meantime,  Intel  is  betti 
big  on  the  fiitui'e  of  the  new  imi 
ing  chips.  The  chip  behemoth  says 
has  spent  hundreds  of  millions  on  digi 
imaging  r&d  in  the  past  two  years,  af 
Chairman  Andi'ew  S.  Grove  says  the  |- 
vestment  "will  be  even  more  substantji 
as  time  goes  on."  Intel  plans  to  st 
imaging  chips  to  link  cameras  and  otl" 
products  to  its  Pentium  microprocessc. 
"This  is  a  potentially  explosive  oppor- 
nity,"  says  Peter  J.  Green,  general 
ager  of  Intel's  digital  periphei-als  divisi 
"UBIQUITOUS  FEATURE."  Toshiba  Co 
also  hopes  to  capture  a  large  shai'e 
the  mai'ket.  It  is  now  one  of  the 
suppliers  of  the  old-style  CCD  chips, 
it  also  plans  a  huge  investment  in 
new  chips.  Takeshi  Enya,  a  Tosh 
marketing  manager,  expects  the  m 
ket  for  both  kinds  of  chips  to  gi 
rapidly  but  says  the  market  for  the  r 
chips  will  gi-ow  faster.  Of  the  55  r 
lion  imaging  chips  his  company  pi 
to  sell  in  2001,  half  will  be  of  the  ne^ 
CMOS  vaiiety.  Enya  figiu'es  that  the 
style  chips  will  be  used  primarily 
printers  and  scanners,  while  the  r 
chips  will  prevail  in  mobile  comput 
and  digital  cameras. 

Bryan  Ackland,  a  research  mana  '  ' 
at  Lucent  Technologies  Inc.'s  1 
Labs — where  all  this  started — belie 
imaging  chips  are  destined  to  follov 
the  footsteps  of  digital  clocks.  Initii 
digital  clocks  were  costly  stand-al 
devices.  Today,  they're  talien  for  gr;fr 
ed  on  a  range  of  products.  Tomo: 
says  Ackland,  imaging  chips  will  b(j 
ubiquitous  feature  of  eveiyday  life.''! 

A  new  chapter  in  the  silicon  sag;l|t? 
unfolding.  Computers  and  other  devj 
are  getting  silicon  eyes.  Everj^I 
you  go,  machines  will  be  watcliing, 
By  Geoffrey  Smith  in  Boston,  i| 
bureau  reports 
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The  New  Math  of 
Loss  Prevention 


GAB  ROBINS'  NEW  ANALYTICS  UNIT  TURNS  DATA 
INTO  A   PLANNING   TOOL  FOR  RISK  MANAGERS 


For  Gary  Langsdale,  corporate  risk  manager  at  Interna- 
tional Paper's  Memphis,  Tenn.  operational  headquar- 
ters, data  itself  isn't  important.  What  does  matter 
is  what  he  can  do  with  it.  Dealing  with  subsidiaries 
that  include  a  wholesaler  with  a  fleet  of  6,000  trucks 
and  300  warehouse  and  store  locations,  Langsdale  sees  plent\ 
of  claims  information.  After  all,  accidents  do  happen.  Bur 


what  Langsdale  desires  is  to  prevent 
incidents — such  as  trucks  backing 
into  parked  cars,  employees  shpping  in 
stores,  and  warehouse  workers  com- 
phiining  oi  muscle  stress  —  with  infor- 
mation garnered  from  claims  data. 
Says  Langsdale,  "we  pay  attention  to 
claims  data  analysis  because  under- 
stancHing  claims  trends  can  help  reduce 
costs  and  prevent  accidents."  And 
that's  where  GAB  Robins'  new  Analyt- 
ics unit  comes  in. 

Lhe  experts  at  GAB  Robins  Analyt- 
ics can  take  a  company's  data  —  tor 
example,  trucking  accidents  —  and  ana- 


Claims  Analysis  —  How  to  Begin 


1 


Determine  claim  categories  of  greatest 
frequency  or  cost  for  your  business  such  as 
back  strain  or  auto  accidents. 


Look  for  patterns  by  geography, 
type  location,  type  of  job,  type  of 
equipment  involved. 


Distribute  "best"  and  "worst"  performance 
information  to  local  management. 


Create  a  benchmark  of  your  business 
versus  other  businesses. 


lyze  it  according  to  t)pe  of  injury,  geog- 
raphy, job  category,  and  many  other 
fields  of  comparison.  Then,  Analytics  can 
measure  an  individual  corporation's 
results  against  other  businesses  across  the 
United  States  in  the  same  ways  that  it 
analyzes  a  company's  own  data. 


Customized  Solutions 

"  C^ur  experts  have  years  of  significant 
claims  data  expertise,"  says  Rebecca  West, 
vice-president  of  GAB  Robins  Risk 
Management  Services.  "They  understand 
what  the  data  is  saying  and  can  detect  the 
more  subtle  patterns  of  claims."  West 
points  out  that  the  team 
members  of  Analytics  have 
experience  across  a  wide 
variety  of  insurance  posi- 
tions, including  claims  man- 
agement, claims  technology, 
claims  account  manage- 
ment, risk  management, 
and  loss  control. 

In  addition,  the  Analyt- 
ics unit  uses  innovative 
proprietary  software  and 
has  developed  partnerships 
with  select,  specialized  re- 
sources to  provide  the 
latest,  most  sophisticated 
analysis  capabilities. 


Thanks  to  this  expertise,  Analytii. 
consulting  services  can  really  make 
difference.  The  Analytics  team  createj 
individual,  customized  proposals  for  solul 
tions  to  claims  problems.  Such  analysi 
can  also  be  very  useful  for  risk  manage! 
seeking  more  precise  estimates  for  settin: 
aside  reserves.  "Reserving  is  a  difficii! 
and  complex  science,"  says  West.  "You  cu 
apply  formulas,  but  in  the  end  you  have  ti 
have  knowledge  of  claims  to  do  it  well.' 

Spreading  the  Word 

One  simple  step  Analytics  usually  recom' 
mends  is  publishing  accident  data  i 
internal  safety  newsletters.  It  is  an  idc 
that  IP  has  already  taken  to  heart.  "Whe 
you  can  tell  the  drivers  their  facilit) 
accident  data,  or  show  managers  ho^ 
their  unit  stacks  ui 
against  others  in  thj 
same  industry,  the 
pay  attention,"  saV 
IP's  Langsdale.  "Oi^ 
employees  are  conl 
petitive,  and  so  thtj 
will  work  hard  r 
make  sure  they  ha^i 
a  better  than  ave| 
age  safety  record.  | 
West  says  clieni 
also  use  the  data 
create  performan< 
benchmarks,  improve  employee  safe 
training,  alter  employee  working  env 
ronments,  redesign  incentive  prograr 
for  loss  control  initiatives,  and  other  pr 
grams.  "When  armed  with  accurate  ai 
comparative  data,"  says  West,  "you  are 
a  better  position  to  reward  some  emplo 
ees  for  their  safety  records  and  she 
others  how  to  improve  their  perfc 
mance.  You  can  give  managers  the  trai 
ing  and  workers  the  information  th 
need  to  make  a  difference. " 

Adds  West,  "you  can  significani 
impact  a  company's  claims  experien 
and  resulting  costs  by  looking  into  thJ 
patterns."  IP's  Langsdale  concurs,  sa\'i[ 
"the  accident  that  didn't  happen  is  t 
least  expensive  one. " 


Rebecca  West, 
Vice-President, 
Risk  Management 
Services,  GAB  Robins 
North  America,  Inc. 


Clara  Van  Hast,  a  New  York-based  wri 
reports  frequently  on  insurance  and  r, 
management. 


BUSINESS  WEEK/OCTOBER  12,  1998 


EMERGENCY  PROCEDURE 


IF  BACKSTRAIM 


MAKE  SURE  YOUR 
CLAIMS  ADMI M I STRATOR 

HAS  EASY-rO-ACCESS 
IMFORMATIOM  SYSTEMS. 


\  I 


GAB  Robins  doesn't  just  utilize  the  most  innovative 
technology  infrastructure,  we  create  it.  ACIS'!^  our 
Automated  Claims  Information  System,  provides  timely 
and  easy-to-access  information  through  our  ClienTell'" 
query  and  reporting  tool.  And  with  other  integrated 
database  tools,  we  can  assess,  plan  and  monitor  medical 
care  from  first  report  of  injury  through  return  to  work. 
Questions?  answers@gabrobins.com  or  call  888.888.4242 


GAB 

Robiiis. 
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Gordie's  Garage 

"Bifl  or  small.  We  fix  it  ail." 

Tune  Ups  •  Shocks  -  Struts  Springs  ■  Brakes  •  TronsmissK 
898-555-7434 


inc. 


S&K  MUFFLER 

Custom  Pipe  Banding  &  Duals   Brakes   Shocks  Struts 
CV  Jornts   Spnngs  -  Catalytic  Corwertefs 

(767)555  2244   M  F  8  6  SAT  8  5 


NORTHERN 

AUTO  REPAIRS 


CERTIFIED  MECHANICS 

shocks  •  struts  •  tune  ups  •  brakes 
clutches  •  transmissions  •  electrical  repairs 

248;-SS5-8634 


FOSTER'S  TOWING 


If  you're  stuck,  all  our  truck." 


24  HOUR  TOWING 
SERVICE  All  EXPRESSWAYS 


FASTSERVICe   •  DISCOUNT  PRICES  •  (7B7)-5S5  !39B 


or 


Downtime.  If  you  drive  a  Chevy'"  Lumino'  it's  the  last  thing  you  need  to  worn/  about. 
Lumina  is  building  a  bulletproof  reputation  for  quality,  reliability  and  value.  It  can  go  up  to  100,000 

miles  before  its  first  scheduled  tune-up'  Its  chassis  is  lubed  for  life.  You  get  extended-life 
engine  coolant  and  6yeai  or  100,000-mile  corrosion  protection'  All  that  in  the  most  affordable 
six-passenger  car  in  its  class  After  all,  if  it  ain't  broke  you  don't  need  to  waste  time  fixing  it. 


Lumina 


Genuine  Chevrolet' 


evelopments  to  Watch 
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HAT  DOES 
\RS  SOUND 

KE?  

RTHLINGS   MAY  BE 

e  to  eavesdrop  on 
rs  via  the  Internet 
ct  year.  If  NASA's 
rs  Polar  Lander 
ches  down  without 
hap  in  December,  1999, 
audio  chip  on  the  vessel 
pick  up  the  first  sounds 
n  another  planet  and 
adcast  them  back  to  \ 
•th. 

Jothing  exotic  is  expect- 
-just  whooshing  wind  and 

scratch  of  sand  blowing 
nst  the  Lander.  But  there 
ht  be  muted  thunder 
a  dust-cloud  stoi-ms.  "We 
t  really  know  what  Mars's 

trical  discharges  will 
id  like,"  says  Janet  G. 

mann,  a  physicist  with 

Space  Sciences  Labora- 


tory at 
the   University  of 
California  at  Berkeley.  "It 
might  be  just  a  crackling 
sound." 

The  $100,000  tab  for  the 
Mars  Microphone  project  is 
being  paid  by  the  Planetaiy 
Society  of  Pasadena,  Calif.,  a 
nationwide  organization  of 
space  buffs.  The  audio  chip 
is  from  Sensoiy  Inc.,  and  Ad- 
vanced Micro  Devices  Inc. 
made  the  flash-memory  chips 


that  will  store  the  sounds. 
Martian  sounds  will  be 
recorded  in  10-second  incre- 
ments, and  the  loudest  seg- 
ment will  be  relayed  back  to 
earth  every  10  days. 

Luhmann's  team  will 
post  them  on  the  Net  at 
sprg.ssl.berkeley.edu/mai'sinic, 
and  they  are  hoping  for 
something  unexpected.  That 
could  secure  a  ride  for 
another  Mars  eavesdropper 
on  NASA's  next  mission 
in  2001.  Otis  PoH 


UDDLY-AND  WITH  AN  AHITUDE 

ART  TOYS  don't  NEED  A  LOT  OF  COMPUTER 

uirts.  Witness  Furby,  a  garrulous  and  ingi'atiat- 
i  new  fuzzball  that  could  be  this  Christmas' 
:kle  Me  Elmo.  Like  many  other  chip-enhanced 
lis,  Furbies  talk,  giggle,  open  and  close  their 
es,  and  respond  to  pokes,  tilts,  or  tickles.  But 
is  latest  electronic  pet  is  amazingly  convinc- 
l — in  part  because,  like  real  pets  and  some  fam- 
members,  its  reactions  are  a  bit  out  of  whack, 
irby's  inventor,  David  M.  Hampton,  planned 
ngs  that  way.  In  the  process,  he  saved  Furby's 
inufacturer — Tiger  Electronics  Ltd.,  a  unit  of 
tsbro  Inc. — a  bundle  in  manufacturing  costs. 
To  hold  Furby's  hst  price  to  $30,  less  than  one- 
rd  the  cost  of  Microsoft  Coip.'s  ActiMates  Bar- 

/  doll,  Hampton  and  the  Tiger  development  team  used  some  ingenious  shortcuts.  In- 
ad  of  expensive  communications  cu'cuits — the  kind  that  pennit  wireless  messaging 
ong  various  computer  devices — Fui'bies  exchange  cnide  infr-ared  signals  to  trigger 
)ntaneous-sounding  giggles  and  goofing  sessions.  As  for  processors,  the  toy's  silicon 
lin  is  a  low-cost  Asian  variant  of  the  chip  that  powered  the  original  Apple  II. 
Furby  has  trouble  doing  two  things  at  once,  and  that's  just  fine,  since  carefully  crafted 
tware  niles  give  the  illusion  of  complexity.  Talking,  foi'  example,  always  takes  priority 
■r  hstening.  So  Furby  sometimes  seems  a  little  um-esponsive — not  unlike  some  children 
all  know.  Likewise,  while  the  toy  is  in  motion,  its  sound  sensor  automatically  switches 
which  saves  batteiy  power  and  prevents  motor  noise  fi'om  confusing  the  sensor.  Fiu-- 
5  1,000  bits  of  ti-ainable  memory  manage  a  vocabulary  of  just  200  words.  But  these 
'•ds  get  combined  in  ways  that  even  the  inventor  never  predicted.  The  effect  compares 
orably  with  a  hamster,  and  beats  the  heck  out  of  a  pet  turtle.  Neil  Grvss 


HEARTENING  NEWS 
ABOUT  VITAMIN  E 
-FOR  MICE  

HEALTH-FOOD  STORES  PROMOTE 

vitamin  E  as  an  effective 
weapon  against  heart  dis- 
ease, but  there  has  been  no 
proof  that  it  actually  works. 
Now,  there's  evidence  it  does 
in  mice:  Researchers  at  the 
University  of  Pennsylvania 
say  they  have  shown  that 
vitamin  E  protects  mice 
against  atherosclerosis,  the 
artery-clogging  condition 
that  leads  to  heart  attacks. 

The  mice  were  genetically 
engineered  to  have  high  cho- 
lesterol and  develop  athero- 
sclerosis. The  researchers  I'e- 
ported  in  the  Octobei-  issue 
of  Nature  Medicine  that,  af- 
ter 16  weeks,  heart  tissue 
damage  was  cut  by  40%  in 
the  mice  on  vitamin  E.  Sig- 
nificantly, cholesterol  re- 
mained high;  the  improve- 
ment seemed  to  come  from  a 
reduction  of  fi"ee  radicals  in 
the  bloodstream. 

Free  radicals  are  constant- 
ly created  in  the  blood.  Sci- 
entists speculate  that  high 
levels  of  free  radicals,  caused 
by  smoking  or  high  choles- 
terol, can  damage  blood  ves- 
sel walls.  So-called  antioxi- 
dants, including  vitamin  E, 
can  mop  up  the  excess  free 
radicals — and  perhaps  pre- 
vent damage.  But  the  idea 
couldn't  be  tested  without  an 
accurate  method  for  measur- 
ing free  I'adicals  in  the  blood. 

Dr.  Garret  A.  Fitzgerald, 
chairman  of  the  Pharmacolo- 
gy Dept.  at  Penn,  says  he 
and  Joshua  Rokach,  a  chemist 
at  Florida  Institute  of  Tech- 
nology, devised  a  free  radical 
test  three  years  ago,  enabling 
them  to  conduct  the  mouse 
trials.  Fitzgerald  cautions 
against  taking  lai'ge  doses  of 
vitamin  E  until  human  trials 
are  conducted,  but  the  Amer- 
ican Heart  Assn.  does  recom- 
mend eating  foods  high  in  vi- 
tamin E,  such  as  lettuce.  □ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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Sports  Business 


COIVilVIENTARY 

By  Brad  Wolverton 

HOW  BOXING  COULD  GET  OFF  THE  ROPES 


It's  a  little  past  midnight  in  a  dimly 
lit  comer  of  the  Georgia  Dome,  and 
boxing  pooh-bah  Don  King  is 
booming  into  a  microphone  about  how 
he  plans  to  make  his  "next  $100  mil- 
Hon."  His  fighter  on  the  Sept.  19  card, 
Evander  Holyfield,  has  just  managed 
to  defend  his  twin  heavyweight  cham- 
pionship belts  in  a  unanimous  decision 
over  a  surprisingly  strong  challenge 
by  a  guy  25  pounds  overweight, 
whose  opponents'  combined  record  is 
181-511-19. 

But  even  for  a  man  who  recently 
won  a  lawsuit  in  which  he  was  ac- 
cused of  bilking  Lloyd's  of  Lon- 
don of  $350,000  (nine  jurors  lat- 
er went  to  the  Bahamas  on  ^ 
King's  dime),  who  has  beat 
an  IRS  tax-evasion  rap,  and 
who  sui"vived  almost  four 
years  in  prison  for  man- 
slaughter, King's  next 
$100  million  won't  be  a 
Cakewalk.  At  least,  not  in 
boxing. 

The  fight  game's  most 
recent  downwai-d  spiral  be- 
gan 15  months  ago  when 
Mike  Tyson  bit  off  two  inches 
of  Holyfield's  right  ear  and 
was  subsequently  banned  from 
the  sport.  If  Tyson  passes  tests  he 
has  been  undergoing  to  determine  his 
mental  stabihty,  the  Nevada  Athletic 
Commission  could  reinstate  him  as 
early  as  Oct.  3.  But  even  the  return 
of  a  big  box-office  draw  like  Iron 
Mike  might  not  be  enough. 
MIStMATCHES.  With  the  dearth  of  mar- 
quee fighters,  cable  TV  has  largely  lost 
interest  in  boxing,  and  mismatches 
continue  to  be  as  common  as  come- 
backs. Traditional  fight  tovms  Uke  Las 
Vegas  and  New  York  have  significant- 
ly scaled  back  their  events.  And  a  Ba- 
bel of  sanctioning  bodies  has  turned 
the  sport  into  a  Marx  Brothers  movie. 

In  June,  a  Holyfield  title  defense  was 
canceled  the  day  before  the  bout  when 
challenger  Henry  Akinwande  tested 
positive  for  Hepatitis  B.  Henry  lost  a 
$2.5  million  payday,  but  the  promoters 
weren't  weeping:  Madison  Square  Gar- 
den had  sold  only  7,500  tickets,  and  a 
woman  fighter  on  the  undercard,  Maria 
Nieves-Garcia,  turned  out  to  be  21 
weeks  pregnant. 


With  a  market  that  wobbly,  two  of 
boxing's  most  ardent  supporters,  USA 
Network  and  espn,  have  in  the  past 
month  dropped  coverage  of  live  week- 
ly fights.  USA  replaced  its  18-year 
string  of  weekly  bouts  with  La 
Femnie  Ntkita — a  hitwoman  in  place 
of  Hitman  Heams.  espn,  which  was 
paying  promoters  around  $125,000  per 
event,  now  pays  about  $60,000  for 
fewer  fights  on  espn2.  Says  promoter 


Cedric  Kishner,  who  supplies  fights  to 
HBO:  "Domestically,  I'm  seeing  about 
70%  less  revenue  now." 

Less  TV  time  for  boxing  could 
make  it  difficult  to  develop  the  next 
generation  of  champions.  In  the  1970s, 
when  boxers  like  Sugar  Ray  Leonard 
and  George  Foreman  became  house- 
hold names,  TV  networks  were  run- 
ning 50  fights  a  year.  Now,  the  sport 
is  relegated  to  premium  cable  chan- 
nels like  Showtime  and  Time  Wamer 
Inc.'s  HBO.  And  despite  an  average 
audience  of  2.7  million  viewers  for 
several  recent  big  boxing  events,  pre- 
mium cable  has  its  limits.  "We  can't 
make  stars  like  abc  can,"  concedes 
Jay  G.  Lai'kin,  senior  vice-president 
for  Showtime  Sports. 

The  absence  of  boxing's  biggest 
star,  Tyson,  has  certainly  taken  its  toll 
on  pay-per-view.  In  1997,  six 


megafights  generated  an  estimated 
$203  million  in  revenue  for  the  pay- 
per-view  arms  of  Showtime  and  HBO, 
This  year's  only  megafight — involving 
the  sport's  Great  Hispanic  Hope,  0& 
car  de  la  Hoya — produced  less  than 
$30  million. 

It's  hard  to  stir  up  excitement 
when  promoters  keep  going  for  the 
sure  thing  by  matching  their  fighters 
with  patsies.  Seth  G.  Abraham,  pre& 
ident  of  Time  Warner  Sports,  tried 
mightily  to  line  up  a  legitimate 
heavyweight  title  bout  between 
Holyfield  and  Lennox  Lewis.  But  th( 
fiLiht,  announced  in  June,  was 
ailed  off  when  Holyfield  de- 
manded an  extra  $5  million. 
"Don  King  is  the  Everest  in 
front  of  us,"  Abraham  says. 
"He  couldn't  afford  it  if 
Holyfield  were  to  lose." 
OVERKILL.  But  what  boxing 
needs  m.ore  than  legitimate 
fights  is  a  clean,  single  sanc- 
tioning body.  It  simply 
doesn't  mean  as  much  to  be 
a  world  cham.p  anymore.  Las' 
yeai-,  some  nine  sanctioning 
bodies  offered  201  world-title 
fights.  Reducing  the  number  of 
sanctioning  bodies  would  biing 
some  meaning  back  to  title  bouts 
help  eliminate  mismatches.  More 
important,  making  it  easier  to  follow 
a  boxer's  rise  might  bring  back  old 
fans  and  win  new  ones. 

Fortunately,  boxing  has  allies  in  f 
high  places.  Senator  John  McCain  (Ef 
Ariz.),  a  former  amateur-  boxer,  intros 
duced  the  Muhammad  Ali  Boxing  Rt^ 
form  Act  in  June.  McCain  says  one 
r*eason  he  initiated  the  bill  was  a  Do 
King  contract  with  Oliver  McCall 
stipulating  that  King  would  get  $5 
million  of  the  fighter's  $4  million 
pui'se,  r-egardless  of  whether  he  pro- 
moted the  fight.  "There  are  egr-egioi 
violations  like  this  at  all  levels  of  the 
sport,"  McCain  says.  If  passed.  Me 
Cain's  bill  would  help  protect  boxers 
and  force  sanctioning  bodies  to  refer 
their-  rating  systems.  It  sur-ely  woul( 
n't  prevent  King  from  making  his  i 
next  $190  million.  But  he  might  hav: 
to  do  it  the  old-fashioned  way.  | 

Wolverton  is  based  in  Atlanta,  i 
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We  bring  the  world  closer  together. 


Not  only  can  you  fly  Lufthansa  to  hundreds 
of  destinations  around  the  world,  but  we're 
also  part  of  the  Star  Alliance""  network,  along 
with  United  Airlines,  Air  Canada,  SAS,  THAI, 
and  Varig.  Together,  we  offer  one  of  the  most 
extensive  route  networks,  taking  you  to  over 
650  destinations.  And  on  qualified  flights, 
you'll  earn  mileage  in  Lufthansa  Miles  &  Moref 
United  Mileage  Plus?  or  in  any  of  our  other 
partners'  frequent  flyer  programs.  So  wherever 
in  the  world  you  may  need  to  go,  we  make  it 
easier  for  you  to  get  there. 

www.iufthansa-usa.com 
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The  airline  network  for  E^xb. 


The  Power  to  Manage.  Anything.  Anywhere.    ■  ff  1  f/f 


IT  MANAGEMENT 

meets 

BUSINESS  MANAGEMENT. 


IT  management  isn't  just  about  running  your  networks,  systems  and  applications.  It's  also  about 
running  your  business.  It's  about  providing  each  of  your  departments  with  the  level  of  service  it  needs. 
It's  about  making  sure  orders  can  be  received,  products  shipped  and  sales  tracked.  And  it's  about  doing 
business  on  a  global  scale  and  a  24-hour  clock. 

Tivoli  Enterprise™ is  the  latest  release  of  our  enterprise  management  software.  It's  designed  to  bring 
a  business  focus  to  managing  today's  complex,  multiplatform  environments.  Mainframes  and  servers. 
Laptops  and  PCs  by  the  thousands.  Databases.  Critical  apps.  Tivoli  Enterprise  helps  manage  all  of  them. 


How  much  more  productive  could  you  be  if  all  your  hardware  and  software  came  ready  to  manage? 
That's  the  idea  behind  Tivoli  Enterprise.  It's  why  a  large  and  growing  number  of  companies  like  Intel, 
3Com  and  IBM  design  their  products  to  be  Tivoli  Ready  "  from  the  word  go.  At  its  heart  is  our  One-Touch 
Management"  architecture  that  makes  deploying  Tivoli  Enterprise,  in  a  word,  easier. 


Setting  IT  priorities  means  that  mission-critical  problems  can  be  handled  before  less-than-critical 
ones.  Automated  decision  support,  built  into  Tivoli  Enterprise,  allows  for  just  that.  Your  IT  resources  can 
be  used  more  strategically  and  efficiently.  So  you  can  optimize  service  levels  and  meet  business  goals. 


Right  now,  Tivoli  Enterprise  is  being  used  successfully  by  leading  companies  like  Ford,  Reuters  and 
USAA.  A  worldwide  network  of  service  providers  and  the  global  support  of  IBM  can  help  you  get  started 
right  away.  That's  the  power  of  Tivoli  Systems  Inc.  To  see  how  Tivoli  Enterprise  can  help  you  meet  your 
business  goals,  go  to  www.tivoli.com  or  call  1  888  TIVOLI-1. 
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How  to  Reshape  the 
World  Financial  System 


ind  management  of  fiscal 
monetary  policies  provides 
uarantee  against  major  eco- 
ic  crises." 

— International  Monetary 
d,  September,  1998 


t  once  was  comforting  to 
believe  that  the  internation- 
al financial  system  was  a  just  and  fair  god.  Countries  that 
ran  bip  budget  deficits  and  bon-owed  fi'om  overseas  to  fi- 
nance consumption,  rather  than  investment,  would  be 
punished  by  capital  flight  and  depreciating  ciurencies.  Na- 
pursuing  pi-udent  policies  would  be  rewarded  by  strong 
th  and  a  steady  stream  of  money  from  global  investors, 
it  when  the  world's  top  finance  ministers  and  bankers 
2r  at  the  beginning  of  October  in  Washington  for  the  an- 
meetings  of  the  International  Monetary  Fund  and  the 
d  Bank,  they  face  a  different  reality.  Despite  being  held 
ir  years  by  the  IMF  as  models  of  development  for  the  rest 
le  world,  countries  such  as  South  Korea,  Thailand, 
ysia,  and  Indonesia  have  been  ravaged  by  capital  flight, 
date,  the  iMF-led  rescue  plans  for  these  nations  do  not  ap- 
to  have  worked.  Unemployment  and  interest  rates  have 
d,  the  value  of  their  cuirencies  has  plummeted,  and  pros- 
y  has  turned  into  social  dislocation  and  riots.  The  flow  of 
ite  funds  into  these  coimtries  has  screeched  to  a  halt. 
I  Thailand,  which  has  made  impressive  progress  in  mod- 
ing  its  financial  and  legal  systems,  will  not  see  a  full  re- 
ry  for  years  (page  120).  Overall,  the  stricken  Asian 
)mies  will  shrink  by  more  than  5%  this  yeai;  according  to 
asts  by  Standard  &  Pooi-'s 
vs.  5.8%  average  growth  in 
and  1997. 

hat's  more,  the  rescue  effort 

not  appear  to  have  halted 
'  •oiling  crisis,  which  has  hit 

'  emerging  markets  such  as 
iia  and  Latin  Ameiica.  The 

;  victim:  Brazil,  whose  stock 

et  has  dropped  by  almost 

since  mid-July  as  it  battles 

)erception  that  its  financial 

ion,  too,  is  becoming  unsus- 

ble  (charts,  page  114).  The 


The  first  and  biggest  task 
is  to  tame  the  anarchy 
of  markets  that 
globalization  has  unleashed 
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fear  now  is  that  a  series  of  de- 
faults would  cause  an  um-aveling 
of  the  global  financial  system, 
bringing  international  lending  and 
bon'owing  to  a  halt.  The  tremors 
have  even  reached  the  U.  S.,  with 
the  collapse  of  giant  hedge  fund 
Long-Term  Capital  Management. 
There  is  little  ai-gument  that 
today's  global  financial  system  needs  to  be  rebuilt.  The  goals 
are  obvious:  Reducing  the  likelihood  of  future  financial  crises, 
preventing  today's  problems  fi-om  spinning  out  of  control,  and 
restarting  battered  economies.  At  the  same  time,  any  fix 
needs  to  preserve  and  even  strengthen  the  global  flows  of 
trade  and  foreign  dii-ect  investment.  These  flows,  which  helped 
fuel  the  Asian  mii'acle  of  the  past  20  yeai-s,  ai-e  the  foundation 
for  restoring  gi'owth  in  the  futui-e. 

There  is  no  perfect  solution  to  the  global  mess — but  busi- 
ness WEEK  believes  there  are  ways  to  make  things  better. 
Some  steps  are  easy:  Eveiyone  agi'ees  that  there  needs  to  be 
better  information  and  heightened  regulation,  both  in  devel-  g 
oping  and  industrialized  countries.  But  the  far  bigger  task  is  t 
to  tame  the  anarchic  nature  of  the  global  financial  markets.  I 
THE  IMF  OPTION.  International  finance  is  no  longer  the  province  ^ 
of  a  relatively  small  number  of  large  financial  institutions.  § 
With  the  gi'owth  of  rapid  communications,  investment  banks,  " 
mutual  funds,  hedge  funds,  and  multinational  corporations  g 
all  can  jump  in  and  out  of  markets  at  the  click  of  a  mouse.  At  ^ 
the  same  time,  financial  wizai'ds  are  creating  swai'ms  of  new  S 
types  of  securities — ranging  from  derivatives  to  emerging-  § 
market  debt — where  the  risks  are  hard  to  assess  and  price  9 

correctly.  2 
Indeed,  the  current  crisis  ^ 
stems,  in  part,  from  the  break-  | 
down  of  pricing  discipline  in  i 
global  markets.  Capital  poured  ^ 
into  emerging  economies  with  Kt-  ^ 
tie  attention  to  the  creditworthi-  < 
ness  of  the  boirowers.  As  a  re-  ^ 
suit,  countries  like  Thailand  and  | 
Indonesia  were  able  to  borrow  - 
in  dollars  at  far  lower  interest  ^ 
rates  than  they  would  be  re-  | 
quired  to  pay  at  home,  encour-  S 
Page  126    aging  them  to  take  on  far  more  t 


A  YEAR  TO  FORGET  Over  the  past  12  montu  m 

INDONESIA     Indonesian  shoppers  stock  up  as  the  rupiah  tanks    '■  l\ 


foreign  debt  than  they  could  handle. 

When  problems  arose,  eveiyone 
tried  to  get  their  money  out  as 
quickly  as  possible,  making  the  cri- 
sis even  worse.  Comphcating  mat- 
ters still  more,  there  were  no  clear 
guidelines  for  which  private-sector 
lenders  had  to  share  the  cost  of 
cleaning  up  the  financial  mess. 

Not  surprisingly,  the  road  to 
restoring  stabihty  is  not  so  clear. 
Economists  and  policymakers  see 
thi-ee  main  alternatives  for  getting 
the  global  financial  system  under 
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control.  The  fii^st  option  would  pmni^ 
a  lot  more  funds  into  the  IMF — giv- 
ing it  enough  resoui'ces  to  bail  out 
troubled  countries  and  get  them 
back  on  then*  feet  again.  In  effect, 
the  IMF  would  be  turned  into  a  real 
lender  of  last  resoit  for  the  world 
economy,  much  as  the  Federal  Re- 
sen'e  senses  as  the  last  line  of  de- 
fense against  the  collapse  of  the 
U.  S.  financial  system. 

The  danger  of  counting  on  the 
IMF.  though,  is  the  "moral  hazard" 
problem.  Assuming  that  they  would 
be  bailed  out.  investors  would  be 
encom-aged  to  take  bigger  and  big- 
ger risks  in  emerging  mai-kets.  lead- 
ing to  the  possibility  of  even  deeper 
financial  crises  in  the  futiu-e.  Even- 
tually, the  crises  would  get  so  large 
that  even  a  souped-up  IMF  could  not 
handle  them.  Moreover,  the  IMF  can 
never  ftmction  as  a  tine  lender  of 
last  resort,  since  it  will  never  have 
the  Fed's  most  potent  weapon — the 
ability  to  print  money. 
FLOW  VALVES.  An  alternative  being 
given  increasing  consideration  is  the 
imposition  of  controls  on  iiiteinational 
capital  movements.  The  goal  would 
be  to  damp  down  the  tidal  siu'ges 
of  "hot  money"  that  helped  over- 
whelm the  emerging  economies  of 
Asia  and  Latin  America.  The  notion 
attractive  to  government  leaders 
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faced  with  a  sinking  economy.  In 
Malaysia,  for  example.  Piime  Minis- 
ter Mahathii-  Mohamad  imposed  an  indefinite  moratorium  on 
capital  outflows.  But  the  idea  of  limited  capital  controls  is 
picking  up  support  among  top  economists  as  well.  World  Bank 
Chief  Economist  .Joseph  E.  Stiglitz  ai'gues.  for  example,  that  it's 
time  to  consider  "some  fonn  of  taxes,  regulations,  or  resti-aints 
on  international  capital  flows." 

Indeed,  there  is  some  e\idence  that  capital  controls  can  be 
effective  in  protecting  an  economy  fi'om  the  global  mai'kets.  In 
1991,  for  example,  Chile  imposed  a  30%  tax  on  incoming  port- 
foho  investments,  refundable  after  a  year,  in  an  effort  to  slow 
money  com-sing  in  so  fast  it  was  creating  an  inflationaiy^  bub- 
ble. From  1991  to  1997,  inflation  declined  fi-om  22%  to  6.1%, 
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wlule  the  coimtiy  averaged  more  than  8%  annual  gra 
Nevertheless,  the  Chilean  example  cannot  be  counts 
complete  success.  Chilean  businesses  that  needed  funds  \ 
offshore  in  such  great  numbers  that  three-quarters 
trading  in  Chilean  equities  now  occurs  on  the  New 
Stock  Exchange.  And  many  businesses  have  tried  to 
cumvent  the  capital  controls  by  smuggling,  bribeiy, 
false  invoices.  Indeed,  Chile  recently  dismantled  its  bel 
controls  in  an  effort  to  help  the  private  sector  get  finar 
during  the  global  market  tuiTnoil.  "It's  pai'adoxical  thj 
many  are  advocating  a  [Chilean-style]  system  that  has 
repudiated  by  its  veiy  developei-s,"  says  Sebastian  Edw. 
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orld  Bank's  former  chief  economist  for  Latin  America. 
3ed,  because  of  the  acknowledged  hmitations  to  capital 
is,  economists  and  policymakers  are  searching  for  an- 
^vay  to  tame  lisk  that  won't  requii-e  countiies  to  take  a 
ack  fi-om  open  capital  markets.  A  big  part  of  the  prob- 
that  there  are  no  explicit  rules  for  cjuickly  resolving  a 
al  crisis.  The  ad  hoc  approach  worked  in  the  past, 
a  debt  crisis  consisted  of  a  handful  of  money-center 
lending  to  a  government.  Today,  however,  such  crises 
volve  thousands  of  banks,  mutual  funds,  and  hedge 
all  lending  to  a  slew  of  public  and  private  debtors, 
nout  a  formal  workout  process,  pr-ecisely  the  wi-ong 


investors — those  people  who  pro- 
vide long-term  money — take  the 
bath.  Equity  and  bond  investors  get 
hit  hard,  but  perversely,  when  the 
IMF  comes  in  with  a  bailout  package, 
much  of  the  ciuTency  infusion  ac- 
tually goes  to  pay  off  the  short-term 
foreign  lenders  who  helped  cause 
the  problem.  "If  you  had  a  bond  in 
an  Indonesian  company,  you  got 
wiped  out,"  says  Robert  Litan,  an 
economist  at  the  Brookings  Institu- 
tion. "But  if  you  made  a  foreign- 
currency  loan  to  an  Indonesian 
bank,  you  got  off  scot-fi-ee." 

What's  needed  is  gradually  to 
change  the  rules  to  make  all  pri- 
vate-sector investors  bear  then-  fau- 
share  of  the  cost  of  a  rescue  effort, 
and  not  to  favor  providers  of  hot 
money.  One  proposal  under  consid- 
eration is  a  debt-restnicturing  plan 
akin  to  a  Chapter  11  bankruptcy 
proceeding.  Such  a  system,  as  out- 
lined by  proponents  such  as  Har- 
vard University  professor  Jeffrey 
D.  Sachs,  would  allow  a  countiy  in 
trouble  to  enjoy  a  temporally  stand- 
still on  debt  payments,  with  the  ap- 
proval of  the  IMF.  Creditors  and 
debtors  would  come  to  an  agree- 
ment in  an  orderly  manner  on 
whethei-  the  debt  should  be  marked 
down  or  exchanged  for  equity. 

An  appi-oach  like  this  could  help 
revive  moribund  economies  by  pro- 
viding what  is  in  effect  "debtor-in- 
possession"  financing,  giving  special 
rights  to  those  who  provide  credit 
after  the  original  bankinptcy  is  de- 
clai-ed.  Tliis  would  allow  coimtries  to 
tap  new  private  capital,  just  as 
Chapter  1 1  in  the  U.  S.  allows  banlt- 
rupt  companies  to  get  the  credit 
they  need  to  keep  operating.  The 
global  equivalent  would  allow  coun- 
tries to  get  enough  foreign  exchange 
loans,  guaranteed  for  a  limited 
amount  of  time  by  the  IMF,  to  allow 
exporters  to  keep  functioning. 
INCENTIVES.  Foi-mally  bringing  the 
private  sector  into  the  rescue  process 
would  cut  the  likelihood  of  futiu'e  fi- 
nancial ciises.  Because  lenders  know 
they  would  not  be  bailed  out  by  the 
IMF,  they  would  have  an  incentive 
to  pay  closer  attention  to  the  quality 
of  theii'  investments.  They  would  also  likely  want  higher  re- 
turns on  money  invested  in  emerging  countries.  As  a  result,  the 
existence  of  a  bankiTiptcy  option  could  moderate  flows  of  desta- 
bilizing hot  money  to  emerging  markets. 

When  a  financial  crisis  does  occur,  a  borrowing  country 
would  be  less  likely  to  be  crushed  under  the  weight  of  its 
bad  debts.  Instead,  the  losses  would  be  shared  with  insti- 
tutions that  made  the  loans  originally,  with  the  goal  of  get- 
ting the  country  back  to  economic  health  as  soon  as  possible. 
This  would  reduce  the  chances  of  a  spillover  to  other  emerg- 
ing countries.  Moreover,  if  existing  debt  can  be  marked 
down  or  rolled  over  quickly,  it  becomes  easier  for  a  country 


Rescue  Plans:  Weighing  Some  Options  1 

There  are  some  ideas  on  which  just  about  everyone  can  agree.  Em  erging  countries  should  supervise  banks  more  ] 
closely  and  adopt  more  rigorous  accounting  standards.  Better  information  should  be  gathered  and  disseminated  1 
about  emerging-market  debt.  And  Congress  should  provide  the  IMF  funding  that  the  Administration  has  requested^ 
But  there's  a  debate  over  more  far-reaching  efforts.  Here  are  three  proposals,  with  arguments  pro  and  con.  1 

BATTEN  THE  HATCHES  Put  controls  on  the  flow  of  foreign  capital  to  insulate  emerging  economies  from 
global  financial  markets. 

PROS  Action  may  be  focused  on  short-term  capital  CONS  Government  intervention  can  choke  off  invest-  ; 

flows  rather  than  beneficial  long-term  mvestments.  ment  and  growth.  Government  control  of  foreign 

Controls  can  be  reversed  if  they  are  no  longer  needed.         exchange  can  encourage  inefficiency  and  corruption,  i 


MAN  THE  LIFEBOATS  Strengthen  the  IMF's  hand  by  pumping  billions  more  into  the  Fund  and  turning  it  into 
a  true  lender  of  last  resort. 

PROS  Resources  would  be  available  to  defend  embat-  CONS  Lming  up  fundmg  would  be  difficult.  The  "mor; 
tied  currencies.  Troubled  countries  could  get  enough  hazard"  problem,  in  which  private  lenders  count  on  ;, 

funds  to  get  back  on  their  feet  agam.  public  bailouts,  might  create  bigger  future  problems,  r 


START  OVER  Codify  debt  rescheduling  by  allowing  countries  to  petition  the  IMF  to  file  for  a  debt-standstill 
agreement.  This  global  Chapter  1 1  should  spread  risk  and  encourage  more  prudence. 

PROS  Borrowers  are  more  likely  to  receive  trade  financing  CONS  The  legal  framework  for  a  global  Chapter  11  ji 
and  could  recover  more  quickly.  Creditors  would  be  more  does  not  yet  exist.  Countries  might  petition  the  IMF  fc 
cautious,  reducing  the  odds  of  future  financial  crises.  debt  relief  too  readily.  j 
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that  hit  the  skids  to  tap  private  capital  markets  again. 

Of  course,  a  global  system  modeled  on  Chapter  11  might 
not  help  every  countiy  with  financial  woes.  Russia,  for  one, 
suffere  fi"om  such  severe  internal  problems  that  no  fixes  to  the 
international  system  are  likely  to  help.  Japan,  the  linchpin  of 
the  Asian  economy,  is  stuck  in  recession,  imable  to  adch'ess  its 
own  enormous  debt  problems  because  of  political  paralysis. 
Beyond  that,  some  bankers  object  that  allovdng  debtor 

countries  to  get  out 
from  under  some  of 
their  obligations  is  a 
recipe  for  disaster.  A 
Chapter  11  for  nations 
is  "the  worst  idea  I've 
heaixl  in  my  life,"  says  Paulo  Fen-az,  ceo  of  Banco  Bozano  Si- 
monsen,  one  of  Brazil's  premier  investment  banks.  "It  would 
be  the  end  of  the  global  fhiancial  system." 
"GET  REAL."  Moreover,  many  people  are  profoundly  skeptical 
that  such  a  proposal  is  anything  more  than  an  academic  ex- 
ercise. For  one,  unlike  the  U.  S.,  the  legal  framework  to  com- 
pel creditors  to  accept  a  Chapter  11-type  workout  does  not 
now  exist  on  a  global  scale.  In  addition,  some  of  the  mech- 
anisms that  make  Chapter  11  work  in  the  U.S.,  such  as  the 
ability  of  creditors  to  shut  down  firms  that  are  not  eco- 
nomically viable,  may  not  apjily  when  the  borrower  is  a 
.sovereign  nation.  Even  Tr-easury  Secretaiy  Robert  E.  Rubin, 
who  thinks  the  notion  is  "a  conceptually  sound  idea,"  admits 
to  having  doubts  (page  126).  "How  you  actually  implement 
such  a  thing  in  an  international  regime  where  there  is  no 
Chapter  11  is  a  challenge,"  he  says. 

Nevertheless,  the  broad  notion  of  moving  toward  a  formal 
debt-restinctuiing  system  for  the  global  economy  is  getting  a 
great  deal  of  attention  these  days.  On  Sept.  14,  for  example, 
President  CUnton  called  for  measui-es  "to  lift  the  weight  of  pri- 
vate-sector debt  that  has  frozen  the  Asian  economies."  His 
urging  followed  the  Bank  for  International  Settlements'  June 
suggestion  that  "the  private  sector  [needs]  to  take  some  re- 
sponsibility for  the  ongoing  provision  of  credit  to  customers  to 
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whom  they  had  previously  lent  all  too  freely."  The  Grou]:' 
22 — consisting  of  the  G-7  industrial  countries  plus  15  emerji: 
economies — is  also  discussing  new  ways  of  dealing  with  h 
vate-sector  debt. 

In  fact,  histoiy  suggests  that  in  times  of  crisis,  demancp 
full  repayment  of  debt  can  be  an  enonnous  mistake.  Aj; 
World  Wai'  I,  the  victore'  moves  to  collect  wai"  debts  from 
other  and  repai'ations  from  Gennany  helped  create  the  co|l 
tions  that  bred  the  Great  Depression  and  World  Wai-  II.  Ini 
1980s,  Latin  America  sti-uggled  for  years  imder  debt  probk 
until  a  deal  was  strack  allowing  capital  to  flow  in  and  grot! 
to  resume.  By  contrast,  the  U.  S.  system  doesn't  require  a 
panies  or  people  who  fall  on  hai'd  times  to  spend  the  resi- 
theu-  life  paying  debts  back.  "Once  yoiu'  old  mistakes  get  it 
enough,  they  drown  yoiu*  futiu'e,"  says  Elizabeth  WaiTe 
bankinptcy  ex]3ert  at  the  Hai-vaitl  Law  School.  "Bankinptc- 
a  way  to  say  to  creditors,  'Get  real.  The  money's  not  theij 

Perhaps  the  hardest  problem  is  how  to  decide  whf': 
debt  standstill  is  appropriate.  Clearly,  it's  important  thi< 
counti-y  not  be  able  to  unilaterally  declare  a  debt  moran 
um — that's  a  sure  route  to  chaos.  Instead,  the  IMF  should  p 
the  lead  role  in  certifying  when  a  country  is  in  deep  em 
trouble  to  trigger  the  restmcturing  mechanism. 

Both  capital  controls  and  a  Chapter  ll-tyj^e  system 
pluses  and  minuses.  In  the  short  run,  capital  controls 
clearly  an  easier  policy  to  adopt.  Countries  can  imple; 
them  unilaterally,  and  they  do  not  require  new  financing 
contrast,  a  formal  debt-rescheduling  scheme  would  be  n 
harder  to  actually  put  into  practice. 

But  capital  controls  do  not  solve  the  underlying  prob' 
of  the  world  financial  system.  Rather,  they  are  a  tempo 
stopgap.  A  set  of  rules  for  global  financial  markets  that 
ifies  the  now  messy  process  of  debt  rescheduling  ma; 
difficult  to  achieve  any  time  soon.  But  in  the  long  run,  i 
ing  in  the  direction  of  a  system  that  prices  risk  appropr 
ly  and  keeps  capital  markets  open  is  the  right  thing  to 
By  Michael  .J.  Mandel  in  New  York 
Demi  Faust  in  Washingt.on,  with  bureau  rej 
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Building  a  second  home  is  one  thing.  Making  sure  it  stays  in  your  family  is  another  matter 
altogether.  That's  why  meeting  with  one  of  our  life  insurance  agents  can  be  a  real  asset  for  you. 
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The  Transformation  o/t/ze  Americas 

November  14-17, 1998 
LimUy  Peru 

Democracy  and  economic  stability  are  taking 
hold  throughout  the  Western  Hemisphere.  The 
result?  A  financial  and  political  transformation 
of  the  Americas  that  promises  greater  economic 
opportunities  in  an  atmosphere  of  rapid  change. 
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Cleaning  Up  Thailand's  Mess:  | 
The  Long  Struggle  Ahead 


Until  this  year,  Wisit 
Wisitsora-at  had  been 
waging  a  noble  but 
thankless  crusade.  For 
more  than  a  decade,  Thailand's 

Justice  Ministiy  had  sought  to  overhaul  the  countiy's  weak 
bankruptcy  code  to  make  it  easier  for  creditors  to  extract 
jjayment  ft-om  deadbeat  coipoi-ate  boiTowers.  Wisit,  a  foiTner 
judge,  was  assigned  to  persuade  skeptical  Cabinet  members 
and  legislators  to  act.  But  since  many  lawmakers  were  also 
wealthy  landowTiers  who  benefited  from  easy  credit,  few  felt  a 

sense  of  urgency. 

Now,  Wisit  has  all 
the  support  he  needs. 
In  the  wake  of  a  fi- 
nancial collapse  that 
has  bulled  thousands 
of  Thai  coiiJorations  in  debt,  the  government  of  Piime  Minister 
Chuan  Leekpai  is  tiying  to  push  tlu'ough  sweeping  bankiojpt- 
cy  reforms  by  yearend.  Says  Wisit:  "Bankruptcy 
has  never  really  been  an  issue  in  Thailand  until  now." 

Nor,  for  that  matter,  have  such  issues  ever  been  high  on  the 
agenda  of  the  World  Bank,  the  International  Monetaiy  Fund, 
or  the  Asian  Development  Bank.  But  now,  these  agencies  re- 
alize that  the  global  order  faces  a  major  thi-eat:  massive,  rapid 


Early  results  are  impressive,  but  the 
makeover  will  take  years  to  complete 
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flows  of  private  capital  tit 
few  emerging  nations  a 
capable  of  managing.  F'j 
developing  nations  has 
the  sophisticated  cent;) 
banks,  secuiities-industiy  oversight,  and  legal  systems  neecj 
to  cope  with  hot  money — and  clean  up  the  mess  when  booe 
go  bust. 

So  in  Januaiy,  the  World  Bank  decided  to  help  Thailand,  |i 
donesia,  and  South  Korea — all  of  which  received  IMF  bailoutih 
modeniize  theii*  financial  and  legal  institutions.  With  a  bud. 
of  neai'ly  $60  million,  the  World  Bank's  new  office  for  specia 
nancial  operations  now  has  a  swat  team  of  24  staffers  cooilf 
nating  technical  assistance  on  eveiytliing  fromi  drafting  rpolion ,» 
commer-cial  laws  to  devising  training  progi-ams  for  bank  H^ioljj^,, 
pervisors.  "These  are  veiy  complicated,  long-teiTn  corrjif,.,.,. 
ments,"  says  Jonathan  L.  Fiechter,  who  heads  the  Washingti' 
based  unit.  "These  governments  did  not  want  people  to  fl}' 
for  a  few  weeks,  give  cookbook  advice,  and  then  fly  out." 

As  the  fii'st  Asian  bailout  recipient  last  year,  Thailand  i 
become  the  testing  gi-ound  for  tliis  effort.  This  spiing,  some 
consultants  were  on  the  gi-ound,  from  McKinsey  &  Co, 
structuring  experts  to  central  bankers  from  Japan,  Gemiij 
and  Britain.  The  early  results  are  impressive:  While  o' 
Asian  governments  dawdle,  Thailand  alreacly  has  shut  dowif 
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THEY  ARE  ALREADY  AMONG  US. 

THEY  ARE  MORE  ADVANCED. 
THEY  HEAR  OUR  EVERY  WORD. 

WE  WELCOME  THEM. 

e  lazing  clarity  of  the  world's  #1  conference  phone  is  taking  over  the  planet.  With  prices  that  start  as  low  as  $499,  it's  no 
r  that  Polycom's®  SoundStotion®  audioconferencing  products  are  the  choice  of  all  Fortune  100  companies.  In  business,  clear 
n  inicotion  means  confidence,  and  our  state-of-the-art  technology  enables  unsurpassed  sound  quality  so  you'll  never  be 
n  ned  about  missing  a  single  word  or  how  well  you're  being  heard.  Look  us  up  at  www.polycom.com  and  see  how  SoundStation 
'I  iig  your  office  a  new  world  of  truly  intelligent  audioconferencing.  And  don't  worry,  we  come  in  peace. 

Starting  at  a  phenomenal  $499.  Call  1-800-262-1212  for  local  sightings. 


SoundStation.  What  you  use  it  for  is  your  business. 
www.polycom.com 

POLYCOM 

Polycom,  the  Polycom  logo  and  SoundStation  are  registered  trademarks  of  Polycom,  Inc.  in  the  U-S.  and  various  countries. 

©1998  Polycom.  Inc.  All  rights  reserved,  Advamcd  Jcit'confcrctidng  Solutions 
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failed  financial  institutions  and  sold  off  most  of  their  S2:3  billion 
in  loans  at  steep  discounts  to  foreign  investoi-s.  Authorities  also 
have  taken  over  weak  banks  or  forced  mergers  on  them,  and 
are  preparing  to  auction  billions  in  bad  loans.  Thailand's  secu- 
rities regulators  are  more  aggressively  punisliing  insider  trad- 
ing and  misuse  of  coiporate  funds. 

Wliile  this  is  significant  progress,  the  makeover  of  Thailand 
Inc.  will  still  take  years,  if  not  generations,  to  achieve.  Mean- 
while, the  effort  is  doing  nothing  to  solve  the  countiy's  imme- 
diate ciTsis:  a  devastating  deaith  of  capital.  Thailand's  banking 
system  is  so  pai'alyzed  that  even  manufactui'ers  with  finn  ex- 
port orders  can't  get  trade  financing.  And  the  once-booming 

stock  mai'ket  is  death- 
ly silent.  With  the 
economy  expected  to 
p___^^^_    contract  20%  over  the 

 ^^K^^U^^I    next  two  years — and 

foreign  banks  and 
portfolio  managers  now  avoiding  emerging  markets — capital 
isn't  likely  to  flood  back  soon. 

To  many  local  businesspeople,  Wasliington's  new  obsession 
with  modemizing  institutions  is  like  offeiing  to  install  a  Wgh- 
tech  spiijikler  system  after  the  bam  has  already  burned  down. 
'We  need  money  to  find  a  way  out  of  these  problems,  not  just 
bankiuptcy  coui-ses,"  says  Sai-asin  Vu-aphol,  an  executive  vice- 
president  for  Tliailand's  giant  Chai'oen  Pok])hand  Group.  Still, 
Thai  olBcials  agfee  that  the  refomis  ai-e  overdue.  The  fii'^t  step 
will  be  fixing  the  Bank  of  Thailand. 

An  tncjuity  into  the  central  bank's  oversight  has  found  that 
examinei-s  often  couldn't  veiif\-  the  amoimt  of  bad  loans  or  the 
quality  of  risk  management  at  Thai  institutions.  If  examiners 
knew  of  problems,  the  job  of  disciplining  banks  went  to  a 
sepai'ate  policy  depaitment  that  was  subject  to  political  inter- 
ference. "The  new  system  will  combine  the  central  bank's  over- 
sight operations  into  one  oifice.  Tlie  bank  is  also  setting  up  a 
school  staffed  by  foreign  instmctors  to  ti'ain  more  than  200  ex- 
aminei-s  in  such  areas  as  credit  analysis,  monitoiing  foreign-ex- 
change transactions,  and  assessing  bank  management. 
NO  CAPITAL.  Fixing  Thailand's  dysfunctional  bankioiptcy  sys- 
tem, wiiich  favors  the  owTiers  of  companies,  is  another  goal. 
Now,  a  boiTower  can  tie  up  a  case  in  coiul  for  as  long  as  a 
decade.  As  a  result,  hundreds  of  Thai  companies  ai"e  stiffing 
creditoi*s  despite  having  assets  to  sell.  One  reason:  Thailand 
lacks  a  procedure  similar  to  America's  Chapter  11.  where 
debts  of  salvageable  companies  ai'e  frozen  while  they  undergo 
coiitt--ni  ii'fvised  woi-kouts.  Instead,  a  company  must  liquidate 


Overhauling  Thailand's 
Financial  System 

BANK  OVERSIGHT 

Bank  of  Thailand  examiners  will  be  retrained  by  foreign 
instructors.  A  computerized  payment  system  will  help 
the  central  bank  track  offshore  private  debt.  Thai 
banks  will  establish  credit  committees  to  approve 
loans.  Loans  will  be  listed  as  nonperforming  when 
borrowers  miss  payments  for  three  months. 

BANKRUPTCY  | 

Laws  are  being  enacted  making  it  easier  for  creditors 
to  force  insolvent  borrowers  into  liquidation  or  to 
reorganize.  A  bankruptcy  court  is  being  established. 
Judges  will  be  trained  at  a  special  school. 

DEBT  RESTRUCTURING 

All  but  23  of  Thailand's  91  financial  institutions  have 
been  shut.  Foreigners  may  buy  stakes  in  the  survivors.' 
The  government  is  taking  over  and  cleaning  up  weak 
banks.  A  new  agency  is  securitizing  billions  of  dollars 
in  bad  loans  and  selling  them  at  discounts  to  foreigners 
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and  its  owners  get  wiped  out.  "People  are  afraid  of  bai 
ruptcy,"  says  Wisit.  'We  need  to  destigmatize  it." 

The  new  law-s,  bankruptcy  corat,  and  training  institu- 
aim  to  adch'ess  these  problems.  But  politics  remain  an  obsta^ 
Thailand's  Senate  watered  down  legislation  in  Apiil  that  g; 
more  rights  to  creditoi*s,  and  getting  a  new  law  passed  by  C 
31  as  planned  will  be  difficult.  There  ai-e  also  doubts  about  h> 
well  the  system  can  adapt  to  the  nile  of  law  when  dispuf 
have  traditionally  been  settled  tnfonnally.  "Changing  the  ks 
doesn't  mean  attitudes  will  change  oveiTiight,"  says  Kitip(3 
Urapeepatanapong.  who  heads  U.  S.  law  fii-m  Baker  &  McK* 
zie's  Bangkok  office.  m'drjy 
The  bigger  question  is  whether  adopting  the  trappings  (|  '  ■ 
Western  financial  system  will  convince  investors  that  ia 
now  safe  to  risk  theii'  money  in  Thailand.  Consider  the  natiirWrrfo;, 
stock  exchange.  Smce  last  yeai-'s  meltdown,  the  Securities 
Exchange  Commission  has  delisted  dozens  of  companies  andjt  ,  . 
gun  to  prosecute  rogue  tradei-s.  A  comjjuterized  trading  sysit  '"^/'''^ 
can  quickly  detect  uregulaiities.  But  foreign!! 
terest  is  so  dead  that  most  Westem  broker^  fjy,,^;  [ 
have  shut  theh-  reseaix-h  offices.  Daily  trading  I' 
imies  of  .S25  million,  vs.  neaiiy  $4  biUion  in  if 
are  common.  New  issues  ai'e  i-ai-e.  "There  L'ii:''''"to/; 
cajiital  mai'ket  for  Thailand,"  says  Vallobh  1 
molvanich,  \ice-chaiiTnan  of  TelecomAsia  Cor)ji 
liigh-fljing  stock  of  the  eaiiy  '90s.  "Why  woul(|( 
vestors  come?"  | 
The  lack  of  foreign  interest  poses  a  risk|l 
Tliai  refomiei-s:  How  do  they  know  their  eff|( 
to  upgi-ade  financial  institutions  will  satisfti 
vestors  as  much  as  the  dif?  "Everv'one  agfe 
the  refoiTns  are  needed  for  the  long  run,"  :)( 
.Amai'et  SOa-on,  wiio  heads  the  agency  chaij 
with  refoiTning  the  financial  system.  "But  vH 
level  do  we  have  to  reach  for  investors  tof 
comfortable?  Hong  Kong's  level?  Japan's?  Ajs 
ica's?  We  don't  know."  Thailand  can  only  1| 
that  whenever  Westerners  catch  emerging-n 
ket  fever  again,  the  countiy  wiU  be  better  p 

  pared  to  handle  the  mavhem.  i 

rrtfiniitmtlt  By  PeU  Engardw  in  BavJi 
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Creating  the  right 
Internet  solution 
FDR  Epic  Records  meant 

TOTALLY  IMMERSING 

OURSELVES 
IN  THEIR  AUDIENCE. 


iir  do  you  keep  bmulrec/s 
I  \'C(»xli}ii>  aiHsts  ill  touch 
'I  heir Jdiis  from  ciuyichere 
t   V  time'''  With  an  Internet 
Solution  built  by  USWeh. 


^3elling  records  goes  a  lot  further  than  pressing 
CDs.  It's  keeping  your  artists"  t'lms  totally  tuned  in 
— K)  new  music,  tour  dates,  contests,  promotional 
appearances  and  more. 

With  so  many  artists"  Web  sites  to  manage. 
Epic  Records  needed  a  more  etticient  and  cost- 
et't'ective  way  to  do  this.  So  they  turned  to  the 
experts  at  USWeb.  We  wx)rked  side-by-side  w  ith 
Epic  to  create  a  site  with  continually  fresh,  inter- 
active content  and  innovative  design  for  ;ui  on-line 
experience  that  really  resonates  with  their  audience. 

The  result?  EpicCenter.  a  dynamic  Internet 
Supersite  that  not  only  gives  fans  access  to  their  Web 
site,  but  also  sound  libraries.  nev\  s  and  schedules. 
Now  Epic  artists  and  staff  can  instantly  publish 
hot  news,  up-to-the-minute  touring  information 
and  new  photos  directly  to  EpicCenter.  at  any  time, 
from  anywhere,  .^nd  the  real-time  publishing  not 


only  keeps  the  site  fresh,  it  rec,|uires  a  fraction  of 
the  time  to  maintain  it. 

Toshiba.  NBC  and  REI — just  a  few  of  the 
many  different  types  of  clients  who"ve  turned  to 
USWeb  to  gain  a  competitive  edge.  Nt)t  to  mention 
27  of  the  Fortune  1(X).  We"re  a  full-sen  ice  Internet 
consulting  firm  w  ith  a  broad  range  of  expertise 
in  everything  from  strategic  planning  to  network 
operations  and  security,  to  brand  development 
;ind  aw;u"d-vv  inning  design.  A  single  source  for  all 
your  Intranet.  Internet  or  Extranet  solutions. 

To  learn  hov\  USWeb  can  be  your  strategic 
partner  for  the  information  age.  \  isit  our  Web 
site  today.  Then  check  out  your  favorite  Epic 
artists  at  ww  w.epicrecords.com. 

Read  our  white  paper  Success  in  the  Internet  Economy: 
www.usweb.com   1-888-U  S  W  E  B-4  1  1  .  EXT.  84 


USWEB 


f  USWeb  Dxpwation. 


CHEAP?     The  yuan  is  trading  below  the  official  rate 


China  Builds  a  Wall- 
But  Will  It  Hold? 

As  imports  flow  in  and  capital  out, 
Beijing  returns  to  protectionism 

Chinese  leaders  had  enough  trouble  plugging  the  dikes 
along  the  ovei-flowing  Yangtze  River  this  summer.  They 
may  be  fighting  even  bigger  floods  now.  The  Asian  eco- 
nomic crisis  is  causing  tidal  waves  of  cheap  imports  to  wash 
into  China.  At  the  same  time,  money  is  flowing  out — $20  bil- 
lion last  year,  and  probably  much  more  in  1998.  The  two 
phenomena  are  related:  Imports  are  putting  pressui'e  on  Bei- 
jing to  devalue  the  cuirency  to  make  Chinese  exports  cheap- 
er. And  people  and  companies  inside  China  that  fear  devalu- 
ation is  inevitable  are 
moving  money  out. 
All  this  adds  up  to 

a__B^^^  a  massive  challenge. 
Bifl^Jill  Chinese  officials  are 
enacting  protectionist 
measures  to  stave  off  devaluation  as  long  as  possible.  These 
include  cracking  down  on  unauthorized  currency  trading, 
supporting  prices  in  such  areas  as  steelmaking,  petrochemi- 
cals, cars,  and  televisions,  and  erecting  new  barriers  to  im- 
ports and  foreign  investment  that  threaten  local 
industries.  The  Chinese  are  gambling  that  good 
old-fashioned  state  controls  can  blunt  the  worst 
effects  of  global  capitalism  and  keep  the  bulk  of 
China's  enormous  savings  inside  the  country. 
It's  a  veiy  Chinese  idea:  wall  yourself  off  from 
the  world  and  rely  on  domestic  demand  and 
public  works  to  j^ull  you  through.  But  this  time 
it  may  prove  impossible  for  a  countiy  whose 
huge  expoit  industries  are  so  in  synch  with  the 
global  economy. 

Already,  the  whispers  in  China's  bazaars  are 
that  a  devaluation  of  the  yuan  in  1999  is  in- 
evitable. In  Beijing's  silk  market,  the  yuan  is  8.9 
to  the  dollar — 7%  less  than  the  official  rate — as 
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average  Chinese  convert  their  savings  into  do 
lai*s,  smugglers  buy  up  hard  cun-ency,  and  tradin 
companies  tiy  to  get  their  hands  on  foreign  e) 
change.  Beijing  University  economist  Song  Gu( 
qing  predicts  an  exchange  rate  of  12  yuan  to  tlj 
dollar  by  2000.  "It's  a  losing  game.  They  cai 
stop  it,'"  says  Song. 

But  they  can  tiy  to  postpone  it.  In  late  Se; 
tember,  the  powei-flil  State  CouncO  ci-acked  dov 
on  unauthorized  foreign  exchange  dealings.  Tl 
mandarins  want  banks  and  companies  to  sti 
spiriting  money  out  of  the  country  and  to  rep 
triate  overseas  earnings  rather  than  sock  the 
away  in  some  foreign  bank.  Beijing  announa 
that  companies  had  until  Oct.  1  to  bring  ba 
the  money  or  face  punishment. 
OPEN  THE  SPIGOTS.  Meanwhile,  the  Chine 
siphon  off  foreign  reserves  further  by  paying  j 
dollai's  for  the  smuggled  oil,  cai's,  and  other  goo 
and  commodities  flooding  the  countiy.  Th 
cheap  impoits  ai"e  laiining  business  for  local  sta 
owned  producers,  which  are  stioigghng  to  unl 
stockpiles  of  goods  worth  close  to  $500  billion.  Although 
thorities  can't  stop  smuggling,  they  want  to  halt  steep 
counting  that  might  put  weak  companies  out  of  business. 
China  imposed  "voluntary"  minimum  prices  on  15  indust 
to  blunt  the  impact  of  imports. 

Of  coiu'se,  pi'opping  up  Chinese  industry  means  that  sta 
enterprise  reform  must  be  put  on  hold.  Beijing  is  also 
couraging  banks  to  open  the  spigots.  And  it  has  shel 
plans  to  clean  up  dud  loans.  "These  days,  no  one  is  tal 
about  bad  debt,"  says  Beijing  University's  Song. 

Foreign  companies  are  also  getting  pinched.  China  St;f 
Power  Coip.  intends  to  stop  imports  of  small-scale  power-g* 
eration  equipment — a  blow  to  General  Electric  Co.  a? 
Siemens.  Provincial  telecom  operators  must  now  buy  Ioce 
made  telecom  equipment  when  possible,  rather  than  impc 
ed  stuff  fi'om  Nortel,  Lucent  Technologies,  and  nec.  And 
interna]  govenmient  ch'culai-  in  September  suggested  a  ban 
foreign  participation  in  telecom  services.  Such  participatior: 
technically  illegal,  but  until  now  authorities  looked  the  otljj 
way  while  companies  like  Sprint,  Siemens,  and  Deutsi^ 
Telekom  skilled  the  mles.  A  ban  would  put  millions  of  doffi 
of  investment  at  risk. 

Cliinese  authorities  should  bewai'e  of  scaling  off  foreign 
vestment  at  this  ci-ucial  moment.  Export  gi'owth  is  fading 
is  domestic  consumption.  ABN-Anu'o  Asia  in  Shanghai  foree 
economic  growth  a  full  point  below  Beijing's  goal  of  8% 
year  With  that  target  a  minimum  to  keep  absorbing  i 
workers  into  the  worlcforce,  anything  less  means  increas 
ranks  of  unemployed.  "China  is  not  as  attractive  [for  inv 
ment]  as  before,"  says  ABN-Amro's  Jim  Lam.  But  C 
needs  gi-owth — and  it  needs  the  outsifle  world  to  achiev 

By  Dexter  Roberts  in  Bei 


CHINA'S  PROlBLEMS. 


CHEAP  IMPORTS  They  are  flood- 
ing in  from  other  Asian  coun- 
tries, causing  deflation 

MULTINATIONALS  They  want  to 
run  telecom  services  and  com- 
pete with  local  makers  of  pow- 
er and  phone  equipment 

CAPITAL  FLIGHT  Money  is  flee- 
ing the  country 


.JIND  ITS  SOLUTIONS 


PROTECTIONISM  The  author 

are  imposing  price  floors  for 
goods  such  as  TVs,  steel,  etc 

NEW  RED  TAPE  Beijing  is 
restricting  sales  of  such  equi| 
ment,  and  may  ban  some  teN 
com  ventures 

CONTROLS  Regulators  will  vel 
all  foreign  exchange  trades 
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competition  never 

saw  you  coming. 

All  they  know  is,  you  were  there. 


Nothing  feels  better  than  a  win. 
But  staying  at  a  Four  Points®  Hotel  by  Sheraton  comes  close. 
We're  a  completely  different  kind  of  business  hotel.  Because  we 
provide  the  things  you  need  to  get  the  job 


done,  like  quality  AT&T  in-room  communications! 


that  enhance  your  productivity  Plus  essentials 


like  a  restaurant,  room  service,  meeting  rooms 


a  fitness  center.  All  for  less  than  you'd 


expect.  For  reservations  or  to  become  a 

Sheraton  Club  International  member  f  •  t  n  es  s  c  e  n 

call  1-800-325-3535,  your  travel 
professional  or  click  to 
www.fourpoints.com. 


Now  when  you  switch  your  Residential  Long  Distance  service  to  AT&T,  you'll  receive  1,000 
Bonus  Miles  in  Sheraton  Club  International  (SCI),  our  frequent  guest  program.  Plus  you  can  look 

forward  to  an  additional  ClubMile  for  every  dollar  you  spend  on  qualifying  AT&T  calls.  All  of 
which  can  add  up  to  a  free  hotel  stay  in  no  time.  Just  call  1-800-288-2662  ext.  50231  for  details. 


Meet! 


Room 


o  o  m  s 


FourPoints* 


'  AT&T  IS  Ihp  Innn  f1it;rpinrp  r 


HOTELS 


Sheraton 

For  reservations 
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GLOBAL  RISK 


A  Talk  with 
Treasury  Chief  Rubin. . . 


Financial  storm  clouds 
are  sunrling  ammid  tfie 
globe,  but  there's  little 
sign  of  a  crisis  atmos- 
phere inside  the  U.  S.  Trea- 
sury. Although  the  New  York 
Federal  Reserve  Bank  had 
just  brokered  a  $:i.65  billion 
rescue  for  Long-  Term  Capital 
Mamigement,  Trasury  Secre- 
tary Robert  E.  Rubin  was  his 
iisiial  low-key  self  on  Sept.  24 
as  he  chatted  with  business 
WEEK  Editm-in-Ckief  Stepfien 
B.  Shepard,  Washington  Bu- 
reau Chief  Lee  WalczcLk,  and 
Washi7igto7i  Senior  News  Edi- 
tor Owen  Ullmann,  interrupt- 
ing the  interview  07ily  long 
erunigh  to  take  a  call  from  /;is 
wife,  Judith.  Some  excerpts: 

Q:  WJiat  is  tlie  mitlook  for  tlie 
U.  S.  economy  in  light  of  the 
global  crisis? 

A:  The  most  likely  scenario 
is  solid  gi-owth  and  low  infla- 
tion. But  what  has  happened 
abroad  has  affected  ceitain 
sectors  significantly — for  ex- 
ample, agriculture.  The  risk 
to  oui'  economy  has  increased 
as  this  financial  instability 
spreads  and  the  problems 
abroad  have  become  gi'eater. 
It  is  important  to  the  U.  S. 
that  the  international  commu- 
nity continues  eveiything  that  is  sensible  to  tiy  to  minimize 
the  damage.  We  in  the  U.  S.  need  to  contitiue  to  do  eveiything 
possible  to  keep  oiu'  economy  gi'owing,  because  that  is  veiy  im- 
portant to  the  health  of  the  global  economy.  It  is  imperative  tliat 
we  get  [International  Monetary  Fimd]  fimding. 

Q:  Why  was  there  a  bailout  of  Long-Term  Capital 
Management? 

A:  That  wasn't  a  bailout.  That  was  an  agreement  among  [cred- 
itors] and  Long-TerTn  Capital  Management,  whereby  the  coim- 
terparties,  in  effect,  bought  90%  of  what  had  been  Long-Term 
Capital.  What  the  Feder-al  Reserve  Bank  of  New  York  did  was 
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to  convene  [a  meeting].  Thq 
creditors  made  their  own 
vate-sector  decisions. 

Q:  There's  no  governrru 
money? 

A:  Ther-e's  no  public  mone; 

Q:  /h  the  wake  of  Loij 
Term's  rescue,  do  you  th\ 
there  is  a  med  for  tighter  f 
ulation  of  hedge  funds? 
A:  We  have  asked  the  Fin  jj 
cial  Markets  Working  Gro 
which  includes  all  the  regi 
tor's  and  is  chair-ed  by 
Secretary  of  the  Tr-easury,  jj 
look  at  tlris  whole  questior  | 
hedge  funds  and  determ 
the  implications  of  their 
tivities  so  that  people  i 
make  judgments  [about  r  | 
regulations]. 


I'j,' 

ffs  ai'e 
ital  cu: 
Mven: 
iifBef: 
liiit  tten 
lout  n 


.  itc 


. . .  about  Long-Term  Capital,  the  IMF, 
Japan,  Russia,  and  the  President 


Q:  Is  there  a  case  to  be  m 
for  a  tax  cut  to  stimulate 
economy? 

A:  A  small  tax  cut  provi 
very  little  fiscal  expans; 
But  it  has  the  possibilitj 
cr'eating  concer-n  in  peof 
minds  about  whether  we 
have  a  fir™  commitmeni 
fiscal  discipline.  It's  a  slipj  j^j 
slope.  At  a  time  when  the 
so  much  financial  instab; 
in  the  world  and  so 
forces  cutting  against  confidence,  I  think  it's  a  mistake  ti 
anything  that  could  affect  that  confidence.  That  speaks 
keeping  our-  fiscal  discipline — not  having  a  tax  cut. 


Q:  You  and  tlie  President  have  tried  to  get  Japan  to  stimi 
its  economy  ami  fix  its  banks,  yet  all  forms  of  pressure 
pretty  much  failed.  Wlmt  do  you  do  now? 
A:  The  wor-ld  r-eally  is  focused  on  this.  All  the  talk  is 
growth  in  Japan  is  essential.  I  tliink  that  all  any  of  us  ca 
is  try  to  be  constroictive  in  any  way  we  can,  in  hopes 
that  can  contr-ibute  to  Japan  doing  what  is  in  Japan's  se! 
terest.  The  whole  world  is  r'ooting  for  Japan. 


mi 


/hat's  the  outlook  for  Russia? 

ussia,  obviously,  has  serious  problems.  The  international 
nunity  is  veiy  supportive  of  reform.  Their  government 
to  make  a  vi^hole  host  of  decisions  about  what  policy 
:  they  want  to  be  on  and  how  they  deal  with  Russia's 
reign  debt.  Unilateralism  [in  reneging  on  foreign  debts] 
not  a  path  they  should  have  taken. 

'he  global  crisis  has  given  rise  to  new  proposals  for 
mting  future  meltdowns.  One  is  the  creation  of  a  global 
al  bank  that  would  be  a  lender  of  last  resort.  What  do 
kink  of  that  ? 

think  the  problem  that  you  have  with  the  lender  of 
'esort  is,  on  the  one  hand,  it  can  provide  liquidity  at 
i  of  crisis,  which  is  good.  On  the  other  hand,  it  raises 
"moral  hazard"  issues.  You  have  to  reconcile  those  two 


Imt  do  you  think  of  the  idea  of  a  global  "Chapter  11" 
ss  that  gives  countries  time  to  do  a  workout? 

participate  in  workouts  on  a 
nsual  basis  seems  to  me  a 
ptually  sound  idea.  How 
ictually  implement  such  a 

in  an  international  regime 
;  there  is  no  Chapter  11  is  a 
■nge. 

)  you  see  any  place  in  the 
for  some  kind  of  capital 
>ls? 

ere  are  enormous  drawbacks 

tital  controls  that  limit  cur- 
convertibility.  You  may  get 

benefit  in  the  very  short 

but  there  are  tremendous  is- 

bout  workability,  the  effects 
i  ns  of  deterring  international 
■  fi'om  flowing  in.  It  can  read- 

Dstitute  for  doing  things  a 
1  needs  to  do.  Another  [prob- 
I  ^  that  if  you  look  at  the  fi- 
i  1  systems  in  a  lot  of  these 

ies,  they  were  very  badly 
\  If  you  had  better  banking 
t  s  with  better  regulation,  bet- 

:iit  cultures,  and  more  skilled 
1)  that  also  would  have  creat- 
£  ronger  system. 

jj  mner  Treasury  Secretary] 
n  Baker  says  Congress  shouldn't  give  the  IMF  the  full 
ion  you  are  seeking  until  it's  completely  overhmded.  If 
e  l-easury  Secretary  is  saying  that,  how  are  you  going  to 
t  f  money? 

1  whole  system  doesn't  function  the  way  it  should  in 
ti!  respects,  but  that's  not  an  imf  problem.  It's  a  broad- 
pj  )lem.  But  in  the  world  that  we  live  in  right  now,  to 
il  th  these  problems,  it's  e.xtremely  important  to  get 
•  i  ding.  I  think  ultimately  that  will  prevail  in  the  House, 
:  i  3  a  very  substantial  political  challenge. 

.4  umber  of  executives  say  the  Treasury  may  have  been 
IV'  responding  to  the  Asian  crisis,  and  that  some  reme- 

rp  a  little  too  severe.  Your  response? 
'  lie  fii'st  one,  it's  just  factually  wrong.  In  Thailand,  we 

t  you  had  a  set  of  conditions  that  posed  a  real  risk, 
f  IS  one  that  we  were  very  much  focused  on  and  con- 
it  about.  As  soon  as  a  problem  developed,  we  were 


there.  We  made  the  judgment  that  the  most  effective  way  to 
work  on  that  was  through  the  imf,  which  I  tliink  was  correct. 
If  you  speak  with  the  Thais  today,  they  vrill  say  that  we  were 
a  very  poweiful  part  of  tiying  to  deal  vrith  this  from  the  be- 
ginning. The  other  thing  that  we  recognized  in  Mexico  [dur- 
ing the  1994-95  peso  crisis]  was  the  risk  of  contagion.  There 
are  people  who  said  that  I  was  exaggerating  the  risk.  I  al- 
ways said  there  was  a  low  probability,  but  there  was  a  real 
risk  of  contagion.  That's  precisely  what  has  happened. 

It's  interesting,  as  people  line  up,  some  say  the  imf  was  too 
austere  in  trying  to  protect  cuiTency  rates.  There  are  other 
people  who  say  that  they  weren't  stringent  enough  and  al- 
lowed devaluations.  There  are  some  people  who  say  they 
should  have  focused  solely  on  macroeconomics  and  shouldn't 
have  focused  on  stnactural  reforms.  Then  there  were  people 
who  said  they  didn't  focus  enough  on  stinctm-al  problems  and 
were  focused  too  much  on  macroeconomics.  My  own  instinct 
is  that  they  probably  had  it  about  right  on  monetaiy  policy 
because  you  wanted  to  limit  the  collapse  of  the  cun-encies.  On 
fiscal  policy,  I  think  it's  a  closer  call.  Even  if  they  were 
somewhat  too  stringent,  on  the 
whole  they  made  good  judgments 
in  the  face  of  unprecedented  and 
extremely  complex  problems. 

Q:  Given  the  President's  difficul- 
ties with  Republicans  in  Congress, 
are  hopes  for  a  bipartisan  approach 
to  fixing  Social  Security  pretty 
much  dead  now? 

A:  I  don't  think  they  should  be. 
Certainly,  the  Pi^esident  is  fully  com- 
mitted to  moving  ahead  with  Social 
Secui-ity  refonn.  I  think  Congress 
should  be  similarly  committed. 

Q:  Is  the  recent  volatility  in  the 
stock  market  taking  some  of  the 
steam  out  of  the  drive  to  in- 
vest part  of  Social  Security  in 
equities? 

A:  I  do  think  that  the  debate  about 
investing  in  equities  was  being  af- 
fected by  the  ebullience  in  the 
stock  market.  I  think  you'd  proba- 
bly have  a  more  balanced  discus- 
sion today.  I  have  concerns  about 
investment  in  equities. 

Q:  You  spend  a  lot  of  time  with 
the  President.  People  wonder  how 
he  is  holding  up.  What  is  your  observation? 
A:  I  can't  speak  to  how  he  relates  to  [the  Lewinsky  scandal] 
personally.  I  just  don't  know.  All  I  can  tell  you  is  when  deal- 
ing with  the  issues  that  I  deal  vrith  him  on — and  I  deal  vrith 
a  lot  of  issues — he's  very  effectively  focused. 

Q:  In  light  of  rumors  that  you  plan  to  leave  soon,  many 
businesspeople  say  tliey're  not  that  concerned  about  tiie  Pres- 
ident's political  future  so  long  as  Bob  Rubin  and  Alan 
Greenspan  stick  around. 

A:  I  think  that  represents  a  fimdamental  misunderstanding 
of  what  has  happened  over  the  past  six  yeai-s.  The  President 
had  a  well-developed  sense  of  what  he  wanted  to  do  in  of- 
fice. He  laid  out  the  framework  that  we've  had  ever  since. 
He  has  been  the  absolute  leader  of  the  economic  team  in 
this  Administration.  I  think  the  best  bulwark  we've  had 
in  this  Administration  against  nonsensible  decisions  is 
the  President. 


important  to  the  U.S.  that  the 
international  community 
continues  everything  that  is 
sensible  to  try  to  minimize 
the  damage. ...  It  is  imperative 
that  we  get  IMF  funding  J  J 


Lincoln  Navigator.  Wiiat  a  luxury 


should  b 


ternational  Business 


AN 


E  WANTS  TO  RULE- 
ND  HE  SAYS  SO 

irismatic  Naoto  Kan  has  Japan  actually  excited  about  an  opposition  leader 


aoto  Kan  has  never 

been  busier.  He  has 

been  working  16- 
hour  days,  thrashing 

bank  rescue  accept- 
to  the  Democratic 
'  of  Japan,  which  he 

i,  and  the  ruhng  Lib- 

)emocrats.  Before  the 

a  of  the  bank  rescue 

3d,  Kan  was  on  the 

ugn  trail,  engineering 

3j's  stunning  electoral 

y  in  July.  That  upset 

id  the  LDP  from  gain- 

introl  of  the  national 
upper  house  and 

Kan  the  clout  to  ne- 

3  the  banks'  fate  with 

Establishment.  But 

wath  this  exhausting 

ule,  Kan  still  finds 

0  study.  The  text  he 

over:  The  Downing 
Years,  the  memoirs 

mer  British  Prime 

er  Margaret  Thatch- 
Jays    Kan's  wife, 

;o:  "Yes,  he'd  like  to 

me  Minister." 

's  open  ambition  to 

is  the  political  class- 
a  high  state  of 

Tient.  The  ldp  has 
had  to  face  an  op- 

n  of  any  substance, 

'  decades  it  has  only 

ibsent  from  power 

)rief  period  in  1993. 

;an  looks  like  the 

e  article — a  charis- 
)olitician  boldly  pur- 
policy  of  painful  re- 
m  but  one  who  still 
m  nds  huge  popularity  among  vot- 

'  '  has  masterfully  used  negotia- 
f-r  the  banks  to  expose  the  ldp's 
-  vaffles  and  inabihty  to  articulate 
-le|  reform  agenda.  In  short,  he  has 
^e^  r  chance  than  any  outside  politi- 
m  I  becoming  the  next  Prime  Minis- 
bid  migiit  yet  fail.  But  whatev- 


%  ■ 


er  happens,  Japan  is  finally  hearing  an 
alternative  view  to  the  ldp  policies  that 
have  pushed  the  country  to  the  brink. 

The  next  peril  Kan  must  face  is  the 
consequence  of  success.  He  and  his  aides 
originally  wanted  to  block  any  bank  plan 
by  the  ldp  and  quickly  force  a  general 
election  instead.  "He  still  believes  we 


Naoto  Kan: 
A  Life 

1946  Born  in  the  indus- 
trial city  of  Ube. 

1965  Enters  Tokyo  Insti- 
tute of  Technology.  Forms 
a  study  group  to  examine 
issues  like  pollution  and 
U.S.-Japan  relations. 

1968  Leads  a  nonviolent 
student  movement. 

1970  Founds  a  consumer 
activist  group. 

1974  Manages  the  elec- 
toral campaign  of  feminist 
Fusae  Ichikawa. 

1977  Helps  found'  the 
moderately  left-wing 
Shaminren  party. 

1980  Wins  a  seat  in  the 
Diet's  lower  house. 

1993  Helps  launch  the 
center-left  New  Party 
Sakigake, 

1996  As  Health  Minister, 
exposes  government's 
failure  to  halt  the  sale  of 
HIV-tainted  blood. 

1996  Helps  found  the 
Democratic  Party  of  Japan. 

1998  Leads  DPJ-domi- 
nated  coalition  to  victory 
in  the  upper  house. 
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need  an  election  to  let  voters  decide 
who  should  carry  out  reform,"  says  his 
wife.  "But  he  has  realized  that  voters 
want  action  on  the  economy  first." 

So  in  a  quick  change  of  strategy,  Kan 
has  hammered  out  a  plan  with  the  ldp, 
forcing  the  Liberal  Democrats  to  agree 
to  nationalize  Long-Term  Credit  Bank  of 
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So  far,  the  public  backs  Kan's  call  for  tough  policies.  ''Karj 
has  won  the  political  lottery,"  says  one  backer 


Japan,  which  is  staggering  towards  in- 
solvency. The  LDP  had  wanted  to  ladle 
out  cash  to  LTCB  from  a  $100  billion 
public  fund,  then  merge  it  with  Sumito- 
mo Trust  &  Banking  Co.  But  Kan  has 
said  no,  arguing  that  a  bailout  wath  tax- 
payer money  would  perpetuate  the  sys- 
tem of  sick  banks  that  never  quite  die. 
With  their  backs  to  the  wall,  the  ldp 
negotiators  caved. 

But  now,  Kan's  young  party  needs  to 
show  the  people  that  its  "hard  landing" 
plan  actually  works.  If  a  number  of  sick 
banks  slip  into  bankruptcy,  now  that 
Kan  has  signaled  his  opposition  to  pub- 
lic bailouts,  voters  might  turn  on  the 
DPJ  for  triggering  a  meltdown.  "We  are 
quite  anxious,"  admits  Satsuki  Eda,  a 
DPJ  member  of  the  House  of  Councillors, 
the  Diet's  upper  chamber.  "We  are  sure 
it  is  necessary  to  rebuild  our  economy. 
But  we  are  not  sure  our  inten- 


tions will  be  understood."  For  ON  THE  DEFENSIVE 


But  it  wasn't  until  1993,  when  a  frag- 
ile coalition  bumped  the  scandal-ridden 
LDP  out  of  power,  that  Kan  came  into 
his  own.  For  two  years,  Kan  played  a 
central  role  in  drafting  policy,  including 
increased  funding  for  basic  science  re- 
search in  universities.  He  rose  to  na- 
tional fame  in  1996,  when  as  Health 
Minister  he  lifted  the  lid  on  the  scan- 
dalous failure  of  his  agency's  bureau- 
crats to  block  the  sale  of  untreated 
blood  products,  despite  knowing  of  the 
risks  of  HIV  contamination.  Bureaucrats 
nicknamed  him  the  Destroyer  for  his 
ruthless  attacks.  Since  then,  Kan  has 
topped  nearly  every  poll  querying  vot- 
ers on  their  choice  of  Prime  Minister. 

While  support  droops  for  ldp  Prime 
Minister  Keizo  Obuchi,  Kan's  popularity 
continues  to  grow.  Kan  and  the  DPJ 
want  permanent  tax  cuts  to  stimulate 
consumer  spending 


and  draconian  mea- 


now,  though,  it  seems  the  public       evervone's  SUrprise  clean  up  the 

favors  Kan's  call  for  tough  poli-  ^,     ,  ?       ,  .    ,        '  bad  bank  debts  that 


tough  pol 
cies  that  force  fast  solutions. 
"Kan  has  won  the  political  lot- 
tery," says  Seiji  Maehara,  a  dpj 
member 

IRRITATING.  Kan,  who  turns  52 
in  October,  has  waited  a  long 
time  for  stardom.  A  patent 
lawyer  and  physicist  by  train- 
ing, he  has  always  been  com- 
mitted to  the  political  life.  Dur- 
ing campus  riots  in  the  late 
1960s,  Kan  emerged  as  a  leader 
of  a  nonviolent,  moderately  left- 
wing  student  front.  He  got  his 
first  taste  of  national  politics  in 
1974  by  managing  the  successful 
campaign  of  the  late  Fusae 
Ichikawa,  a  leading  feminist  and 
a  vehement  critic  of  coiTuption. 
Like  Ichikawa,  Kan  regarded 
ldp  Prime  Minister  Kakuei 
Tanaka,  who  perfected  the  art 
of  money  politics  and  was  later 
convicted  of  bribery,  as  the 
country's  chief  villain. 

Kan  ran  for  public  office  three 
times  before  finally  winning  a 
seat  in  the  lower  house  in  1980. 
A  member  of  the  tiny,  leftist 
Shaminren  party,  Kan  pounded 
the  ldp  leadership  with  ques- 
tions on  eveiything  fi'om  health- 
care reform  to  nuclear  power 
safety.  That  earned  him  the  label 
Ira  Kan  for  his  irritating  ways. 


Obuchi  caved  in  to 
Kan's  demands  on  the 
banking  rescue 


Kan  estimates  total 
some  20%  of  gross 
national  product. 
But  the  DPJ  has 


weakness.  Kan  still  wants  to  engineer 
general  election,  but  his  party  as  ; 
cannot  match  the  ldp's  organizatio: 
strengths,  and  it  could  fracture  und 
pressure.  The  dpj  is  called  the  "melti 
pot"  party  because  its  members  h; 
from  three  different  groups  that  merg 
to  create  Japan's  second-largest  politii 
bloc.  While  it  has  agreed  that  taxpa; 
money  should  not  prop  up  failing  bi 
members  split  on  key  issues,  inclm 
the  amendment  of  the  U.  S.-Japan 
curity  Treaty.  Moreover,  the  loyalty 
DPJ  insiders  is  not  a  sui'e  thing.  In  brij 
ings  with  the  Japanese  press,  some  I^' 
politicians  call  Kan  a  dictator  for 
gle-handedly  setting  party  stratel 
without  consulting  them.  So  Kan  mil 
watch  out.  I 
WIGGLE  ROOM.  The  LDP  may  also  stri: 
back.  Obuchi  has  consented  to  use  4 
opposition  plan  as  a  basis  for  legii 
tion — but  it  has  not  been  drafted 
"The  only  thing  we  have  agreed  o: 
the  temporary  nationalization  of  LTi 
exclaims  Yoshimi  Watanabe,  an  r 
member  of  the  lower  house.  "We 
not  settled  the  most  important  issu^i 
how  to  build  a  financial  system  that  f 
avoid  a  crisis.  We  are  suppo!; 
to  di-aft  this  bill  in  a  week."  's 
LDP  could  still  wiggle  enoip 
provisions  into  the  bank  bil' 
water  down  its  reform  elemt  ; 
and  possibly  discredit  Kan's  ij 
utation  as  the  scourge  of 
Establishment. 

Kan  also  must  watch  his 
ing.  He  wants  a  general  el 
tion  as  soon  as  his  party  has 
cruited  enough  candidal 
ideally  before  the  stall  of  a 
cial  Diet  session  in  Novernl 
For  the  moment,  though, 
can't  criticize  Obuchi  openly 
that  the  Prime  Minister 
adopted  the  dpj  plan.  Kan 
does  not  want  to  discrj 
Obuchi  so  badly  that  the 
has  to  replace  him  with  a 
Prime  Minister.  In  that 
Kan  might  face  a  tougher 
nent,  such  as  the  feisty,  opi 
ated  Seiroku  Kajiyama. 
prevails  over  all  these 
lenges,  he'll  be  able  to  wrj 
book  even  Maggie  Thai 
could  learn  from. 

By   Emily  Thornton 
Irene  M.  Kunii  in  Tokyo 
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Success  often  results  from 
unconventional  thinking. 
New  perspectives.  The  ability 
to  embrace  new  ideas. 

SG  Cowen  draws  upon  these 
strengths  to  help  you  expand 
your  potential  and  attain 
your  goals.  We're  a  proven 
firm  that  focuses  on  the 
needs  of  companies  in  such 
select  growth  industries  as 
technology,  health  care, 
communications,  and  media 
and  entertainment.  Our 
research  excellence  enables 
us  to  fully  understand  the 


trends  and  dynamics  that 
affect  your  bottom  line. 

With  expertise  in  equity  and 
debt  capital  raising,  M&A, 
leveraged,  project  and 
structured  finance,  we'll 
provide  you  with  not  just  a 
solution— but  the  solution. 

SG  Cowen.  Our  focus  helps 
you  challenge  convention. 
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THe  CEO,  ThE  tOADY 

and   the  sycophant.  They  stood  around  the 

table  staring  at  a  copy  of  The  Wall  Street  Journal  as  if  it  emanated  a  fetid  smell  of  sulfur. 
What  happened?  The  CEO  asked,  pointing  to  the  newspaper.  We  should  be  featured  in 
that  article.  We're  the  leaders.  I'm  sick  to  my  stomach  from  reading  about  them.  Now  they 
beat  us  on  another  proposal.  A  silence  followed,  deafening  the  darkened  conference  room 
except  for  the  white  noise  of  stale  air  circulating.  How  did  they  '  ^^^^  ^^he  right 
people  to  pull  it  together  so  quickly  ?  ?  Their  designers  are  in  San  Diego.  The  finance 
group's  in  New  York.  Manufacturing's  in  Malaysia.  Look  people,  we've  got  to  get  our  teams 
to  ^  |collaborate  better,  faster|.  As  Pogo  said,  I  have  seen  the  enemy  and  he  is  us.  Is  it  their 
network?  Their  systems?  We  just  don't  have  the  -"ladvanced  technology the  Product 
Manager  said.  Well,  get  the  people.  Get  the  ^ | tools |.  And  get  it  done.  The  sycophant's 
eyes  brightened.  He  raised  his  nose  slightly,  as  if  he  smelled  blood,  opportunity  or  both. 
I  think  you're  absolutely  right,  sir,  he  said,  I've  felt  this  way  for  at  least  six  months  now. 
THE  5|fifSr  PARTS]  OF  HIS  COMPETITOR'S  DAY  WERE  MADE  POSSIBLE  BY  LOTUS. 
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FRANCE 


WELL,  MAYBE  ALCATEL  ISN'T 
THE  LUCENT  OF  EUROPE' 

Serge  Tchuruk's  dandy 
turnaround  hits  a  wall,  and 
now  the  company  is  being 
peppered  with  lawsuits 


It's  lunchtime  at  the  New  York 
Palace  Hotel,  and  there  isn't  enough 
chicken  to  feed  the  standing-room 
crowd  of  analysts  gathered  to  hear 
from  Alcatel  Chairman  Serge  Tchui-uk. 
The  stately  Frenchman's  $22.2  billion 
telecom-equipment  company  was  until 
lately  the  toast  of  Wall  Street.  Now  he's 
explaining  what  led  to  a  shocking  earn- 
ings warning  foui"  days  earlier,  on  Sept. 
17,  which  triggered  a  40%  collapse  in 
Alcatel  stock  price  and  rattled  markets 
across  Europe.  Fluent  in  English,  Tchu- 
mk  gamely  tackles  questions  on  strate- 
gy and  promises  that  a  big  stock 
buyback  is  in  the  works.  But  when 
questioning  touches  on  when  he  learned 
about  the  profit  shortfall,  Tchuruk,  fol- 
lowing the  advice  of  counsel,  clams  up. 

That  information  is  the  key  to  law- 
suits filed  since  Alcatel's  stock  tumbled. 
The  legal  challenge  comes  from  share- 
holders in  DSC  Communications  Corp.,  a 
Texas  company  acquired  for  $.'i;5  billion 
in  Alcatel  stock  on  Sept.  4.  They  claim 
that  Alcatel  held  off  the  bad  news  until 
after  the  takeover  was  completed — a 
chai'ge  Alcatel  denies.  "Even  if  eveiyone 
in  France  takes  off  the  whole  month  of 
August,  who  are  they  trying  to  kid?" 
asks  Lee  Squitieri,  of  Abbey,  Gardy  & 
Squitieri,  a  New  York  fii-m  filing  one  of 
the  suits.  If  Alcatel  had  fessed  up  earli- 
er, shareholders  say,  it  would  have 
scotched  the  deal  or  at  least  led  to  a 
renegotiation.  As  it  was,  the  stock  Al- 
catel paid  for  mc  crashed  just  as  the 
certificates  were  arriving  in  the  mail. 
MADDENING.  Suddenly,  the  high-flying 
Alcatel  has  encountered  turbulence. 
Competitors,  such  as  Northern  Telecom, 
ai'e  also  experiencing  a  slowdown  in  or- 
ders. But  in  an  industry  rife  with 
takeovers,  Alcatel's  reduced  market  cap 
drops  it  from  the  class  of  hunters  to 
potential  prey.  And  even  if  the  lawsuits 
amount  to  nothing  more  than  a  distrac- 


tion, as  industry  insiders  now  predict, 
it's  one  that  Alcatel  can  ill  afford  as  it 
jousts  with  some  of  the  world's  fiercest 
tech  companies,  including  Cisco  Systems 
Inc.  and  Nokia  Coip.,  to  build  the  band- 
width for  the  Information  Age. 

This  has  to  be  infuriating  for  Tchu- 
nik,  60,  a  former  oil  industry  executive 
who  has  engineered  quite  a  turnaround 
at  Alcatel.  'Tchuink,  who  declined  to  be 
interviewed  for  this  story,  arrived  at 
the  company  in  1995,  just  as  it  regis- 
tered a  record-setting  $4.2  billion  loss. 
He  proceeded  to  shut  down  GO  plants  at 
a  cost  of  30,000  jobs.  He  sold  off  unre- 
lated divisions,  from  vineyards  to  mag- 
azines, all  the  while  positioning  Alcatel 
for  the  fin-de-siecle  telecom  battles. 

By  last  spring,  it  appeai-ed  that  Tchu- 
ink had  the  pieces  in  place  to  pull  off  his 
strategy.  His  restmctiuing  had  produced 
operating  profits  topping  $1  billion  in 
1997.  Telecom  mai'gins,  at  4%  still  only 
half  of  rival  L.  M.  Ericsson's,  would  rise, 
he  assured  analysts.  And  Alcatel, 
with  its  blue-chip  cus- 
tomers   eager  to 
jimip  into  the  In- 
ternet, appeai'ed 
ideally  posi- 
tioned. Analysts 
were  calling  it 
"the  Lucent  of 
Eui'ope." 

Hungry  for 
results  like 
those  of  Lucent 
Technologies 
Inc.,  investors 
on  both  sides  of 
the  Atlantic 
bid  up  Alcatel 
stock,  nearly 
doubling  it  in 
the  fii-st  half  of 
the   year.  In 
fact,  Tchuruk 

TCHURUK 
Did  Alcatel 
hold  back 
bad  news  till 
a  deal  closed? 


have  it  all  togeth- 
,ot  quite.  With  the 
mnications  indus- 
loving  fi'om  tradi- 
voice  lines,  Alea- 
orte,  to  high-speed 
networks,  he  re- 
I  a  fai-  lai-ger  pres- 
in  the  U.S.,  the 
's  most  advanced 
im  market  and 
to  most  Net  tech- 
^.  With  his  rich 

along  with  the 
;ds  from  the  $1.8 

spin-off  of  Alca- 
ain  division,  Tchu- 
id  plenty  of  mon- 
shop. 

LCULATION.  He  saw  what  he 
d  only  five  miles  from  Alcatel's 
headquarters  in  the  Dallas  sub- 
It  was  DSC  Communications,  a 
ng  old-line  telecom  supplier.  DSC 
ed  little  of  the  Internet  glitz  that 
1  was  missing.  But  the  company 
fer  a  large  installed  base.  This 
nportant,  because  servicing  ex- 
customers,  with  upgrades  and 
iftware,  is  a  higher-margin  busi- 
han  installing  new  lines  and 
3s.  "We  were  buying  a  business 
n  in  the  States,"  says  Peter 
,  Alcatel's  vice-president  for  busi- 
evelopment.  On  June  4,  Alcatel 
to  acquire  DSC. 
Since  then,  the  newly  deregii- 
lated  European  markets 
that  were  expected  to 
pour  money  into  Alca- 
tel's coffers  have  in- 
stead dealt  it  a  bruis- 
ing. It  was  Alcatel's 
apparent  inability  to 
gauge  the  velocity  of 
these  changes,  and  re- 
spond quickly  to  them, 
that  halved  the  value 
of  its  stock — leading 


DSC  investors  to  call  theii-  lawyers. 

The  trouble,  Tchunik  explained  as  he 
issued  the  profit  warning  in  Paris  on 
Sept.  17,  is  that  Europe's  biggest  cus- 
tomers, such  as  Deutsche  Telekom  and 
France  Telecom,  no  longer  plan  up- 
grades years  in  advance.  They  make 
decisions  far  more  ciuickly,  basing  them 
on  competition  and  with  an  eye  to  quai'- 
terly  results.  "The  cycles  seem  to  be 
collapsing,"  says  Krish  Prabhu,  ceo  of 
Alcatel  U.  S.  A.  What's  more,  many  of 
them  are  now  waiting  to  see  which  In- 
ternet technologies  take  root.  The  up- 
shot: Alcatel's  key  customers  cut  back 
orders  last  summer  by  as  much  as  37%. 

The  question  is  why  it  took  Alcatel  so 
long  to  advise  shareholders  of  the  drop 
in  orders  and  profits.  According  to  Tchu- 
ink's  statements  immediately  following 
the  Sept.  17  announcement  and  before 
the  suits  were  filed,  he  didn't  leam  about 
the  disappointing  numbers  until  Sept. 
8 — after  the  DS('  deal  was  done.  If  tme, 
perhaps  his  frantic  work  to  restructure 
Alcatel's  businesses  led  him  to  scrimp 
on  client  contacts  and  internal  commu- 
nications. "It  makes  you  wonder  if  they 
let  relationships  slip,"  says  a  London 
analyst  who  has  downgTaded  the  stock 


FIBER  OPTICS 

The  industry  is  fast 
moving  from  voice 
lines,  Alcatel's  forte, 
to  speedy  data  nets 

from  a  buy  to  neutral. 

Although  Alcatel  is 
now  cheaper  for  a  suit- 
or, it  may  also  be  less 
appealing.  When  asked 
at  the  September  ana- 
lysts meeting  if  Alcatel 
could  be  a  target  of  Lu- 
cent, Tchuruk  admitted 
that  he  had  read  that 
Lucent  had  its  eyes  on 
Siemens  and  Nokia,  as  well  as  Alcatel. 
"All  I  can  say  is,  'Bon  appetit,'"  he 
joked.  Analysts,  though,  think  it  more 
likely  that  Lucent  would  hunt  for  a  net- 
works company  such  as  Ascend  Com- 
munications rather  than  its  old-line 
counterpart  in  France. 
COOL  GIZMOS.  Alcatel  officials  stress 
that  despite  the  market  gyi'ations,  the 
company  still  registered  a  33%  rise  in 
first-half  operating  profit,  on  sales 
growth  of  6% — strong  figru'es,  though 
lower  than  expectations.  Further,  the 
company  boasts  a  slew  of  exciting  prod- 
ucts. Its  Web-surfing  screen  phone  is 
undergoing  customer  testing  in  Europe 
and  may  be  released  soon  in  the  U.  S. 
Its  superfast  cable  connections,  which 
could  replace  modems,  should  be  in- 
stalled in  Compaq  Computer  Coi-p.  per- 
sonal computers  within  months. 

And  sharp  new  designs  have  lifted 
the  company's  cellular  phones,  long  lag- 
gards, ahead  of  Siemens  and  Philips 
Electronics  products,  and  they  are  now 
edging  into  the  black.  But  even  if  prof- 
its spike  up,  count  on  Tchunik  not  to 
boast  for  a  while.  He  has  seen  how  bad- 
ly investors  react  to  earnings  whiplash. 

By  Stephen  Baker  in  Paris 


BEHIND  ALCATEL  S  TUMBLE 

JAN.  1998  Alcatel  stock  takes  off,  nearly  doubling  in  six  months  as 
analysts  dub  the  restructured  French  giant  "the  Lucent  of  Europe" 

JUNE  Benefiting  from  the  high  price,  Alcatel  offers  to  acquire  DSC 
Communications  of  Texas  through  a  stock  swap 

JULY-AUG.  Alcatel's  leading  customers  in  Europe,  waiting  for  next 
Internet  technology,  cut  back  dramatically  on  switch  and  wire  orders 

SEPT.  17  Two  weeks  after  the  DSC  deals  goes  through,  Alcatel 
issues  a  profit  warning,  causing  its  stock  to  tumble  40% 

LATE  SEPT.  DSC  shareholders  file  lawsuits,  alleging  that  Alcatel  hid 
disappointing  numbers  until  the  deal  was  closed 
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The  New  Era  of  Content 
and  Communications 
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A  Conference  for  Senior  Executives  iniert; 


Convergence  is  back.  With  a  vengeance.  And  what  once  was 
a  question  of  bandwidth  is  now  more  a  matter  of  content. 
Of  programmability.  Availability.  And  choice. 

With  a  public  voracious  for  entertainment  and  information,  what 
are  the  opportunities?  The  limitations?  Who  will  benefit  most? 
Cable  companies?  Internet  providers?  Movie  studios? 

Who  will  own  what?  And  will  the  government  intervene?  Will 
governing  bodies  react  with  a  policy  of  laissez-faire?  Or  a  firmer 
hand,  encouraging  markets  or  restricting  them? 

Come  find  out  who  is  best  prepared.  Who  isn't. 
Who  will  prosper  most.  And  who  has  the  most  to  lose. 

On  hand  will  be  corporate  leaders  in  media,  entertainment  and 
communications.  To  speak  their  minds,  share  points  of  view,  and 
answer  these  questions  and  yours  at  the  BusinessWeek  1998 
Global  Convergence  Summit. 

Reserve  your  seat  now.  It  promises  to  be  electrifying. 
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The  Waldorf-Astoria  Hotel 

New  York  City 
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PED  TURNER 

Vice  Chairman 
Time  Warner  Inc. 


SUMNER  M.  REDSTONE 

Chairman  &  CEO 
Viacom  Inc. 


LEO  J.  HINDERY,  JR. 

President 
Tele-Communications,  Inc.  (TCI) 


SHELLY  LAZARUS 

Chairman  &  CEO 
Ogi7vy  <£  Mother  Worldwide 
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tertainment,  Media  and  Communications  Industries 


DBTED  -BY:  Sir  DAVID  FROST,  Award-Winning  Journalist 

KEVIN  K.  CARTON,  Global  Entertainment  and  Media  Practice  Leader, 
PricewaterhouseCoopers 
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\  V.  BENHAMOU,  Chairman,  President  &  CEO,  3Com  Corporation 

iRD  D.  BREEN,  Chairman  &  CEO,  General  Instrument  Corporation 

'  PE  P.  DAUMAN,  Deputy  Chairman,  Executive  Vice  President,  General  Counsel, 
:  if  Administrative  Officer,  Viacom  Inc. 

ipROMM,  President  &  CEO,  Siemens  Telecom  Networks 

TIE  A.  HEFNER,  Chairman  &  CEO,  Playboy  Enterprises.  Inc. 
A|  J.  HEYER,  President  &  COO,  Turner  Broadcasting  System.  Inc. 

H  P.  NACCHIO,  President  &  CEO,  Qwest  Communications 
■  PERLMAN,  Co-founder  &  President,  WebTV  Networks,  Inc. 
ilONTRUJILLO,  President  &  CEO,  U  S  WEST 
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To  register  or  for  more  information  on 

THE  1998  GLOBAL  CONVERGENCE  SUMMIT, 

please  contact  Julie  Terranova,  Registration  Manager 
Phone:  800-682-6007 
Fax:  212-512-6281 

E-mail:  julie  terranova@businessweek.com 
Fax  on  Demand:  800-682-6007,  Document  #40 
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COrVilVIENTARY 

By  Karen  Lowry  Miller 


A  SECRET  WEAPON  FOR  GERMAN  REFORM 


The  victoiy  of  Social 
Democrat  Gerhaixl 
Schroder  in  Ger- 
many has  some  execu- 
tives and  investors, 
both  at  home  and 
abroad,  deeply  alarmed. 
All  along,  they  feared 
that  a  left-leaning  gov- 
ernment would  be  even 
less  ftiendly  to  busi- 
ness than  Chancellor 
Helmut  Kohl's  adminis- 
tration, which  faOed  to 
lower  sl<y-high  taxes 
and  labor  costs.  Now 
they  wony  that 
Sclu-oder  and  his  likely 
coalition  partners  in 
the  environmentalist 
Green  Party  will  cnish  any  hope  of 
real  economic  refoiTn. 

But  Scln'oder's  team  may  find  itself 
facing  an  odd  business  adversaiy,  a 
kind  of  Ti'ojan  Horse  witliin  German 
walls  that  could  be  a  huge  catalyst  for 
change.  DaimlerChiyslei',  the  new 
Gennan-Aineiican  company,  has  U.  S. 
shai'eholders  and  managers  who  aren't 
likely  to  take  tlii-eats  to  their  compa- 
ny's competitiveness  lying  down.  The 
auto  giant  is  siu"e  to  keep  up  the 
pressiu-e  on  Bonn  for  tax  and  other 
reforms.  And  other  German  compa- 
nies will  be  watching  closely  for  cues 
on  how  to  lower  costs,  operate  more 
efficiently,  and  motivate  managers. 

The  sheer  bulk  of  the  $130  billion 
merged  carmaker — the  world's  filth 
largest — will  give  it  enormous  clout. 
With  its  $90  billion  market  capitaliza- 
tion, DaimlerChiysler  will  account 
for  nearly  13%  of  the  DAX  index  of 
30  Gernian  blue-chip  stocks.  Thus,  it 
will  be  a  benchmai'k  for  investors 
scanning  Gennan  shares.  It  already 
has  an  advantage,  with  higher  mar- 
gins and  a  price-earnings  ratio  of 
just  13  on  estimated  1999  earnings, 
vs.  19  for  the  dax.  Other  Gei-man 
blue  chips  will  be  under  pressure  to 
improve  profitability  or  risk  losing 
investment  to  the  more  attractively 
valued  giant. 

As  Europe's  biggest  industrial 
company  outside  the  oil  industry, 
DaimlerChiysler  will  have  lots  of 
weight  to  throw  at  Schroder's  pohcy- 


TEAMING  UP 


Schrempp,  Eaton, 
and  shareholders 


makers.  Its  ultimate 
weapon  is  the  thi'eat  of  I'e- 
locating  its  headquarters  to 
the  U.  S.  should  Germany's 
business  climate  remain  , 
hostile.  The  auto  maker  can  WOn  t  take  threats 
also  wield  its  power  in  the    to  competitiveness 
form  of  capital  investment.  down 
If  labor  and  taxes  remain 
prohibitively  expensive, 
DaimlerChiysler  will  build  plants 
elsewhere — or  perhaps  close  facilities 
in  GeiTnany. 

PAY  WATCH.  Coiporate  boards  across 
Gennany  are  already  monitoring  just 
how  far  Daimler  Benz  Chief  Execu- 
tive Jitrgen  E.  Sclii'empp  will  go  in 
Americanizing  the  Stuttgart-based 
company.  The  most  visible  disparity  is 
executive  pay.  Chiysler  Coip.  ceo 
Robeit  J.  Eaton  and  Schrempp  will 
co-chau'  the  new  company  for  tln-ee 
years,  when  Schrempp  will  take  over. 
Eaton  makes  more  than  eight  times 
as  much  as  Schrempp  does.  But 
Daimler  supeivisoiy  board  chauTnan 
Hilmar  Kopper  has  made  it  clear  that 
Eaton's  total  compensation — $10.9  mil- 
lion in  1997 — won't  be  matched. 

Meanwhile,  for  its  1,600  upper  lev- 
el managers,  DaimlerChiyslei'  is  set- 
ting up  a  perfoiTnance-related  pay 
scale  unlike  anything  seen  in  Eui'ope, 
Schrempp  claims.  Base  pay  will  be 
lower  than  Geimans  are  used  to, 
with  more  variables  such  as  stock 
options.  The  new  packages  will  in- 
clude another  U.  S.  import:  phantom 


shares,  which  track 
the  market  price  and 
are  paid  out  when 
earnings  targets  are 
met.  That  could  help 
forge  a  German  man- 
agement class  that  is 
more  vociferous  in  de- 
manding lower  taxes. 

The  gi-ound  is  al- 
ready fertile.  Daimler 
set  a  trend  in  1993  as 
the  first  German  com- 
pany to  list  its  shares 
in  the  U.  S.  The  new 
DaimlerChiysler  will 
have  even  more  rea- 
son to  keep  sharehold- 
ers happy.  Some  53% 
of  its  shareholders  are 
American,  and  over 
two-thu"ds  of  its  cars  \ 
and  light  tracks  are  , 
sold  in  the  U.  S.  As 
Daimler  absorbs  the 
American  giant, 
"DaimlerChiysler  will 
influence  how  Germa 
companies  are  man- 
aged," says  Gennan 
consultant  Roland  Berger. 

DaimlerChiysler  could  also  help 
bring  down  Gemian  wage  costs  and 
ease  work  rules  without  any  policy 
changes  from  Bonn.  The  merged 
company  will  continue  to  include  a 
works  council  in  its  decision-mak- 
ing— a  stracture  mandated  by  Ger- 
man law.  That  means  Daimler- 
Chrysler's  labor  representatives,  toe 
will  be  more  attentive  to  U.  S.  atti- 
tudes. Watch  for  more  contract  talkj 
allowing  flexible  labor  rales,  and  I 
changes  in  the  tone  of  industiywideij 
collective  bargaining  in  Germany.  | 
Daimler  won't  be  all- American,  o|i 
com'se.  Key  elements  of  German  co ' 
porate  culture  will  remain,  includinji^ 
the  two-tiered  system  of  a  supervis  i 
ly  and  a  management  board.  But 
Corporate  Germany  and  Sclii'oder 
had  better  keep  then-  eyes  on  i 
Stuttgart.  It  may  tum  out  that 
what's  good  for  DaimlerChiysler 
good  for  Germany. 

Correspondent  Lowry  Miller  c| 
ers  German  corporate  strategy. 
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)  u  see  a  business  deal 


We   see  data 


Over  90%  of  the  Business  Week  Top  50  rely  on  Sprint  for  data. 
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EDITED  BY  JOHN  TEMPLEMAN 


HOW  CLINTON  IS  SEEKING 
SALVATION  AS  A  STATESMAN 


It  wasn't  the  stuff  of  Nobel  Peace  Prizes,  but  it  was  a 
welcome  breakthrough.  On  Sept.  28,  a  beaming  President 
Clinton  embraced  Israeli  Prime  Minister  Benjamin  Netan- 
yahu and  Palestinian  leader  Yassir  Ai-afat  aftei-  90  minutes  in 
the  Oval  Office.  They  had  agi'eed  on  the  framework  for  a  fiu-- 
ther  Israeli  withdrawal  from  the  West  Bank — with  hopes  of 
completing  a  peace  deal  at  Camp  David  in  mid-October. 

Just  the  kind  of  turnaround  that  the  battered  President 
needs.  With  his  domestic  agenda  a  casualty  of  the  Lewinsky 
scandal  and  with  Republican  gains  in  Con- 
gi-ess  in  the  November  elections  likely,  Clinton 
needs  the  global  stage  to  salvage  his  Presi- 
dency. Siuprisingly,  the  chances  of  a  comeback 
look  promising. 

It's  not  just  the  Mideast  talks  that  are 
back  on  track.  Already,  Clinton's  role  in  forg- 
ing peace  between  Protestants  and  Cathohcs 
in  NortheiTi  Ireland  has  earned  him  accolades 
in  Europe.  And  he  has  earned  plaudits  from 
South  Africa's  President  Nelson  Mandela  for 
his  efforts  to  help  Aftica.  His  get-tough  poli- 
cy in  Kosovo  wins  bipaitisan  support  at  home. 
And  with  the  Sept.  27  election  victory  of  Ger- 
hard Schroder  in  Germany,  Europe  is  now 
stacked  with  center-left  leaders — from 
Britain's  Tony  Blair  to  France's  Lionel 
Jospin — who  can  work  with  Clinton. 

SMALL  CARROT.  Clinton  won  praise  fi'om  CEOs  in  his  fii'st 
term  for  making  trade  and  international  economics  a  cor- 
nerstone of  foreign  policy.  Now  the  crisis  in  Asia  and  Latin 
America  offers  lum  a  chance  to  pull  the  global  economy  out  of 
its  slide.  That  plays  to  Clinton's  strength  in  economics.  He  will 
press  leaders  of  the  world's  industrialized  countries  for  co- 
ordination in  stanching  the  crisis.  Officials  Mnt  he  may  fight  at 
the  U.  N.  to  send  troops  to  end  the  bloodshed  in  Kosovo. 

Can  a  President  in  such  deep  trouble  at  home  continue  to 
bask  in  the  diplomatic  limelight?  There  are  still  hurdles. 


COMFORT:  Clinton,  Mandela 


Clinton  hoped  to  visit  India  and  Pakistan  this  fall  to  red 
tensions  between  them.  After  detonating  nuclear  blasts,  b 
countries  agi'eed  to  sign  the  Comprehensive  Test  Ban  Ttv 
eventually.  One  high-level  Indian  aide  says  India  has  nn 
tention  of  signing  quickly.  Besides,  he  says,  a  visit  by  a 
minished  Pi'esident  isn't  much  of  a  caiTot.  So,  on  Sept.  29, 
Wliite  House  abraptly  postponed  the  trip. 

Some  analysts  fear  that  Clinton's  problems  are  an  opem 
vitation  to  global  troublemakers  to  test  U.  S.  resolve.  \ 
ministration  overtures  for  a  thaw  in  relati. 
with  Iran  have  been  largely  rebuffed 
Tehran.  In  August,  Baghdad  ended  coop'i 
tion  with  U.  N.  weapons  inspector,  and  Nil 
Korea  shot  a  rocket  over  Japan  claiming 
was  a  missOe  laimch.  "They're  taking  us  f 
ride,"  says  Peter  W.  Rodman,  a  national: 
cuinty  expert  at  the  Nixon  Centei",  a  con.' 
vative  Washington  think  tank.  i 
Then  there's  Congress,  which  could  be  I 
boldened  to  wi'est  control  of  foreign  policy* 
ready,  isolationist  lawmakers  are  tryiny 
stymie  U.  S.  pledges  to  pay  an-ears  of  Lj\ 
dues  and  to  shore  up  the  International 
etaiy  Fund.  And  Congress  has  voted  to  tij; 
fer  authority  for  reviewing  satellite  ex|i 
licenses  to  the  State  Dept.  from  the  G 
merce  Dept.  Fmlher  gop  Senate  gains  \xv 
election  could  lead  to  passage  of  a  measure  mandating  c 
ployment  of  a  national  missile  defense  system — a  dec| 
the  Wliite  House  wants  to  delay  until  2000. 

Still,  Clinton  retains  a  tnamp  card  as  Commander-in-i 
When  the  Administration  struck  sites  in  Sudan  b 
Afghanistan  in  retaliation  for  terrorist  attacks,  the  coP  i" 
ership  stood  by  him.  For  Clinton,  looking  for  probleni' 
solve  overseas  may  be  the  best  way  to  project  Presid 
stature  at  home. 

By  Stan  Crock  in  Washington,  with  bureau  rei 


GLOBAL  WRAPUP 


SLOVAKIA  BOOTS  OUT  MECIAR 

►  The  Slovak  opposition  hailed  "the 
end  of  a  nightmare"  as  they  defeated 
Prime  Minister  Vladimir  Meciar  in 
Sept.  27  elections.  But  business  lead- 
ers fear  the  new  center-left  coalition 
may  struggle  to  find  a  coherent  eco- 
nomic strategy.  Meciar's  likely  succes- 
sor, Christian  Democrat  Mikulas 
Dzurinda,  pledged  to  double  state 
pensions  and  average  wages  and  get 
unemployment  below  10%,  from 
14% — all  while  cutting  taxes. 

Still,  Dziuinda's  win  should  burnish 


Slovakia's  international  standing.  It 
was  passed  over  for  fast-track  Eui^o- 
pean  Union  and  NATO  membership  last 
year  because  of  human-rights  abuses 
during  Meciai-'s  six-year  i"ule.  Brussels 
is  now  hinting  that  EU  accession  talks 
could  stai-t  by  yeai'end. 

THAILAND  AVERTS  A  NEW  CRISIS 

►  Thailand's  Prime  Minister,  Chuan 
Leekpai,  averted  a  political  crisis  by 
recruiting  the  biggest  opposition 
group,  the  Chart  Pattana  party,  into 
his  coalition  on  Sept.  29.  The  move 
adds  51  seats  to  Chuan's  small  23-seat 


majority  in  the  lower  house  of  Parj 
ment.  It  will  enable  him  to  enact 
reforms,  such  as  toughening  the  o 
try's  bankruptcy  laws,  needed  to 
extricate  the  country  from  its  cris 
To  date,  Chart  Pattana  has  oppo 
reforms  required  by  the  Intematio 
Monetary  Fund  and  other  creditori 
the  lengthy  closed-door  coalition  rw 
tiations,  it  agreed  to  accept  control 
the  Industry  Ministry  in  exchange 
dropping  a  demand  for  the  key 
nance  or  Commerce  Ministry  poi 
Both  will  remain  in  the  hands  ofj 
Chuan's  reformist  Democrat  Part^ 
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The  Workplace 


COMMENTARY 


By  Aaron  Bernstein 


THE  HEALTH-CARE  NET  IS  SHRINKING 


VULNERABLE 


For  the  past  sev- 
eral years,  no 
one  has  been 
complaining  much 
about  affordable 
health  coverage  or 
the  plight  of  the 
uninsured — and  for 
good  reason.  Med- 
ical costs  have  been 
so  tame  that  compa- 
nies and  employees 
alike  are  paying 
less  for  health 
insurance,  after 
inflation,  than  in  the 
early  1990s.  A 
record  share  of  the 
population  is  work- 
ing, giving  more 
people  access  to 
employer  plans. 
And  wage  hikes  are 
beating  inflation,  so 
more  families  can 
afford  co-payments. 

Economic  condi- 
tions have  been 
nearly  ideal — but 

how  deep  is  theii'  impact?  Not  veiy. 
Ti-ue,  the  shai-e  of  the  population 
with  employer  coverage  has  stopped 
its  downward  spu-al.  But  coverage 
hasn't  recovered  any  lost  gTound 
either,  leaving  the  ranks  of  the  unin- 
stu-ed  at  high  levels.  The  point  was 
driven  home  on  Sept.  25,  when  the 
Census  Bui'eau  released  1997  health 
coverage  statistics.  In  1987,  employ- 
ers covered  69%  of  the  nonelderly 
population.  By  1993,  the  level  was 
only  64%,  where  it  has  been  stuck 
ever  since,  according  to  an  analysis 
of  Census  data  by  Washington-based 
Employee  Benefit  Research  Institute 
(EBRD  (chart). 

REVERSE  COURSE.  This  is  bad  news, 
since  at  least  some  of  the  cmrent 
positive  economic  factors  are  siu'e  to 
reverse  coui'se  in  the  next  year  or 
two.  Medical  costs  are  starting  to 
rise  again,  with  premiums  jumping 
3.3%  this  year,  according  to  kpmg 
Peat  Mai-uick.  If  that  continues,  or  if 
job  growth  or  wage  increases  turn 
dowTi,  medica  coverage  is  certain  to 
slide  more — la:  ding  more  people  suf- 
feinng  fi-om  moi  -  acute  illnesses  in 


'bert  Tlio)>ipson's  contpany  was  hit  with 


ate  hike 


emergency  rooms  of  hospitals.  Unfor- 
tunately, welfare  refoiTn  will  con- 
tribute to  the  problem,  because  for- 
mer recipients  usually  find  low-wage 
jobs  that  are  the  least  likely  to  offer 
insiu'ance.  "It's  only  going  to  get 
worse,"  says  Victoria  Caldeira,  a 
health-care  lobbyist  for  the  National 
Federation  of  Independent  Business, 
which  represents  small  employers. 

Nor  is  rehef  in  sight.  Since  the 
flameout  of  Hillaiy  Rodham  Clinton's 
1994  health-care  initiative.  Demo- 

EMPLOYER  COVERAGE 
HASN'T  REBOUNDED 


SHARE  OF  POPULATION  UNDER 
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crats  haven't  had 
many  new  ideas  for 
preventing  the  re- 
turn of  big  cost  in- 
creases, and  neither 
have  Repubhcans  oi 
basiness  groups. 
Unless  policjTnak- 
ers  start  to  grapple, 
with  costs  now  or 
find  new  ways  to 
help  the  uninstu-ed.  ■ 
we  may  be  caught  • 
flat-footed  when  the 
problem  flares  up  l 
again.  j 
SAVINGS.  Still,  * 
there's  no  question  j 
that  the  past  few  i 
years  have  helped  ». 
alleviate  the  crisis  ! 
of  the  eaiiy  1990s.  I 
The  shift  to  man-  | 
aged  care  and  lowe) 
overall  inflation  ha^, 
worked  wonders  oita 
expenses.  After  k 
yeai-s  of  double-  f 
digit  increases,  pn 
mium  hikes  lagged  the  medical  infla 
tion  rate  fi'om  1994  to  1997,  accord' 
ing  to  annual  stu^^eys  by  kpmg.  As 
result,  inflation-adjusted  employer 
spending  on  employee  health  care 
has  plunged  by  22%  since  1992,  to 
Si. 13  an  hour,  according  to  an  anal; 
sis  of  Bureau  of  Labor  Statistics  d 
by  the  Economic  Policy  Institute,  a| 
Washington  think  tank. 

Employers  haven't  shared  much 
the  sa\ings  with  their*  employees, 
though.  Workers  paid  an  average  o 
$120  a  month  for  family  coverage 
last  year.  That's  down  just  5%  fron  )  ■ 
1992.  after  adjusting  for  medical  in- 
flation, according  to  kpmg.  Even 
though  employers  are  offering  heal' 
insurance  plans  to  slightly  more  pe 
pie  than  in  1989,  thi-ee  recent  studi 
show,  fewer  employees  are  signing 
up  because  of  the  cost.  "The  main 
problem  is  affordable  coverage,"  sa 
Thomas  H.  Rice,  a  professor  of  put 
he  health  at  the  University  of  Cali- 
fornia at  Los  Angeles  who  co-au- 
thored one  of  the  studies. 

If  medical  inflation  returns  in 
force,  employers  may  again  slash 
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Government 


coverage  or  shift  costs  to  workers, 
some  of  whom  will  drop  their  in- 
surance coverage.  Small  employers 
are  particulai'ly  vulnerable.  Tug- 
boat operator  Thompson  Marine 
Ti'anspoitation  Co.,  based  in  Mor- 
gan City,  La.,  got  hit  with  a  50% 
increase  last  month  for  the  health 
insurance  it  offer's  its  25  workers. 
The  company  now  shells  out 
$6,200  a  month  to  keep  them  cov- 
ered, says  ovraer  Robert  J. 
Thompson.  "I  wouldn't  discontinue 
coverage  if  it  goes  up  again,  but  I 
might  have  to  ask  my  people  to 
pay  more,"  he  says. 
WELFARE  MOTHERS.  Not  surpris- 
ingly, the  pool  of  uninsm'ed  Ameri- 
cans climbed  again  in  1997,  by 
about  half  a  percentage  point,  to 
18.3%  of  the  nonelderly  population, 
according  to  ebri.  Declining  wel- 
fare rolls  are  a  key  reason.  Al- 
though many  low-wage  workers 
remain  eligible  for  Medicaid, 
they're  not  getting  it.  Health  ex- 
perts say  pait  of  the  explanation 
may  be  that  many  states  have 
done  a  poor  job  of  providing  the 
forms  and  assistance  that  these 
workers  need  to  re-em-oll  after 
leaving  welfare.  In  addition,  many 
fomier  welfare  mothers  may  not 
realize  that  they're  still  eligible  for 
Medicaid  if  they  earn  near-poverty 
incomes.  Whatever  the  cause.  Med- 
icaid enrollment  has  declined  by 
nearly  two  percentage  points  since 
1993,  to  11%  of  the  population  last 
year,  according  to  ebri.  Since  em- 
ployer coverage  is  unchanged, 
more  Americans  are  left  uninsured. 

Unfortunately,  the  problem  is 
likely  to  get  worse.  Welfare  re- 
fonn's  new  time  limits  will  proba- 
bly force  1.5  million  more  recipi- 
ents off  the  rolls  in  the  next  couple 
of  years,  according  to  studies. 
Many  will  land  jobs  with  no  insur- 
ance. And  if  unemployment  edges 
back  up,  they'll  probably  be  among 
the  fii'st  to  be  left  out  in  the  cold. 

Employer-based  health  insui'ance 
served  the  country  well  for  half  a 
century,  ever  since  company  plans 
proliferated  in  the  1940s.  That 
model  began  to  fi*ay  in  the  late 
1980s.  Given  the  high  price  of  care 
today,  it's  not  clear  that  small  em- 
ployers or  those  that  pay  rock-bot- 
tom wages  can  afford  to  remain  in 
the  game.  Either  we  come  up  with 
a  way  to  help  them,  or  the  system 
may  soon  break  down  even  further. 

Bernstein  covers  the  workplace 
from  Washington. 
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THE  SMART  MISSILE 
AIMED  AT  CLINTON 

Will  Chris  Cox  build  a  damning  China-connection  case? 


For  now,  the  Clin- 
ton Administration 
is  breatliing  a  sigh 
of  relief  over  the 
House  Judiciary  Com- 
mittee's inquuy  into  the 
Monica  Mess.'With  the 
American  public  taking 
a  very  European  ap- 
proach to  raff  aire 
Lewinsky,  Illinois  Rep- 
resentative Henry  J. 
Hyde,  the  beefy,  white- 
maned  committee  chaii- 
man,  is  battling  Demo- 
cratic charges  that  his 
probe  is  becoming  a 
partisan  food  fight.  But 
another  serious  threat 
to  the  Clinton  Pi-esiden- 
cy  may  be  emerging  in 
the  person  of  Christo- 
pher Cox,  a  lean,  low- 
key  Republican  law- 
maker from  Califomia. 

A  praginatic  conser- 
vative  who   has  led 
fights  in  Congress  to 
limit  investor  lawsuits 
and  to  keep  the  Inter- 
net tax-free.  Cox  heads 
a  special  panel  that  is 
exploring  China's  acqui- 
sition of  sensitive  U.  S. 
technology.  The  results 
of  the  secret  inquiry 
could  be  highly  damag- 
ing to  the  Wliite  House.  And  unlike  the 
sordid  Lewinsky  saga,  Cox's  investiga- 
tion deals  with  Presidential  policy:  Did 
Clintonites  and  companies  that  con- 
tribute generously  to  Democrats  hand 
over  sophisticated  U.  S.  knowhow  that 
enhanced  Beijing's  military  might? 
LIMELIGHT.  The  inquuy  stems  fi-om  Clin- 
ton's Febr-uary  decision  to  allow  Loral 
Space  &  Communications  Ltd.  to  launch 
a  satellite  on  a  Chinese  r-ocket  despite 
Justice  Dept.  objections.  Justice  was 
probing  alleged  leaks  of  satellite  tech- 
nology to  China  by  Loral  and  fear'ed 
the  0.  K.  could  underline  any  criminal 


THE  GOX  FILE 

BORN  Oct.  16,  1952,  St.  Paul,  Minn. 

EDUCATION  BA,  University  of  Southern  Californ' 
(in  three  years);  JD  and  IVIBA,  Harvard 

WASHINGTON  Elected  to  the  House  from 
California's  47th  district,  1988;  senior  associate 
counsel  in  the  White  House,  1985-88;  law/yer, 
Latham  &  Watkins,  1978-86 

PERSONAL  Married  to  the  former  Rebecca 
Gernhardt;  three  children:  Charles,  5,  Katie,  4, 
just-born  Kevin;  speaks  Russian 

case  it  might  bring  against  the  con 
Another  House  panel  is  investi 
whether  the  President  approve 
launch  to  help  out  Loral  ceo  Ber 
Schwartz,  the  Democrats'  top  so" 
ey  donor'  in  '96.  Cox's  committee, 
will  report  its  findings  in  January, 
cusing  on  the  extent  to  which  f 
policy  and  national  seciuity  werd<^ 
promised  by  the  deal. 

And  it  has  expanded  its  scope? 
elude  possible  illicit  tr-ansfers  to  Cli^ 
U.  S.  supercomputer's,  exotic  matii' 
and  manufacturing  techniques  ap||| 
as  satellites.  "We  are  focused  nop 
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on  inadequacies  in  existing  [export  con- 
trol] policy  but  also  on  violations ...  of 
policies  that  were  supposed  to  be  in 
place,"  says  Cox. 

The  probe  is  sure  to  keep  Cox,  45,  in 
the  limelight  and  help  push  him  up  the 
GOP  leadership  ladder  from  the  No.  5 
job,  chairman  of  the  House  Republican 
Policy  Committee.  Cox  is  a  natural 
choice  to  oversee  the  China-connection 
probe,  which  entails  complex  technical 
issues.  With  both  a  law  degree  and  an 
MBA  from  Hai-vai'd,  he  is  considered  one 
of  the  best  intellects  in  the  House  by 
Democrats  and  Republicans  alike. 

He's  also  one  of  the  Hill's  top  techies. 
Cox,  who  represents  Orange  County, 
grasped  the  importance  of  the  InfoiTna- 
tion  Age  back  in  1984,  when  he  and  his 
father  founded  a  company  that  sold 
EngHsh-language  versions  of  the  Soviet 
Communist  Party  newspaper  Pravda. 
Cox,  who  ran  the  venture  while  prac- 


"opt-in"  class  actions,  which  would 
quire  lawyers  to  seek  permission  fr( 
all  individuals  affected  by  such  cas 
He  also  wants  to  curb  lawsuit  damaj 
for  pain  and  suffering. 

About  the  only  issue  on  which 
parts  company  with  business  is  Chi 
Angered  last  fall  by  Clinton's  refusal 
punish  Beijing  for  human-rights  abu. 
and  missile  sales  to  Pakistan,  he  fai 
ioned  a  package  of  China  sanctions,  i 
though  the  penalties  are  mild  and  notj 
have  become  law,  they  rankled  businc 
lobbyists.  "He's  trjing  to  stir  the 
vdthout  moving  our  relationship  w 
China  forward,"  says  Myron  A.  B 
liant  of  the  U.  S.  Chamber  of  Comme 

Cox  occasionally  comes  across  as 
tellectually  overbearing  to  fellow  1 
makers.  But  his  imabashed  support 
free  markets,  lower  taxes,  and  sma 
government  plays  well  with  voter: 
his  well-heeled  Southern  California 


Cox,  considered  one  of  the  House's  top  brains, 
is  a  natural  choice  to  oversee  the  Clinton-Chin 
probe,  which  entails  complex  technical  issues 


ticing  law  in  California,  assigned  and 
edited  the  work  of  translators  scattered 
around  the  countiy  via  computer. 
STIRRING  THE  POT.  Today,  while  many 
colleagues  ai'e  still  having  trouble  finding 
their  own  Web  sites,  Cox  is  crafting 
legislation  to  keep  the  Internet  free  of 
red  tape  and  taxes.  Already  a  hero  in 
Silicon  Valley  for  championing  a  law  to 
curb  shareholder  lawsuits.  Cox  is  win- 
ning accolades  in  coi^porate  circles  for 
his  latest  cinsade.  "He's  an  incredibly 
smart  guy  who  understands  the  issues 
in  a  very  detailed,  sophisticated  way," 
says  Jill  Lesser,  America  Online  Inc.'s 
director  for  law  and  public  policy. 

The  couitly  Cox  took  up  the  cause  of 
securities  litigation  reform  while  spe- 
cializing in  corporate  finance  and  ven- 
tui"e-capital  lav/  at  Latham  &  Watkins  in 
Orange  County  from  1978  to  1986.  The 
job  convinced  him  that  "the  whole  sys- 
tem of  resolving  disputes  is  broken.  It's 
way  too  expensive,  takes  forever,  and 
inflicts  great  pain  on  participants."  In 
Congress,  he  led  the  fight  to  make  it 
harder  for  investors  to  sue  companies 
because  their  stock  prices  tanked.  The 
bill  became  law  in  1995 — the  only  one 
enacted  over  Clinton's  veto.  In  March, 
grateful  execs  contributed  $34,400  to 
the  Cox  war  chest  via  the  Technology 
Netwoi'k  Political  Action  Committee,  a 
conduit  for  high-tech  companies. 

Cox's  new  legal  campaign:  a  push  for 


trict,  a  bastion  of  Reaganism.  In 
Cox  served  a  stint  in  Reagan's 
House.  While  there,  he  helped  draft: 
"long  arm"  statute  that  lets  the 
government  go  after  terrorists  abu 
"We  can  thank  his  hard  work  thai* 
have  the  abiUty  to  apprehend  terro" 
abroad  and  bring  them  back  for  ti'i 
says  former  colleague  Oliver  L.  Ni? 
With  North  on  the  hustings  for  i 
Cox  naiTOwly  clinched  his  seat 
Since  then,  he  has  won  reelection  ejil 

Despite  his  conservative  crede: 
Cox  builds  coalitions  with  Demoi 
"There  have  been  no  disagreement 
couldn't  work  out,"  says  Represent 
Norm  Dicks  (D-Wash.),  the  China, 
el's  top  Democrat. 

On  both  Internet  bills,  he  has 
with  liberal  Democratic  SenatorJ 
Wyden  of  Oregon  and  worked  cl| 
with  White  House  aide  Ira  C.  Maj 
er,  a  favorite  gop  whipping  boy. 
has  done  an  excellent  job  of  del 
ing  [the  Internet  Tax  Freedom]  bii 
guiding  it  through  difficult  negotiat 
says  Magaziner.  j 

But  will  Democrats  still  be  ppj 
Cox  if  his  panel  uncovers  evideno 
the  White  House  compromised  na 
security?  If  Cox  manages  to  mi 
case  against  Clinton,  the  Americal 
torate  may  not  be  as  forgiving 
have  been  over  a  fling  with  an  in 
By  Amy  Borrus  in  Wasm 
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GUESS  WHO'S  RAKING  IT  IN 
FROM  GAMBLING 

As  casinos  throw  money  at  the  GOP,  the  ReUgious  Right  fumes 


When  Senate  Majority  Leader 
Trent  Lott  and  other  powerful 
lawmakers  bundled  into  a  casino 
owner's  private  jet  and  headed  toward 
Las  Vegas  last  November,  it  wasn't  for 
a  weekend  of  slots  and  showgirls.  The 
Republicans  were  guests  of  honor  at  a 
gambling  industry  fund-raiser.  With  a 
take  of  nearly  $700,000, 
the  event  made  gam- 
bhng  interests  the  sec- 
ond-lai*gest  business  con- 
tributor to  the  Senate 
Republicans'  political 
committee  in  1997-98, 
follovdng  the  insurance 
industry. 

But  not  everyone  in 
the  party  is  wild  about 
the  OOP's  winnings.  Re- 
ligious conservatives 
view  the  gambling  in- 
dustry's political  clout 
with  a  combination  of 
loathing  and  alarm.  "I 
think  it's  a  bad  idea  for 
paity  leaders  to  be  run- 
ning out  to  Las  Vegas 
and  holding  fimd-raisers 
in  casinos,"  says  Gary 
Bauer,  President  of  the  Family  Re- 
search Council  and  a  Presidential  aspi- 
rant. "It's  like  sticking  their  finger  in 
the  eyes  of  a  whole  lot  of  people  ai'ound 
the  country  that  they  depend  on  every 
November." 

No  issue  more  lucidly  points  up  the 
division  within  the  Republican  Party 
between  business  interests  and  social 
conservatives.  Does  the  GOP  side  with  a 
booming  industry — one  that  has 
pumped  more  than  $2.3  milUon  into  OOP 
coffers  for  the  '98  elections?  Or  do  (iOP 
leaders  heed  the  antigambling  demands 
of  their  most  reliable  supporters  and 
their  leading  source  of  grassroots 
volunteers? 

TOUGH  TALK.  The  moralists  are  turning 
up  the  heat  on  national  Republican 
leadf  rs.  Representative  Frank  R.  Wolf 
(R-Va.),  a  leading  foe  of  the  gaming 
business,  is  calling  on  his  party  to  for- 
swear gambling  dollars.  And  social  con- 
servatives vow  to  make  gambhng  an 


issue  in  the  2000  GOP  Presidential  pri- 
maries. Senator  John  D.  Ashcroft  (R- 
Mo.),  a  potential  Presidential  candidate 
closely  aligned  with  Christian  conserv- 
atives, condemned  gambling  as  immoral 
in  a  speech  to  Southern  Republican  ac- 
tivists in  March  at  a  casino  complex 
in  Biloxi,  Miss.  Texas  Governor  George 


W.  Bush,  the  Presidential  frontrunner, 
also  is  an  outspoken  foe.  Says  Ralph  E. 
Reed  Jr.,  a  former  executive  dii'ector  of 
the  Christian  Coalition  who  is  infor- 
mally advising  some  White  House 
hopefuls:  "Any  Presidential  candidate 
who  receives  casino  support  is  going 
to  come  under  heavy  fire." 

That  kind  of  talk  has  the  gaming  in- 
dustry mnning  scared.  Fearful  of  new 
federal  regulations,  or  "sin  '  taxes,  it's 
doling  out  soft-money  donations  like  free 


Gambling  Giving 


ELECTION 

TOTAL  DONATIONS 
TO  BOTH  PARTIES 

REPUBLICANS' 
SHARE 

1992 

$1,193,323 

36% 

1994 

2,636,305 

49 

1996 

6,775,400 

46 

1998* 

3,618,668 

66 

*Estimate  based  on  Federal  Election  Commission  data 

DATA:  CENTER  FOR  RESPONSIVE  POLITICS 


meal  chits.  While  the  industry  hist, 
cally  has  generously  donated  to  I: 
paities,  the  nonpartisan  Center  for 
sponsive  Politics  found  that  66%  oi 
largesse  in  1997-98  has  gone  to  the  j 
publicajis  who  control  Congress.  AiriL 
the  biggest  winners  this  election  cjT 
the  National  Republican  Senatorial  □ 
mittee  ($717,500)  and  the  RepubH 
National  Committee  ($674,150),  acJ 
ing  to  the  GRP.  And  more  donations 
expected  at  another  Las  Vegas  fi 
raiser  for  House  Republicans  schedj 
for  Oct.  14. 

To  guard  its  flank  in  Washington,) 
industry  hired  former  Republican  [ 
tional  Committee  Chairman  Franl 
Fahrenkopf  Jr  to  head  its  trade  grl 
the  American  Gaming  Assn.  AntqT 
Capitol  Hill,  it  has  invested  more  ti 
$3  million  in  the  ]tt 
two  years  in  a  bipi'i- 
san  team  of  well-it 
nected  lobbyists.  Pr(d- 
nent  Republicans  inck 
Kenneth  M.  Duberstr 
former  Reagan  W 
House  chief  of  staff,  .i 
Daniel  P.  Meyer,  for?! 
chief  of  staff  for  H(3( 
Speaker  Newt  Gingih 
Casinos  fear  'ii 
gambling  could  be  « 
next  vice  targeted); 
lawmakers,  as  tobia 
was  this  yeai'.  Theft 
also  nervous  about  if 
recommendations  ( i 
blue-ribbon  congressa 
al  commission  on  p 
bhng,  slated  to  issuit 
report  in  mid- 1999.1 
we  don't  participate  in  the  process, 
get  run  over  by  it,"  reasons  one  in ; 
try  executive. 

That  hasn't  happened  yet.  Indi 
the  gaming  biz  has  lomg  up  a  strir' 
legislative  victories  this  year.  Notab  i 
buried  a  bill  to  rescind  the  tax;e 
ductibility  of  gaming  losses.  But  its  n 
ning  streak  has  led  moralists  to  ]'& 
the  level  of  their  rhetoric.  Says  Be-'' 
"Look  what  [gambling]  does  to  fam' 

the  role  of  organized  crime  I  t" 

the  American  people  would  respe 
paily  that  said,  We're  not  going  to 
that  money.' "  i 

Gambling  lobbyists  say  they'll  r'f^''^«i 
any  efforts  by  religious  conservalC^i^j^^^ 
to  blunt  their  political  clout.  "Thai  I 
timate  goal  is  to  outlaw  legal  gamiiji 
the  countiy,"  says  Fahrenkopf.  Rejl 
lican  pols  in  the  middle  of  the  deit 
are  sure  to  agonize  over  the  issuea^^^ 
the  way  to  the  bank.  j  '''^^fi 

By  Richard  S.  Dunlmm.  in  WasMm 
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SAYING 

ADIOS  TO 
THE  OFFICE 


Now  that  her  commute 
to  the  office  lasts  all 
of  10  seconds,  Vicki 
Hall  has  lots  of  time  on  her 
hands.  A  senior  communica- 
tions analyst  for  Visa  Inter- 
national, Hall  used  to  drive 
some  hours  each  day  to 
and  from  Visa's  San  Francis- 
co headquarters.  After  mov- 
ing to  Pensacola,  Fla.,  Hall,  a 
single  mother,  is  still  taking 
care  of  business.  With  the 
blessing  of  her  California 
bosses  and  armed  w^ith  a 
company-paid  PC,  fax,  isdn 
phone  line,  and  storage 
shelves.  Hall  has  turned 
a  spare  bedroom  into 
an  office.  "Telecom- 
muting gave  me  my 
life  back,"  she  says. 

As  profes- 
sional men  and 
women  at- 
tempt to  do  justice  to  their 
careers  while  attending  to 
family  and  personal  needs, 
more  and  more  are  working 
without  visiting  the  office 
more  than  once  in  a  blue 
moon.  The  appeal  is  enor- 
mous. At  home,  you  can 
spend  more  time  with  the 
kids,  work  in  casual  clothes, 
and  tailor  a  schedule  that  lets 
you  tackle  your  job  at  odd 
hours.  Some  9.9  million  peo- 
ple work  outside  their  main 
corporate  offices  at  least 
three  days  a  month,  up  fi-om 
9.1  million  in  1997  and  5.4 
million  in  1993,  according  to 
Raymond  Boggs,  director  of 
home-office  research  for  In- 
ternational Data  Corp.  in 
Framingham,  Mass. 

Telecommuting  has  gotten 


TELECOMMUTING 


an  added  boost  from  a  strong 
economy  in  which  employers 
must  make  accommodations 
to  attract  the  best  and 
brightest  workers.  There  are 
also  environmental  and  polit- 
ical pressures  as  companies 
respond  to  Clean  Air  Act 
provisions  that  aim  to  cut 
traffic.  And  businesses  want 
to  pare  real  estate  costs  by 
creating  "hoteling"  arrange- 
ments in  which,  say,  10  peo- 
ple share  a  single  cubicle  on 
an  as-needed  basis.  Compa- 
nies are  finding  that  telecom- 
muting can  boost  productivity 
5%  to  20%,  according  to 
Jack  M.  Nilles,  author 
of  Managing  Telework 
(John  Wiley  &  Sons, 
$29.95). 

Technology 
is  helping  peo- 
ple break  free 
of  the  office.  With  laptops, 
speedy  modems,  the  Internet, 
and  the  emergence  of  corpo- 
rate intranets,  jobs  are  be- 
coming portable.  Employers 
and  employees  can  easily 
swap  E-mail  and  share  pr 
documents  from  afar.  This 
cuts  down  on  faxing  and 
overnight-courier  costs. 

Is  telecommuting  for  you? 
Nearly  75%  of  teleworkers 
responding  to  an  at&t  sur- 
vey last  year  said  they  were 
more  satisfied  with  their  per- 
sonal and  family  lives  than 
before  they  started  working 
at  home.  But  telecommuting 
is  not  for  every  person  or 
job,  and  you'll  need  a  mas- 
sive dose  of  self-discipline  to 
puU  it  off.  Ask  yourself  if  you 
can  perform  your  duties  with- 


out the  bus^  breathmg  down 
your  neck.  On  the  other 
hand,  would  you  go  stir-crazy 
without  being  able  to 
schmooze  with  officemates? 

Many  companies  insist  that 
you  iron  out  a  schedule  with 
your  supervisor  before  you 
begin.  You  may  prefer  to 
work  at  6  a.m.  and  hit  the 
links  at  3  p.m. — ^just  be  sure 
you're  available  for  those  9 
a.m.  meetings.  Not  every 
company  will  require  formal 
training  before  you  set  up  a 
remote  office,  but  it's  a  good 
idea  to  sound  out  your  boss 
about  his  or  her  concerns. 
APPEARANCES  COUNT.  It's 
equally  smart  to  assuage  the 
fears  of  co-workers.  Your  col- 
leagues may  become  resentful 
if  they  think  you're  on  paid 
vacation  or  suspect  theyTl  get 
saddled  with  extra  work  in 
your  absence.  As  a  result, 
you  may  want  to  trade  fa- 
vors with  your  cohorts — by 
covering  for  them  if  they 
leave  early  one  day,  for  ex- 
ample. And  make  sure  they 
know  they  can  call  you  at 
home.  Appearances  count:  If 
you  choose  to  work  two  days 
a  week  at  home,  you  may  not 


want  to  make  them  Mc 
and  Friday,  advises  tel 
muting  consultant  Gil  G 
in  Monmouth  Jimction 
Peers  might  think  you'n^'j 
ing  long  weekends. 

It's  also  imperative 
up  ground  rules  with 
family.  The  good  news 
telecommuting  is  that 
can  be  close  to  your 
ones.  That's  also  th( 
news.  Spouses  and  smaJ 
dren  have  to  understaiw 
even  though  you're 
house,  you  are  busy  es 
a  hving.  It's  fine  to  thi 
a  few  loads  of  laundry 
swer  the  door  whei 
plumber  comes.  It's  ai 
thing  to  take  the  kids  % 
mall  or  let  them  play  B 
on  your  office  PC. 

Clearly  demarcate 
workspace  by  using  a| 
rate  room  with  a  do( 
can  shut.  Let  your 
know  that,  emergem 
cepted,  the  space  is 
its  during  working 
Some  employees  wear 
rate  badges  or  busim 
tire  at  home  to  alert 
ily  that  they  do  not 
be  disturbed. 


life  for 
i; 


pro£ 

m.. 


'Esair.  ii 
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1  have  infants  or  tod- 
<  range  for  child  care, 
e  nmuting  is  not  a  sub- 
1  tor  dependent  care," 
1  irbara  M.  Reeves,  a 
u  jffice  program  man- 
r  V  Boeing.  "With  a 
i}i  lild,  you're  really  try- 
t'i  old  dowTi  two  jobs — 
]  lably  not  doing  very 
h  either  one." 
'U  get  down  to  busi- 
i  may  have  to  work 
I    remain  in  the  loop, 
'ly  so  many  telecom- 
■dy  at  home  only  a 
(lays  a  week.  Aside 
bbing  elbows  with 
nd  cohorts,  there  are 
•  and  other  situations 
ice  time  is  essential, 
in  Ave  telecommuter 
0!|  ag  to  the  at&t  study 


indicated  that  they  felt  more 
isolated  working  at  home.  But 
some  teleworkers  wony  that 
being  out  of  sight  means  being 
out  of  mind,  and  that  that  will 
hurt  theii"  chances  for  a  pro- 
motion or  a  bonus.  Moreover, 
you  may  be  concerned  that  if 
bad  times  hit,  you'll  be  the 
ftrst  to  get  sacked. 
BE  A  STAR.  The  best  way  to 
eliminate  such  concems  is  to 
produce.  "You  need  to  estab- 
lish your  credibility,"  says 
Betty  Sun,  who  w^orks  fi-om 
her  house  in  Bethesda,  Md., 
as  an  acquisitions  editor  for 
pubUsher  -John  Wiley  &  Sons 
in  New  York.  Of  course, 
while  it's  important  to  put  in 
a  full  day  of  work  while 
telecommuting,  also  remem- 
ber that  there's  a  time  to 


leave  the  office.  When  the 
lines  between  your  home  and 
office  blui;  it  can  be  hard  to 
pull  yourself  away. 

Maintaining  the  balance 
has  not  been  a  problem  for 
Sun.  She  has  been  promoted 
since  she  began  telecommut- 
ing and  now  manages  two 
New  York  employees  fi'om  a 
distance.  But  there  may  come 
a  time  when  you'll  have  to 
ponder  a  difficult  question: 
Would  you  rather  climb  the 
corporate  ladder  or  the  staii's 
to  your  home  office?  The 
higher  up  you  move  in  your 
organization,  the  more  likely 
it  is  that  your  presence  at 
headquarters  may  be  re- 
quired at  all  times.  Telecom- 
muting can  be  tenific  at  cer- 
tain stages  of  your  life  and 


cai-eer.  But  when  the  kids  ai'e 
older,  you  may  be  ready  to 
return  to  the  office  full-time. 

Even  though  the  telecom- 
muting phenomenon  contin- 
ues to  mushroom,  you  may 
still  encounter  old-fashioned 
employers  who  are  resisting 
the  trend.  But  if  you're  a  stai' 
perfoiTner,  lots  of  companies 
will  let  you  telecommute  if 
that's  the  way  to  hook  you. 
"The  whole  chift  of  the  '90s  is 
to  introduce  flexibility  into 
work  flow,"  says  Thomas  E. 
Miller,  a  vice-president  for 
Cyber  Dialogue,  a  New  York- 
based  research  and  consult- 
ing finn.  That's  good  to  know 
if  you  find  the  back-and-forth 
pull  of  train  or  car  commut- 
ing is  pulling  you  apart  at 
the  seams.   Edward  C.  Baig 


KEEP  THE  BOSS  HAPPY 

■  SETUPAMOmCE 

Find  out  your  manager's  concerns  before  you 
begin  working  at  home.  Agree  on  performance 
standards,  and  meet  those  goals. 

Establish  a  clear  workspace  at  home. 
Determine  whether  your  company  will  pay 
for  home-office  equipment. 

SCHEDULE  YOUR  -inWE 

■           EStABUSH  GROUND  RULES 

Create  definite  work  hours.  Attend  meetings 
by  phone,  communicate  regularly  with  bosses 
and  coworkers,  and  visit  the  main  office  often. 

Let  your  family  know  when  you  cannot  be 
disturbed.  If  you  have  small  children,  arrange 
for  child  care  during  those  times. 
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COMMENTARY 

By  Mike  McNamee 


GIVE  TELEWORKERS  A  TAX  BREAK 


In  Southern  California,  the  Inter- 
nal Revenue  Service  encourages 
its  agents  to  stay  off  the  freeways 
and  telecommute.  With  computers, 
E-mail,  and  iRS-provided  secure  file 
cabinets,  agents  can  track  cases  and 
prepare  for  audits  from  home.  But 
these  telecommuting  enforcers  can't 
even  think  about  claiming  a  home- 
office  deduction  on  their  Form 
1040s.  To  deduct  work-related 
expenses  at  home,  they — and 
you — have  to  show  that  telecom- 
muting is  for  an  employer's  conve- 
nience. And  since  those  iRS  agents 
could  find  desk  space  downtown  if 
they  chose,  their  home  offices 
don't  meet  the  deduction  test. 

Keep  that  in  mind  if 
you're  looking  for  a  tax 
break  for  expenses  you 
rack  up  working  from 
home.  Sure,  many  employ-  ^ 
ers  see  the  value  of 
telecommuting  and  will 
underwrite  equipment  to 
turn  your  guest  room  | 
into  a  coi-porate  outpost.  ' 
But  for  the  many  ~p 
telecommuters  who  cough 
up  cash  for  their  own  com- 
puters, fax  macliines,  and  workspace, 
the  tax  code  offers  little  relief. 

That's  not  right.  A  basic  principle 
of  the  income  tax  is  that  business 
costs  shouldn't  be  taxed.  Big  compa- 
nies deduct  most  of  their  expenses. 
But  for  home  workers — be  they 
telecommuting  employees  or  the  self- 
employed — the  bar  is  higher. 
NIX  THE  KIDS.  To  pi'ove  you'i'e  work- 
ing at  home  for  youi-  employer's 
sake,  a  letter  from  the  boss  should 
do  the  trick.  But  the  iRS  can  demand 
more,  including  a  corporate  policy 
guaranteeing  the  same  deal  to  all 
similar  employees.  Mixed-use  equip- 
ment poses  another  problem.  No  one 
tracks  how  many  hours  office  work- 
ers spend  playing  games  on  the  In- 
ternet. But  share  your  home  PC  with 
your  kids,  and  you're  expected  to  log 
your  keyboard  hours  vs.  theirs  and 
claim  only  yom*  share  of  computer 
costs  on  your  tax  return.  And  if  your 
kids  play  in  your  office,  the  iRS  will 
question  whether  it's  a  separate 
space  used  exclusively  for  work.  If 


it's  not,  forget  about  deducting  utili- 
ties, rent,  or  depreciation. 

Even  if  a  telecommuter  can 
claim  deductions,  they're  not 
worth  much.  Unreimbursed 
employee  expenses  fall  into  a 
catch-all  category  of 
"miscellaneous  deduc- 
tions." The  two-thirds  of  taxpayers 
who  take  the  standard  de- 
duction can't  claim 

those  expenses  at 
all.  Even 


TELECOMMUTING 


i  '1 


Tips  for  Dealing 
With  Uncle  Sam 

GET  IT  ON  PAPER 

Your  chances  of  claiming  work- 
related  expenses  on  your  return 
improve  with  a  letter  from  your 
boss  stating  that  the  arrangement 
is  for  your  employer's  convenience. 

REIMBURSEMENT  BEATS  WRITING  OFF 

Better  to  get  100%  of  an  expense 
from  your  employer  than  a  tax 
savings  worth  at  most  39.6%. 

WATCH  YOUR  PHONE  COSTS 

Don't  deduct  any  share  of  your 
basic  service.  But  you  can  write 
off  a  second  phone  line  or  busi- 
ness services,  such  as  voice  mail. 


itemizers  can  deduct  only  those  cos 
that  exceed  2%  of  adjusted  gi'oss  il 
come.  Unless  you  have  lots  of 
other  miscellaneous  deductioi 
employee  expenses  aren't 
to  add  up  to  a  tax  break. 

How  could  Washin: 
level  the  playing  field? 
First,  recognizing  the  environmental 
and  social  costs  of  commuting,  Con-: 
gress  could  give  employers  a  small 
tax  credit  for  wages  earned  at  homi 
Then,  it  could  move  telecommuters' 
um-eimbursed  expenses  to  the  front 
the  tax  form,  as  an  income  adjustme 
fully  available  to  itemizers  and  non 
itemizers.  The  iRS  could  help  h 
devising  conrmion-sense  tests  M 
expensing  equipment  and  home-of-| 
fice  space  used  pre- 
dominantly for  busi- 
ness for  employees  i 
the  seLf-employed,| 
RELIEF.  Self-em-: 
ployed  home  worl 
ers  have  it  better 
some  ways.  Most  of 
theii'  expenses  redue 
pretax  income  doUi 
for-dollar.  They'U  al 
benefit  from  a  1997  tax  law  that, 
starting  next  year,  will  let  them 
deduct  a  home  office  used  for  ma; 
aging  work  performed  elsewher^ 
That  reverses  a  1993  court  rulin 
that  baired,  say,  a  plumber  frora 
claiming  a  home  office  because  his 
actual  job  was  repairing  pipes  at  /; 
clients'  houses.  ^ 
But  the  self-employed  still  have 
plenty  of  tax  gripes.  The  biggest- 
cap  that  lets  them  deduct  only  45? 
of  their  health-insurance  premiums 
will  be  fixed  if  the  Republican  tax 
bill  now  in  Congress  escapes  a  J 
threatened  Presidential  veto.  M 
Stay-at-home  workers  will  neve 
have  the  resources  big  companies 
use  to  shrink  their  tax  tab.  But  as 
their  numbers  proliferate,  they 
deserve  the  benefit  of  the  doubt. 
Lots  of  work  is  going  on  in  home 
fices.  Congress  and  the  iRS  should 
make  allowances  for  this  economic 
reality. 


McNamee  covers  tax  issues  frof< 
Washingfmi. 
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KING  STAY-AT-HOMES 
WELCOME 


nderstand  the 
:s  of  telecom- 
ig,  just  look  at 
'  Systems,  the 

er-networking  giant 
1  San  Jose,  Calif.  Cis- 
2ommuters  have  im- 
their  productivity  by 
5%,  while  the  compa- 
saved  about  $1  mil- 
overhead,  and  re- 
key  employees  who 
otherwise  have  left, 
more,  those  who  have 
suits  for  sweats  say 
ve  setting  their  own 
js,  skipping  rush  hour, 
ig  more  time  with 
ids,  and  working  at 
rt-time  in  comfortable 
dings.  "It's  surprising 
iber  of  engineers  who 
pond  to  a  question  at 
n  a  Saturday  night," 
hn  Hotchkiss,  Cisco's 
resource  manager. 
1  solve  a  problem  that 
lot  have  been  solved 
jnday  morning." 
a're  looking  to  land  a 


job  that  lets  you  clock  in  from 
home,  you'd  do  well  to  find  a 
company  like  Cisco  that  has 
formal  telecommuting  policies 
in  place.  Although  ad  hoc 
arrangements  are  still  com- 
mon, they  are  often  inconsis- 
tent and  can  be  seen  as  unfaii". 
Fortunately,  an  increasing 
number  of  companies 
ai'e  instituting  formal 
telecommuter  pro- 
grams that  spell  out 
training  require- 
ments and  make 
clear  who  will  pick  up  what 
costs  (table,  page  156).  That 
lets  you  know  telecommuting 
enjoys  the  support  of  top 
management  and  can  mean 
the  difference  between  a  com- 
mitment to  working  out  the 


TELECOMMUTING 


Idnks  and  a  transfer  back  to 
the  office,  says  Joseph  Par- 
ente,  who  runs  KPMG  Peat 
Mai-wick's  telework-consulting 
practice. 

Companies  that  top  most 
consultants'  lists  of  good  em- 
ployers for  telecommuters 
tend  to  be  in  high-tech  or 
knowledge-driven  industries. 
But  telecommuting  can  work 
in  any  field,  provided  a  job 
requires  more  time  on  the 
computer  or  phone  than  in 
face-to-face  meetings. 

A  successful  program 
needs  employees  with  the 
discipline,  independence, 
and  organization  to 
make  it  work,  and 
managers  who  don't 
confuse  time 
spent  at  the  of- 
fice with  output  or  effective- 
ness. IBM  "didn't  do  as  good  a 
job  initially"  as  it  could  have, 
says  Bob  Egan,  who  manages 
the  company's  telecommuting 
program  from  his  home  in 
Salt  Lake  City.  The  pi-oblem: 


At  Merrill  Lynch,  would-be 
teleworkers  can  do 
a  two-week  dry  run 
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While 
telecom- 
muters spent 
less  time  gos- 
siping, they 
also  had  few- 
er opportuni- 
ties to  talk 
shop.  Rather 
than  scrap 
the  program, 
IBM  decided 
to  schedule 
meetings  and 
other  social 
interactions 
that  used  to 
happen  auto- 
matically. To- 
day, about 
20%  of  IBM's  270,000  global 
employees  spend  at  least  two 
days  a  week  at  home  or  vis- 
iting clients. 

STANDARDS.  Some  companies 
go  to  great  lengths  to  avoid 
making  mistakes  when 
putting  telecommuting  pro- 
grams in  place.  Merrill 
Lynch  lets  employees  and 
managers  try  telecommuting 
on  for  size  during  a  two- 
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week  simulation  in  New 
York  and  elsewhere.  While 
working  with  gear  they  will 
take  home,  employees  com- 
municate via  phone  or  E- 
mail.  Face-to-face  encounters 
are  forbidden.  "It  gives  them 
an  idea  of  what  to  expect," 
said  Camille  Manfredonia, 
the  program's  director. 

But  dry  runs,  question- 
naires, and  other  evaluation 
tools  are  only  part  of  a  suc- 
cessful program.  Like  Mer- 
rill, Arthur  Andersen's  Per- 
formance &  Learning  group 
in  St.  Charles,  111.,  requires 
prospective  telecommuters  to 
attend    training  sessions, 


ask  employees  who  set  up 
shop  in  the  corner  of  the 
family  room  to  tell  the  kids 
to  play  elsewhere  during 
work  houi's. 

PAT  ON  THE  BACK.  Although 
training  tends  to  focus  on  em- 
ployees, companies  that  are 
serious  about  telecommuting 
usually  recommend  that  man- 
agers attend  sessions,  too.  At 
Meriill  Lynch,  managers  are 
taught  to  spot  problems  and 
to  pat  telecommuters  on  the 
back  fi'om  afar.  "The  people 
I  have  reported  to  have  all 
had  a  simple  attitude,  which 
is  we  don't  care  how  you  do 
it  or  where  you  do  it,  just  be 


ends  up  costing  more  in 
terms  of  support,"  says  Gil 
Gordon,  a  telecommuting  con- 
sultant in  Moiimouth  Junc- 
tion, N.J. 

Still,  even  the  best  pro- 
gi'ams  shift  some  of  the  cost 
of  doing  business  onto  em- 
ployees' shoulders,  says 
Christena  Nippert-Eng,  an 
assistant  professor  of  sociol- 
ogy at  Illinois  Institute  of 
Technology,  at&t's  telecom- 
muters typically  receive  lap- 
tops, cellular  phones,  and 
second  phone  lines.  IBM  sup- 
plies those,  plus  pagers  and 
printers.  But  few  companies 
pay  a  portion  of  a  telecom- 


Telecommuting-Friendly  Employers 


PERCENTAGE  OF 
WORKFORCE  THAT 


COMPANY 

TELECOMMUTES 

SPECIAL  FEATURES 

AETNA 

2% 

Telecommuter  is  assigned  an  office  "buddy" 

ARTHUR  ANDERSEN 

20* 

Conducts  safety  inspections  of  home  offices 

AT&T 

55** 

Manager,  employee  work  out  details 

BOEING 

Rules  differ  for  business  unit 

CISCO  SYSTEMS 

66 

24-hour  technical  support,  ergonomic  furniture  required 

GEORGIA  POWER 

5t 

May  soon  allow  some  to  work  at  company  sites  near  home 

HEWLEH-PACKARD 

8 

Recommends  ergonimically  correct  office 

IBM 

20 

Teleworkers  use  shared  space  in  the  office                '>  ^ 

MERRILL  LYNCH 

5 

Employees  can  test  telecommuting                  ^  ^  C 
in  two-week  simulation                    Jr           . . 

THE  LEISURE  C07 
AMERICA  WEST 

16 

AiTanges  monthly  potluck  team  dinners/'  ^j^""^ 
to  keep  everyone  in  touch                ^'         ^\\^  j 

says  Nippert-Eng,  whc 
mates  that  at  least  2( 
the  arrangements  she 
ied  failed. 

Perhaps  the  biggest  1 
is  the  veiy  thing  that  i 
telecommuting  attra 
distance.  Companies 
damaging  their  culture 
discouraging  informal 
lem-solving.  Indeed,  th€ 
for  periodic  in-person 
ings  is  acute  at  comj 
like  IBM,  which  are 
away  with  regular  offic 
telecommuters  in  fav 
shared  cubicles  thej' 
when  they  come  ir 
office. 
REQUIRED  VISITS.  In 
some  companies  re 
telecommuters  to  stop 
the  office — if  only  for 
or  two  a  week.  Arthu 
dersen  also  hosts  inf 
lunches  for  its  St.  CI 
telecommuters.  Despi 
the  growing  pains,  De 
Lis,  who  markets  IBM 
ucts  to  local  gov- 
ernments in 


•Performance  &  Learning  group 


**Managers 


'Washington  state  only 
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tAtlanta  headquarters  employees 


where  topics  include  time 
management  and  virtual 
teamwork.  Both  companies 
also  inspect  home  offices 
to  make  sure  safety  stan- 
dards are  met,  such  as  hav- 
ing sufficient  lighting.  It's 
ty]3ically  up  to  the  employee 
to  maintain  a  safe  work 
environment. 

Because  telecommuting 
blurs  the  line  between  home 
and  work,  good  jirograms  set 
standards  designed  to  create 
boundaries.  "Setting  up  a 
workspace  on  a  card  table  is 
not  a  good  long-term  solu- 
tion," says  David  Mead,  cEo 
of  Telecommuting  Success,  a 
Colorado  consulting  forn.  Few 
companies  require  telecom- 
muters to  devote  an  entire 
room  to  work.  But  many  will 


productive,"  says  Susan 
Scherbel,  a  Merrill  managing 
director  in  investment  bank- 
ing, who  began  telecommutiiig 
eight  years  ago,  following  the 
birth  of  the  first  of  her  three 
children. 

When  training  is  complete, 
consultants  advise  managers 
and  subordinates  to  hammer 
out  written  agi'eements  cov- 
ering eveiything  from  what 
work  will  be  done  at  home 
to  how  accessible  the 
telecommuter  will  be.  Ex- 
perts also  agree  that  compa- 
nies should  foot  the  bill  for 
essential  equipment,  although 
what's  essential  varies  by 
company  and  job.  "While  it's 
tempting  to  require  employ- 
ees to  use  their  own  comput- 
ers, my  experience  is  that  it 


muter's  utility 
bill  or  mort- 
gages. Further 
more,  to  limit  their  lia- 
bility, a  growing  number 
of  companies  require  er- 
gonomically  correct  chairs 
and  desks — an  expense  em- 
ployees often  assume. 

Although  the  telecom- 
muter ranks  are  growing, 
many  companies  have  yet  to 
accept  the  idea  of  a  remote 
workforce.  Only  a  third  of 
the  more  than  1,800  compa- 
nies William  M.  Mercer  re- 
cently surveyed  offer  em- 
ployees the  option  to 
telecommute.  Some  existing 
progi-ams  are  hamstrung  by 
resistant  managers,  isolated 
employees,  and  insufficient 
opportunities  for  teamwork. 


California  from  her  ho 
from  client's  offices, 


telecommuting  has  bjtmltjti 
big  plus   for  her 
Being  close  to  clients 
Lis  brings  in  twice  th 
enue  she  did  four  yeaj 
when  she  worked  fri 
IBM  office  in  Los  At  W 
Still,  Lis  says  her  coll( 
often  get  together  tS 
face  to  hash  out  work-ia 
problems.    Even  telj 
muters  have  someth 
gain  by  gathering  arou, 
office  water  cooler  fi-oil 
to  time.        Anne  Tt 


then 
iilesitet 
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N    DANKA'S    IMAEINAXmN    AND    P  R  D  B  L  E  M  -  B  □  L  V  I  N  B    EXPERTISE    CAN     IMPROVE    YDUR    BUSINESS  OPERATIONS. 


Ur  :t  tuke-  i: 


to 


jnic.  Danka's  core  business  is  office  automation  equipment,  but  what's 
leled  our  phenomenal  growth  has  less  to  tin  with  machines  than  v\  ith 
lie  and  their  ideas. 

3Ur  approach  to  client  relationships.  We  refuse  to  sell  anything  until  we 
md  each  client's  document  operations.  This  means  listening,  analyzing 
siness,  then  recommending  the  best  possible  solution.  It  we  don't 
ind  your  business  needs,  we  have  no  business  talking  to  you. 
:  experts  in  digital,  analog,  color,  high  speed  and  print-on-tlemand, 
the  latest  technology  from  Kodak,  Hewlett-Packard,  Toshiba,  Canon, 
,  OmniFax  and  more. 


Danka  brings  all  this  brainpower  to  bear  in  Hnding  clients  cost-effective 
solutions  that  increase  efficiency  and  productivity. 

/  KaAcwe-Pie-nt:  fke  Bt^,  Ea  -^ 

Our  innovation  also  helps  clients  through  comprehensive  f.icilities  manage- 
ment services:  supplying  the  equipment,  people  and  resources  for  document 
production,  mail  distribution  and  other  critical  areas  of  operation.  You'll  get  the 
latest  technology  with  reduced  capital  expenses  and  controlled  personnel  costs. 
We're  so  good,  we  handle  one  of  the  world's  largest  print-on-demand  operations. 

Find  out  more  about  what  Danka  can  do  tor  you.  With  b(i.\es,  and  thinking 
outside  them.  Call  1-800-OK-DANKA  ■ 
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UCTION  INDEX 

1 

PRODUCTION  INDICATORS 

ige  from  last  week:  0.2% 
ige  from  last  year:  5.8% 


PRODUCTION  INDEX 

Sept.  19=136.9 
1992=100 


Jan.  May  Sept 

1998  1998  1998 

jex  IS  a  4  week  moving  average 

uction  index  was  up  fractionally  in  tfie  week  ended  Sept.  19,  while 

sraged  index  fell  1%,  to  135.1.  from  137.5.  After  seasonal 

nt,  steel  production  was  down  10.4%,  and  the  rate  of  capacity 

1  was  only  79%,  the  lowest  it  has  been  since  June.  Auto,  truck,  coal, 

iroduction  was  also  down.  Gains  m  loadings  of  motor  vehicles, 

It,  and  crushed  stone,  sand,  and  gravel  helped  push  up  the  rail-freight 

s  week.  Electric  output  was  up  3.1%,  and  lumber  was  up  5%. 

)n  indej<  copyright  1998  by  The  McGraw-Hill  Companies 


NG  INDICATORS,! 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

'RICES  (9/25)  S&P  500 

1044,75 

1020.09 

10.5 

(TE  BOND  YIELD.  Aaa  (9/25) 

6.35% 

6.37% 

-9.7 

(UPPLV.  M2  (9/14)  billions 

$4,288.4  3 

4,277,6r 

8.0 

CLAIMS.  UNEMPLOYMENT  (9/18)  thous 

292 

300r 

-5.2 

BE  APPLICATIONS.  PURCHASE  (9/25) 

283.6 

278.3 

30.7 

GE  APPLICATIONS.  REFINANCE  (9/25) 

2,682.7 

2,269.9 

288.0 

Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept. 
ssn.  (Index:  March  16,  1990=100) 


Mortgage 


EST  RATES 


FUNDS  (9/29) 

LATEST 
WEEK 

5.44% 

WEEK 
AGO 

5.38% 

YEAR 
AGO 

5.81% 

CIAL  PAPER  (9/29)  3-month 

5.08 

5.31 

5.53 

;ATES  of  DEPOSIT  (9/30)  3  month 

5.25 

5.42 

5.63 

IRTGAGE  (9/25)  30-year 

6.81 

6.84 

7.46 

,BLE  MORTGAGE  (9/25)  one  year 

5.65 

5.73 

5.67 

/25) 

8.50 

8.50 

8.50 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial 

Markets 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (9/26)  thous.  of  net  tons 

1,929 

1,899# 

-13.6 

AUTOS  (9/26)  units 

127,412 

128,526r# 

1.3 

TRUCKS  (9/26)  units 

135,311 

137,003r# 

-6.5 

ELECTRIC  POWER  (9/26)  millions  of  kilowatt-hrs 

68,881 

71,953# 

7.6 

CRUDE-OIL  REFINING  (9/26)  thous.  of  bbl./day 

14,815 

15,051# 

-3.1 

COAL  (9/19)  thous,  of  net  tons 

22,087# 

21,785 

1.8 

LUMBER  (9/19)  millions  of  ft. 

490.4# 

418.0 

1.6 

RAIL  FREIGHT  (9/19)  billions  of  ton-miles 

27.4# 

25.5 

3.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WVi/PAl,  SFPA2,  Association  of 

American  Railroads 

PRICES 

UTEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

GOLD  (9/30)  $/troy  oz. 

293.850 

288.900 

-12.8 

STEEL  SCRAP  (9/29)  #1  heavy,  $/ton 

85.50 

85.50 

-37.8 

COPPER  (9/25)  (Z/lb. 

78.7 

79.4 

-19.0 

ALUMINUM  (9/25)  ;/ib 

63.5 

64.8 

-19.6 

COTTON  (9/26)  strict  low  middhng  1-1/16  in.,  2/lb.  70.90 

71.88 

-0.2 

OIL  (9/29)  $/bbl. 

15,81 

15.54 

-25.0 

CRB  FOODSTUFFS  (9/29)  1967=100 

225.10 

223.22 

-6.6 

CRB  RAW  INDUSTRIALS  (9/29)  1967=100 

281.79 

277.85 

-16.3 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market.  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/30) 

LATEST 
WEEK 

136.43 

WEEK  YEAR 
AGO  AGO 

136.55  121.02 

GERMAN  MARK  (9/30) 

1.67 

1.69 

1.77 

BRITISH  POUND  (9/30) 

1.70 

1.68 

1.61 

FRENCH  FRANC  (9/30) 

5.60 

5.66 

5.96 

ITALIAN  LIRA  (9/30) 

1651.0 

1666.0  1740.2 

CANADIAN  DOLLAR  (9/30) 

1.53 

1.53 

1.38 

MEXICAN  PESO  (9/30)^ 

10.190 

10.123 

7.748 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/30) 

110.9 

111.4 

105.9 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  m  dollars.  Trade-weighted  dollar  via  J, P.  Morgan 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  {chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


SALES 

Oct.  5  ►  Sales  of  cars  and  light 
)bably  increased  to  an  annual  rate 
15.1  million  in  September,  accord- 
median  forecast  of  economists 
by  Standard  &  Poor's  MMS,  a  divi- 
16  McGraw-Hill  Companies.  Vehi- 
in  July  and  August  came  in  at  just 
ion  and  14.4  million,  respectively, 
1  by  the  end  of  dealer  incentives 
ieneral  Motors  Corp.  strike.  The 
Dunceback  in  September  reflects  a 
of  very  generous  incentives  plus 
■ailability  of  GM  models  following 
f  the  strike  in  late  July.  Auto  mak- 
2gin  releasing  their  sales  data  on 
tit  the  total  number  will  be 


unknown  until  Ford  Motor  Co.  releases  its 
sales  figures  on  Oct.  5. 

NAPM  SURVEY 

Mcnday,  Oct  5,  10  a.m.EDT^  The  National 
Association  of  Purchasing  Management's 
index  of  nonmanufacturing  activity  likely 
fell  to  about  51%  in  September,  from  52% 
in  August.  With  the  Asian  crisis  hurting  the 
factory  side  of  the  economy,  the  year-old 
index  will  likely  gain  increased  notice  from 
the  financial  markets  since  it  is  one  of  the 
few  indicators  covering  the  service  sector. 

INSTALLMENT  CREDIT 

Wednesday,  Oct.  7,  3  p.m.EDTP-  The  S&P 
MMS  forecast  expects  that  consumer  credit 


increased  by  $5  billion  in  August,  following 
a  $5.3  billion  gain  in  July.  Household  bor- 
rowing had  slowed  earlier  in  1998,  but 
picked  up  in  the  summer.  Consequently, 
installment  credit  outstanding  once  again 
equals  21%  of  disposable  income,  a  record 
high  ratio. 

UNEMPLOYMENT  CLAIMS 

Thursday,  Oct.  8,  8:30  a.m.EDT^  New 
claims  for  state  unemployment  benefits 
probably  totaled  about  300,000  for  the 
week  ended  Oct.  3.  Weekly  new  claims  have 
been  near  300,000  since  mid-August.  The 
low  number  of  filings  continues  to  suggest 
that  the  labor  markets  remain  quite  tight 
even  with  the  slowdown  in  manufacturing. 
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0.65 
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Editorials 


NEEDED:  A  NEW  FINANCIAL  ARCHITECTURE 


Nations  live  by  their  polite  fictions  as  much  as  individuals 
do.  but  the  current  international  financial  crisis  re- 
quires a  brutal  honesty  that  so  far  has  been  lacking.  A 
deflationary  spiral,  triggered  by  powerful  monetary  forces,  is 
threatening  to  send  the  world  into  a  severe  economic  recession. 
Federal  Reserve  Board  ChauTnan  Alan  Greenspan's  modest 
move  to  cut  interest  rates  is  a  step  toward  restoiing  liquidity 
to  the  global  economy.  But  a  more  fundamental  restructuring 
of  the  architecture  of  international  finance  is  needed. 

The  truth  is  that  a  crisis  that  revealed  deep  underlying 
flaws  in  Asia's  financial  system  is  now  uncovering  similar 
problems  in  the  U.  S.  Europe  may  soon  follow.  The  best  and 
the  brightest  minds  of  our  day  have  made  serious  errors  in 
judgment  and  policy.  The  institutions  we  rely  on  to  facilitate 
the  inteiTiational  flow  of  capital  are  deeply  flawed.  Tlie  capital 
markets  themselves  have  been  defective,  warped  by  an  \m- 
wiUingness  to  properly  evaluate  and  price  risk. 

The  failure  of  Long-TeiTn  Capital  Management,  one  of  Wall 
Street's  best-connected  hedge  funds,  reveals  the  price  of  mis- 
calculating risk.  The  Fed  has  a  public  obligation  to  explain  how 
it  failed  to  see  that  bank  loans  to  ltcm  were  fueling  an  un- 
precedented leveraging  of  capital  that  threatened  the  entire  fi- 
nancial system.  Why  was  a  market  solution  to  the  problem,  in 
the  form  of  an  offer  to  buy  ltcm  led  by  Warren  Buffett,  re- 
jected? How  can  the  outrageous  personal  and  professional 
conflicts  of  interest  in  the  LTCM  bailout  be  justified?  The  Fed- 
brokered  bailout  of  LTCM  shows  the  sheer  hypocrisy  of  Amer- 
ica lecturing  Asia  about  crony  capitalism  while  apparently 
practicing  it  at  home. 

TIME  FOR  A  GLOBAL  DEBT  WORKOUT 

The  debate  over  creating  a  new  financial  stmcture  for  the 
world  begins  and  ends  vdth  the  issue  of  risk.  It  is  now  clear 
that  the  global  financial  crisis  began  because  capital  markets 
didn't  price  risk  correctly.  To  many  Asian  bankers,  risk  wasn't 
even  an  issue.  Connections  to  politicians,  friends,  or  family 
members  determined  capital  flows.  But  American  and  Euro- 
pean bankers,  who  are  supposed  to  be  trained  in  the  art  of 
evaluating  risk,  wound  up  doing  a  wretched  job  as  well.  And 
not  only  in  Asia,  ltcm  is  based  in  Greenwich,  Conn. 

What  must  be  done  now?  Large-scale  reliquefication  of 
global  capital  markets  is  critical.  The  Fed  must  ease  further, 
but  move  cautiously.  The  tem'ble  credit  crunch  that  is  stran- 
gling growth  in  Asia  is  beginning  to  squeeze  out  the  specula- 
tive froth  in  the  U.  S.  That's  good,  but  credit  could  quickly  dry 
up,  even  for  solid  U.  S.  borrowers.  It  would  help  if  the  new  Eu- 
ropean Centi-al  Bank  moved  out  of  its  Eurocentric  box  and  be- 
gan to  lower  rates  as  well. 

A  global  workout  is  the  next  step.  A  huge  debt  overhang  is 
crushing  Asia,  Russia,  and  Latin  America.  Banks  that  miscal- 
culated the  risk  in  lending  must  take  the  lead  in  returning  re- 
gions to  groMh.  Securitizing  the  debt,  swapping  it  for  Bra<:ly- 
type  bonds  and  other  workout  mechanisms,  can  ease  the 


overhang  problem.  Asia's  debt  problem,  unlike  Latin  Am 
in  the  1980's,  is  a  private  matter.  Excessive  bank  lendi 
businesses  triggered  the  crisis.  Mistakes  were  made  on 
sides.  Both  should  work  it  out. 

Pumping  in  Export-Import  Bank  loans  would  help  in 
way.  Asia  is  stai-ved  for  export  financing.  Asian  comj 
import  most  of  their  paits  from  the  developed  world  anc 
re-export  assembled  products  to  the  U.  S.  and  elsewhert 
U.  S.,  Japanese,  and  European  Eximbanks  should  extend 
sive  loans  to  help  liquefy  Corporate  Asia. 

SOME  GOVERNMENT  IS  ESSENTIAL 

Expanding  government  oversight  is  critical,  too.  Th« 
that  free  mai-kets  exist  in  a  vacuum  has  been  shattered, 
out  rules  and  regulations,  they  can  create  anarchy.  Enfi 
accountability  and  transparency  is  government's  job.  This 
true  for  the  U.  S.  as  for  Asia.  In  Asia,  fai*  greater  disclos 
needed  of  usable  bank  reserves,  forward  liabilities  of  coi 
tions,  and  foreign-currency  liabilities  of  commercial  ban 
the  U.  S.,  data  on  derivatives  and  other  off-balance-sh( 
nancing  must  be  made  available  for  oversight. 

U.  S.  hedge  funds  go  entirely  unregulated.  At  the 
least,  they  must  reveal  their  positions,  indicating  levera 
regulators,  as  mutual  ftinds  already  do.  Congress  made  a 
mistake  in  allowing  hedge  funds  to  go  unregulated, 
passing  legislation  that  allowed  exponential  growth  in  thd 
financial  leverage  and  power  The  faOure  to  supervise  th 
ings  and  loan  industry  in  the  1980s  and  the  disaster  th 
lowed  should  have  cued  them  to  supervise  hedge  funds, 

U.S.  Treasury  Dept.  and  IMF  policy  must  change  as 
Forcing  Asian  governments  to  raise  interest  rates  ar 
pubhc  spending,  when  the  problem  lay  in  short-term  pi 
corporate  boiTowing,  proved  immensely  destructive.  Ausi 
is  not  the  solution.  A  debt  workout  between  the  banks  ar.s 
porations  is  the  answer.  Imprudent  banks  and  overaml 
companies  should  take  the  haircut — not  those  pushei 
poverty.  Congi'essional  conservatives  are  right  in  ins 
that  the  IMF  end  its  obsession  with  high  interest  rates,  v 
uation,  and  austerity.  If  it  does,  it  again  desei-ves  U.  S.  fij  ii 

Finally,  temporary  capital  controls  should  be  conside 
preventing  the  excessive  build-up  of  short-term  foreig 
rency  liabilities.  Switzerland  had  a  negative  interest  rate  ( • 
eign-currency  deposits  for  years.  Chile  has  used  contr 
short-term  capital  effectively.  Permanent  capital  contrc 
lead  to  corruption,  the  misallocation  of  capital,  and  the  st  i 
of  economic  gi-owth.  But  free-market  econom.ists,  si 
World  Bank  Chief  Economist  Joseph  E.  Stiglitz,  believh 
can  be  temporary  salves  for  a  deeply  wounded  global  ea« 

Tliere  is  no  time  left  for  defensive  justifications  and  n» 
tive  rationalizations.  The  Asian  crisis  is  at  America's  ari 
rope's  shores.  It  has  revealed  deep  flaws  in  the  global  3' 
markets — in  risk  assessment,  leverage,  and  oversight.  Itii 
to  construct  a  better  financial  system. 
 I- 
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ICE  SPACE  IS  EXPENSIVE.  WE  THOUGHT  WE'D  SAVE  YOU  AN  EXTRA  FOOT  OR  SO. 

•lat  Panel  Monitors  don't  just  save  valuable  space,  they're  also  more  functional  than  their  bulky  counterparts.  They  offer  crisp, 
-free  images  in  up  to  16.7  million  color  combinations,  use  75-80%  less  energy  and  give  off  1/3  of  the  heat.  All  from  a  monitor  with 
Dfint  over  60%  smaller.  Better  thinking  for  your  e-business.  Visit  www.ibm.com/pc/us/accessories  or  call  1  800  IBM  7255,  ext.  4902. 
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^     business  uses  technology 
to  gain  a  strategic  advantage 
And  the  higher  the  technology,  the 
greater  the  advantage.  So  long  as  the 
technology  does  what  it's  supposed  to  do, 
that  is.  At  Fujitsu,  ours  does.  cO  We  create, 
from  the  connponents  up,  connputer,  com  muni 
cations  and  microelectronic  products  of  not  on 
the  highest  technology,  but  the  highest  quality  and 
reliability  as  well.  cP  And  we  support  them  in  ways  that 
few  other  companies  do.  With  extended  warranties. 
Liberal  replacement  policies.  And  superior  technical 
support.  cO  Moreover,  as  part  of  a  company  at  the 
forefront  of  today's  emerging  and  converging 
computer  and  communications  technologies, 
our  systems  support  teams  offer  unique 
expertise.  cP  Fujitsu.  Our  technology 
helps  keep  you  moving  upward. 
And  our  people  won't 
let  you  down. 
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Think  about  it.  Your  life  is  like  a  business.  It  makes  sense  that  you're  the  one  in  charge.  That's  why  we  make  • 
it  easy  to  buy  and  sell  stocks.  Mutual  funds.  Even  government  bonds.  Either  online  or  over  the  phone. 
Subscribe  to  get  our  coveted  research.  Get  instant  stock  quotes  and  portfolio  updates  with  the  click  of  a  mouse. 
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Special  Report 


THE  BEST  B-SCHOOLS 

Once  again,  Wharton  tops  our  list  of  25 
elite  institutions.  But  this  year,  it 
seems,  everyone's  a  winner:  For  the 
Class  of  1998,  an  mba  from  any  one  of 
these  schools  was  a  ticket  into  a  world 
of  high  salaries  and  I'eal  responsibility 
CRUNCHING  THE  NUMBERS 
How  i;w  tallied  the  results 
KEEPING  THE  DATA  UNSULLIED 
Someone  tried  to  skew  results.  No  way 
AND  NOW,  EXTREME  RECRUITING 
The  race  is  still  on  for  top  graduates 
A  FEW  LUMPS  IN  THE  MELTING  POT 
How  schools  cater  to  foreign  students 

News:  Analysis  &  Commentary 

PIECE  BY  PIECE,  A  PLAN? 

If  the  IMF  can  stabilize  Brazil,  will  a 
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THE  DEAL  MILL 

MORE  CONDENSING 
AT  THE  DIGEST? 


THE  HEAT  IS  ON  THOMAS  RY- 

der,  new  ce(j  of  the  Reader's 
Digest  Assn.,  to  quickly  bring 
about  a  timiai'ound  in  the  sag- 
ging fortunes  of  the  venera- 
ble publisher,  based 
in  Pleasantville,  N.  Y. 
According  to  sources 
close  to  Time  Warn- 
er, one  change  now 
being  considered  is  a 
spin-off  of  Reader's 
Digest's  direct-mar- 
keting operations 
into  a  joint  venture 
between    the  two 
companies. 

The  direct  mar- 
keting   of    books,  RYDER:  Pressure 
music,  and  videos  is 
a  far  bigger  part  of  Read- 
er's Digest's  business  than 
its  namesake  magazine.  And 
dii'ect-marketing  sales  of  $1.6 
billion  were  down  11%  from 


1997  in  the  year  ended  June 
30,  while  the  division's  oper- 
ating profits  sank  58%,  part- 
ly reflecting  increased  pro- 
motional costs. 

"il^BBpf^      The  con- 
templated al- 
liance could 
provide  some  help  fast.  Time 
Warner  is  already  planning 
to  launch  a  new  World  Wide 
Web  retailing  effort  for  Time 
Life  books  and  videos,  the 
Book-Of-The-Month 
Club,  and  the  com- 
pany's other  direct- 
sales  units. 

Time  Warner 
Chairman  Gerald 
Levin  has  said  that 
his  company  has  the 
customer  service 
and  product  fulfill- 
ment operations 
that  other  Web  sell- 
ers lack.  Time 
Warner  already  has 

  250     Web  sites 

through  which  it  could  pro- 
mote its  wares.  Both  Read- 
er's Digest  and  Time  Warner 
declined  comment  on  any 
joint  venture.  Richard  Siklos 


MEDIA  MANIA 

STAY  TUNED  FOR 
NICHE  RADIO 

MOVE  OVER,  HOWARD  STERN. 

XM  Satellite  Radio  is  bringing 
niche  progTamming  to  the  ra- 
dio business.  Although  the 
Washington-based  company 
won't  broadcast  anytliing  luitD 
2000,  it's  already 'tar- 
geting its  audience. 

You  can't  yet  hear 
the  shows  in  the  XM 
lineup,  due  to  be  an- 
nounced in  October,  be- 
cause as  yet  xm  is  a 
satellite  broadcaster 
without  satellites.  But 
once  they  are  launched,  in 
1999,  XM  will  be  able  to  blan- 
ket the  nation,  unlike  a  typical 
AM  or  FM  station. 

XM  plans  to  take  advantage 
of  this  national  audience  by 


XM 


offering  what  local  stations 
usually  can't  support.  "Our 
plan  is  to  launch  a  sei-vice  that 
will  do  to  radio  what  cable 
TV  did  to  broadcast,"  says 
CEO  Hugh  Panero.  Expect  , 
the  fii'st  national  Mandarin  ' 
and  Hindi  radio  pi'ogTams, 
three  new  Chiistian  chan- 
nels, five  Hispanic  music  sta- 
tions, as  well  as  c-span  and 
nsA  Today.  Radios  that 
pick  up  the  signals  will 
cost  about  $300. 

Traditional  broadcas- 
tei-s  ai-e  skeptical  of  the 
technology,  though  xm 
has  one  rival,  CD  Radio, 
also  ready  to  launch  in 
2000.  But  XM  plans  to 
make  money  by  selling  ads, 
and  will  price  the  service  itself 
at  $9.95  monthly.  Backed  by 
Hughes  Communications  Satel- 
lite Sei-vices,  it  expects  profits 
by  2003.        CafJierine  Yatig 


TALK  SHOW  ui  've  never  seen  anything  like  this.  This  is 
really  quite  an  unusual  phenomenon" 

— Alan  Greenspan,  commenting  on  market  conditions  before  a 
business  group 

SOFTWARE  HARDBALL 

MICROSOFT  CALLS  THE  PLUMBER 


MICROSOFT  CORP.  IS  GETTING 

tough  with  what  it  says  are 
illegal  leaks  from  E-mail  and 
other  documents  under  court 
seal  in  lawsuits  against  it.  On 
Oct.  6,  the  software  giant 
took  its  most  aggressive  step 
yet  against  leaks 
by  serving  Dan 
Goodin,  a  reporter 
for  the  C/Net 
online  news  ser- 
vice, with  a  sub- 
poena. Microsoft 
demanded  that  he 
turn  over  materi- 
als referred  to  in  two  recent 
stories  published  on  Sept.  23, 
one  of  which  describes 
Microsoft's  heavy-handed  tac- 
tics in  a  "holy  war  on  Java." 

Goodin  declined  comment. 
But  C/Net  attorney  Kent 
Raygoi",  of  the  Los  Angeles 
law  firm  of  Sheppard  Mullin 
Richter  &  Hampton,  says 
California's  strong  shield  law 
will  protect  Goodin  from  be- 


ing found  in  contempt  t 
court  for  refusing  to  disclcjj 
inforanation  used  in  publish  ,i 
the  stories.  "It  looks  Wio' 
they're  trying  to  And  (fe; 
where  the  leaks  are  comi  jp,  t  ^ 
from,"  says  Raygor.  i 
A  Micros(t»!jfj 
spokesman,  Mi%  uh 
Murray,  says  tji  a 
company  isn't  t  /r 
ing  to  find  tpit.  i 
leaks,    but   jiK  n  ■ 
wants  the  dot-> 
ments  back.  "T? 
is  information  tt' 
was  designated  as  confidf 
tial  by  a  court  protective  i 
der,"  he  says.  The  matet. 
was  from  a  Sun  Micros; 
tems  suit  accusing  Micros! 
of  violating  the  temis  of  r 
Java  progi'amming  langui 
licensing  agi'eement,  Munj> 
says.  This  is  the  third  til. 
this  year  Microsoft  has  taAc. 
legal  action  to  combat  un' 
vorable  leaks.    Steve  Han 


TELECOM  TALES 

AT&T'S  DOG  HAS 
A  NASTY  BITE 


Doc  PHOI*^ 


THERE  S  A  NEW  DOG  PLAYING 

some  old  nasty  tiicks.  at&t's 
new  Lucky  Dog  phone  ser- 
vice is  offering  the  supposed- 
ly bargain-basement  rate  of 
10(Z  a  minute  plus  a  lOg  con- 
nection fee  for  customer's  who 
dial  seven  extr-a  digits  before 
making  a  long-distance  call. 

But  wait  a  minute.  Com- 
petitors Sprint  and  MCI  Worid- 
Com  already  offer  a  100 
rate — and  you  don't  pay  any 


extr-a  connection  fee.  E\: 
AT&T  ah-eady  has  a  10(?-iJ 
minute  r-ate,  though  it  chai-j  ■ 
some  customer's  $4.95  a  moi 
for    the  progra 
Think  of  all  f 
brief,  one-min^c 
calls    you  ma' 
With  not-so-Lu( 
Dog,  you'll  pay  20e,r 
twice  the  best  ratex 
AT&T,  Sprint,  and  MCi. 

So  why  is  at&t  pu  - 
ing  this  plan,  known  ^ 
a  dial-around"?  Becait 
it's  getting  killed  by  otlr 
dial-aroionds,  notably  MCi's  *■ 
321 — which  can  also  be  wily 
expensive.  Daytime  r-ates  r 
calls  of  less  than  20  minu  s 
are  a  sky-high  28c  a  mini'- 
That  dial-ai'ound  numbers  e 
often  rip-offs,  says  Indus y 
consultant  Jeffr-ey  Kagan  s 
"the  best-kept  secr-et  in  l(jg 
distance."  But  the  comparfS 
say  that  certain  custom  aj 
may  still  benefit  from  te^ 
dial-arounds.   Peter  Elstr)^ 
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Sallie  Mae  invested  in 
Michelle  Eury's  future  by  helping 
her  get  to  Business  Schoo 


Michelle  Eury  was  looking  for  o  way  to  finance  business  school.  That's  when  she  found  out  about  the  MBA  LOANS  Program  offered 
by  Sallie  Mae,  the  only  national  institution  dedicated  solely  to  student  financial  aid.  This  program  was  able  to  meet  all  her  education  financing 
needs  by  providing  both  federal  and  private  supplemental  loans  in  one  affordable  program.  When  it  was  time  to  repay,  Michelle  was  able  to  take 
advantage  of  Sallie  Mae's  money-saving  borrower  benefits  programs,  saving  her  thousands  of  dollars  just  for  moking  her  payments  on  time. 
And,  she  was  billed  for  both  her  federal  and  privote  loons  in  one  combined  statement.  So,  if  you  ore  looking  for  resources  to  attend  business 
school,  call  us  at  1-800-239-4389,  or  visit  us  on  the  Web  at  www.salliemae.com.  We'll  help  you  find  q  way  to  get  there. 


SallieMae 

—  Helping  make  education  possible' 


■KT33LOANS 
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SHOW  BIZ 

DOES  THIS  MAN  HAVE 
HIS  ACT  TOGETHER? 

DAVID  COPPERFIELD  MAY  BE 

a  master  of  illusion,  but  harsh 
reality  has  seriously  delayed 
plans  for  his  extrava- 
gant new  $30  million 
restaurant  and  in- 
teractive entertain- 
ment   center  in 
New  York  City's 
Times  Square. 

The  problem? 
The  developer  ran 
out  of  money  be 
cause  of  constniction 
delays  blamed  on 
some  of  the  elabo-  COPPERFIELD 
rate  illusions 
planned  for  the  complex.  In 
one  of  them,  for  instance,  a 
box  full  of  customers  disap- 
pears. Although  the  trick  is  a 
showstopper,  it  also  became 
apparent  that  major  changes 
in  seating  and  design  were 
needed  to  keep  customers 


from  seeing  how  it's  done. 

With  no  payment,  subcon- 
tractors slapped  $15  million 
in  liens  on  the  project,  set- 
ting back  the  opening  of  Cop- 
perfield  Magic  Undergi-ound, 
at  49th  Street  and  Broadway 
in   Manhattan,   to  March. 
That's  10  months  be- 
hind  schedule.  The 
problems  have  also 
delayed  construc- 
tion of  a  similar 
Coppei-field  facility 
in  Orlando.  "We 
took  a  hiatus  to 
raise  additional 
funds,"  says  devel- 
oper Glen  Tullman  of 
LateNite  Magic  in 
Libertyville,  111. 
He's  putting  the 
project  together  for  Copper- 
field,  Walt  Disney  Co.,  and 
their  fellow  investors.  Tull- 
man said  that  with  the  addi- 
tional funding — he  refuses  to 
divulge   the   source — liens 
from  25  contractors  have 
been  settled.   De'iinis  Blank 


EXECUTIVE  TRAINING 

FEEL  LIKE  A  RAT  IN  A 
MAZE-AND  ENJOY  IT 

DONALD     FRANTZ,  WHO 

helped  produce  the  hit  stage 
versions  of  Beauty  and  the 
Beast  and  The  Lion  King,  is 
going  about  as  far  from 
Broadway  as  you  can  get.  He 
is  designing  and  promoting 
corn  mazes.  The  six  mazes, 
each  two  to  six  acres  in  size, 
are  in  Iowa,  Pennsylvania, 
New  Jersey,  New  York,  and 
North  Carolina.  Frantz 
expects  his  company,  Amer- 
ican Maze,  to  gross  $748,000 
this  year  in  an  emerging 
industry  he  calls  "agri- 
tourism."  He  sees  potential 


MAIZE  MAZE: 

Learning  tool 

in  families  and 
fans  of  hot  com- 
puter  maze 
games  such  as 
Riven  and  Myst. 

The  mazes  are 
also  proving 
popular  for  corporate  team 
building.  At  Frantz's  maze  in 
Lambertville,  Pa.,  managers 
from  M&M  Mars,  Bristol- 
Myers  Squibb,  and  Toys  'R' 
Us,  among  others,  are  seek- 
ing wisdom  in  the  maze.  "The 
sense  of  the  maze  is  about 
getting  lost  and  found," 
Frantz  explains,  "so  it's  the 
perfect  metaphor  for  the  arc 
of  accomplishing  a  task." 

Leaders  emerge,  and 
competition,  squabbHng,  and 
other  hallmarks  of  business 
decisions  arise  as  teams  wan- 
der through  acres  of  corn- 
stalks, seeking  hidden  clues 
to  the  way  out.  But  hurry. 
The  fun  ends  when  all  the 
corn  gets  harvested  shortly 
after  Halloween.  Joan  Oleck 


DRAWN  &  QUARTERED 


OF  THE  BANK 

mmm 
OF  money:  iTcoyD, 


OVER  THERE 

THE  EC  SURE 
FAILED  THIS  TEST  

THE   BUREAUCRATS  AT  THE 

European  Commission  have 
been  badly  embarrassed 
because  they  didn't 
know  what  any  high 
school  teacher 
could  have  told 
them:  When 
hordes  of 
test  takers 
leave  a  room 
during  an 
exam  to  "use 
the  facili- 
ties," trouble's  afoot. 

Specifically,  the  trouble  was 
mass  cheating,  earned  on  at 
some  of  the  37  sites  where 
tests  were  being  given  for 
elite  EC  jobs  paying  $50,000 
and  up.  When  Alexandra 
Ruete,  a  Gemian  market  re- 
searcher, took  the  test  in 


Brussels  in  September,  , 
noticed  something  odd.  "M. 
applicants  kept  going  to 
toilet,"  she  recalls.  She  \v 
dered  why,  only  to  find  U 
that  some  had  gotten  adva 
test  copies  and  were  sw 
ping  answers  in  the  b; 
rooms.  At  some  si 
applicants  repn- 
edly  even  ■< 
the  testi 
room  and  \i 
mobile  phcj 
to  call  for  h«l! 

In  the  w^ 
of  the  fia, 
the  EC  is  iri: 
tuting  new  if 
ciuity  measures  and  is  nji 
ing  all  25,000  applicants  reif 
the  exam.  But  even  for  tl| 
who  pass,  jobs  are  not  gj: 
anteed.  The  test  of  EC  miij: 
ae  is  just  the  start  ot|; 
18-month  selection  proi 
that  ends  with  only  400 } 
offers.       Williarn  Echibt 


THE  BIG  PICTURE 


DINERS  OF  THE 
WORLD,  UNITE 

The  Japanese  and 
Spanish,  per  capita, 
spend  a  lot  more 
eating  out  than  we 
do.  One  theory  why: 
the  omnipresence  of 
fast  food  in  the  U.S. 
may  mean  smaller 
tabs  for  eating  out. 

DATA:  EUROMONITOR  INTERNATIONAL 


FOOTNOTES  Americans  who  think  big  companies  are  guilty  if  investigated  by  the  government,  57%;  if  targeted  by  a  lawsuit, 
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BOISE  CASCADE 


Office  Products  Corporation  has  long  been  one  of  the  world's  premier 
distributors  of  office  supplies  because  of  excellent  service  and  commitment  to  their  customers.  But 
would  that  be  enough  to  ensure  their  success  in  the  Net  economy?  To  help  them  uphold  their 
motto,  "Consider  it  done,"  we  developed  an  online  catalog  tied  to  an  automated  order-processing 
system.  This  not  only  made  ordering  simpler  for  their  customers,  but  in  the  first  year  alone  saved 
the  company  one  million  dollars.  What  made  it  possible?  Netscape  CommerceXpert  software.  Today, 
there's  no  telling  what  business  will  break  away  from  the  competition  with  a  Netscape  solution. 
Learn  more  with  a  free  information  packet- call  800-945-9361  or  visit  home.netscape.com/breakaway 


NETSCAPE* 


)  1998  Netscape  ComrflH 
Net5cape,Communicati3 


V 


E IS  Corporation.  Netscape,  the 
p.  in  the  U.S.  and  other  countne: 


cape  CommeraXpert.are  registered  trademarks  of  i 
registered  tfaden\k  of  the  Boise  Cascade  Corpora!} 
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You  could  spend  more  for 

an  equally  beautiful  piece  of  art^ 


But  Rembrandts 


have  lousy  pickup. 


uf 


Michelangelo.  Cezanne.  Van  Gogh.  Mercedes.  All  certainly' 


be  admired  from  afar.  But  only  one  can  truly  be  admired : 


within.  And  once  inside,  enveloped  m  soft  leather  and  liste! 


to  the  smooth  sounds  of  an  8-speaker. Bose®. sound  .sy^tem|!! 


A.R  BAGS  ARe'IupPLEMENTAL  RESTRAINT  SYSTEM.  SO  REMEMBER  A.R  BAG  SAFETY.  BUCKLE  EVERYONE  AND  CHILDREN  IN  BACK. 
Mercedes  Benz<»f  North  ArnencaJnc.Montvale.N  J.,  Member  «f  the  Daimler-Benz  Group.  ,        .  . 


r  how  a  sports  coupe  this  appealing  can  still  have  seating 
nThen  you  drive  your  masterpiece.  And    ^'  );^r-::saJSSi 
alize,  with  that  new  V-6  engine  and  215  r| 


pulling  under  the  hood,  this  just  may 


be  the  most  powerful  work  of  art  you've  ever  experienced.  For 


more  information  on  the  new  Mercedes-Benz 


CLK320  Coupe,  call  1-800-FOR-MERCEDES 


or  explore  our  Web  site  at  www.MBUSA.com. 
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CENSURE  IS  NOT  ENOUGH. 
CLINTON  SHOULD  RESIGN  

Congi-essional  censure  with  de  facto' 
immunity  from  both  Congi-ess  and  Ken 
Starr,  as  suggested  in  "The  shame  of 
President  Clinton"  (Editorials,  Sept.  28), 
won't  do  the  job.  America  would  still 
have  a  weakened  President,  with  no 
credibility,  until  Januaiy,  2001.  Even  if 
President  Clinton  should  somehow  mend 
his  ways,  the  questions  raised  by  the 
StaiT  report  would  still  be  hanging  over 
America  like  a  dark  cloud.  Further,  we 
could  expect  a  lengthy,  nasty,  pohtical 
debate  before  Congress  could  agree 
upon  a  censure  resolution. 

President  Clinton  should  be  offered  a 
full  pai'don  if  he  will  resign  immediately. 
In  addition,  the  Starr  investigation 
would  be  terminated  with  prejudice 
when  he  resigns.  Whitewater,  Ti'avel- 


dent.  In  the  future,  would  any  oth 
citizen  be  treated  more  hai'shly  if  guil 
of  lying  under  oath? 

Recent  high-profile  trials  ha 
demonstrated  success  at  "jury  null 
cation";  we  now  face  the  question 
"election  nullification."  But  we  mi 
face  it.  That  Congress  uses  polls 
guide  its  judgment  is  shameful.  01 
ton's  popularity  for  the  "job  he  is  c 
ing"  is  not  unlike  the  investment  m; 
ket  that  rewards  or  punish 
short-term  performance  with  httle 
gard  for  the  long  term.  Yet,  after  CI 
ton,  we  will  have  to  live  in  the  lo 
term,  as  will  our  children. 

Is  perjury  by  a  sitting  Preside 
for  whatever  reason,  a  high  crii 
against  this  country?  I  believe  it 
and  warrants  removal  from  office, 
censure  might  even  prove  dangero] 
Censure  would  damage  the  ego  o: 


m 
■Kiica 


"Is  perjury  by  a 
sitting  President, 
for  whatever  reason, 
a  high  crime  against 
this  country? 
I  believe  it  is" 


Editorials 


THE  SHAME  OF  PRESIDENT  CLIIV 


I 


t  is  IK)  small  thing  lo  miffifj'  a  Presiciential  elecLion  and  can-  |  evidence  to  the  Hoi| 
eel  the  manifest  will  of  Uie  people.  Yet  the  Hou.sc  of  Rep-  j  then,  aftei-  spending  itUJ 
I'csentatives  must  now  contemplate  this  di-astic  action,  i       impeadiable  in  h 


gate,  Monica  Lewinsky,  etc.,  would  then 
become  history.  The  government  could 
then  fully  focus  on  the  important  prob- 
lems facing  our  countiy  and  the  world. 
America  has  more  than  enough  prob- 
lems for  a  full-time  President  and  a 
Congi'ess  with  no  impeachment-related 
distractions. 

Kenneth  R.  Veraska 
Summerfield,  Fla. 

Your  editorial  proposes  what  I  be- 
lieve is  a  dangerous  compromise.  The 
central  question  is:  Does  perjuiy  by  a 
President  qualify  as  "high  crimes  and 
misdemeanors"?  Because  it  occuired  in 
a  case  of  sexual  harassment,  many  feel 
it  does  not.  While  censure  with  immu- 
nity might  satisfy  those  who  say  "it's 
only  sex,"  it  would  ignore  the  damage  to 
our  legal  system  set  by  such  a  prece- 


liii 


President  who  in  many  ways  is  exc 
tionally  talented.  To  go  forward  w  ''"'^ 
censure  would  leave  us  with  a  disq 
eting  question.  Would  the  remainy'fff>< 
years  of  such  an  administration  refl't 
the  talent — or  the  ego?  Other  tin 
resignation,  there  is  no  alternativeo 
impeachment. 

William  G.  Isherwtd 
Sacramento,  Cif. 

I  disagree  with  yom-  editorial.  Ev  y 
organization  has  a  mle  that  such  a  - 
lationship  between  a  superior  and  a  s)- 
ordinate,  if  proven,  will  be  suitae 
grounds  for  dismissal  of  the  supei  r 
The  chaos  that  results  if  that  ruk  - 
not  enforced  should  be  obvious  to  c 
porate,  governmental,  institutional,  ici 
military  leaders. 

The  Constitution  gives  Congress  it 
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wer  to  remove  the  President  from 
ice  if  he  is  found  guilty  of  treason, 
ibery,  or  other  high  crimes  and  mis- 
meanors.  I  think  the  founders  knew 
it  if  the  President  is  allowed  to  es- 
)e  the  proper  punishment  for  even  a 
nor  crime,  then  an  ever-widening  gap 
,1  grow  in  which  the  President  can 
above  the  law. 

Finally,  people  are  often  like  the 
Id  with  a  toothache:  The  child  wants 
;hot  of  painkiller  and  doesn't  want 
n  from  the  drilling  and  filling  neces- 
y  to  cure  the  toothache.  Oiu-  leaders 
st  educate  the  people  that  we  need 
proper  solution  to  the  problem  and 
avoid  the  less  painful  but  tempo- 
y  fix. 

J.  R.  Moody 
Hudson,  Ohio 

DBALiZATION:  AN  IDEA 

IPSE  TIME  HAS  PASSED  

n  my  opinion,  the  cardinal  lesson  in 
!Ssons  from  the  brink"  (Editorials, 
t.  21)  should  be  that  it  is  time  to  re- 
se  the  process  of  globahzation.  It  is 
planting  diverse  national  economies 
h  a  single  global  economy.  That 
lid  be  the  economic  ecjuivalent  of 
linating  genetic  diversity  in  the  en- 
nment.  In  the  end,  we  would  be  left 
1  a  global  economic  "monoculture." 
brtunately,  a  monoculture  can  be 
i   as  inferior  and  harmful  economi- 
tj  /  as  it  can  be  environmentally. 
]  'he  booming  II.  S.  economy  amid  a 
i  )al  recession  illustrates  the  point, 
pite  all  its  free  trade  braggadocio, 
U.  S.  imports  only  12%  of  gross 
K'stic  product.  We  in  Canada  im- 
29%,  mostly  manufactured  goods 
could  easily  make  ourselves.  Not 
u'isingly,  our  unemployment  rate  is 
■  ificantly  higher  and  the  gdp  per 
f  tal  is  significantly  lower  than  in 
i  I!.S. 

ational  governments  are,  of  course, 
>  responsible  for  the  economic  well- 
1  g'  of  their  countries.  In  the  past, 
I  national  governments  of  developed 
c  itries  could  use  import  tariffs  to 
t  ire  that  enough  private  capital 

ed  home  to  maintain  employment 
a|  living  standards.  Global  free  trade 
if  ripping  those  governments  of  the 
t  with  which  they  could  induce  cap- 
i'  lO  behave  in  the  national  interest. 

iinically,  global  fi'ee  ti-ade  is  an  idea 
V  ^e  time  is  passing.  Science  and  tech- 
n  0'  have  been  increasing  j^roductivi- 
t;  xponentially.  The  resulting  steady 
d  ne  in  production  breakeven  points 
sii  Id  keep  even  smaller  national 
6'  omies  viable. 

Joseph  Z.  Bako 
Vancouver 


COULD  BILL  FORD  BE  BOSS 
ANYWHERE  BESIDES  FORD? 

The  appointment  of  Bill  Ford  Jr.  as 
chairman  of  Ford  Motor  Co.  is  another 
example  of  why  I'm  disgusted  with 
Corporate  America  ("Chairman  Ford," 
Cover  Story,  Sept.  28).  He's  wealthy, 
Princeton-eclucated,  and  he  owns  a  foot- 
ball team.  A  board  member  at  30?  How 
many  board  members  of  big  companies 
are  30  and  earned  it?  However  difficult 
it  was  to  be  "under  the  microscope," 


most  people  in  America  will  never  have 
the  chance  to  get  where  Bill  Ford  is, 
no  matter  how  well-educated  or  how 
hard  they  work.  The  same  goes  for 
Christopher  B.  Galvin  of  Motorola  Inc. 
It  sickens  me  to  see  opportunities  like 
this  go  to  people  who  gi-ow  up  so  rich 
and  privileged. 

I'd  like  to  see  Bill  Ford  start  a  com- 
pany with  only  a  little  or  no  money  or 
try  to  get  the  chairman  slot  at  some 
other  company  without  being  famous. 
It's  easy  to  embrace  "social  engineer- 
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CORRECTIONS  &  CURIFICATIONS 

The  table  for  "What  the  NASD  rap  sheets 
don't  tell  you"  (Personal  Business,  Oct.  5) 
incorrectly  identified  the  National  Registry 
of  Financial  Service  Representatives. 

In  "No  excuses  not  to  go  to  Minneapolis" 
(Up  Front,  Sept.  21),  the  number  of  Sun 
Country  Airlines  scheduled  flights  was 
misstated.  It's  100  per  week. 


ing"  when  you  are  not  hurt  by  paying 
for  it.  And  about  being  a  "passionate 
environmentalist,"  let's  see  if  he'll  re- 
duce the  exhaust  level  by  flying  coach 
instead  of  one  of  Ford's  Gulfstreams 
or  Learjets. 

Robert  Decarolis 
Colts  Neck,  N.J. 

DON'T  LET  THE  PROFIT  MOTIVE 
SCUTTLE  A  USEFUL  MEDICINE 

As  one  who  has  a  family  member  suf- 
fering from  chronic  fatigue  syndrome, 
I  wish  to  protest  "Why  Hemispherx 
could  take  sick"  ("Inside  Wall  Street," 
Sept.  28).  Ampligen  appears  to  be  one 
of  the  few  dmgs  that  improve  the  qual- 
ity of  life  for  these  patients,  and  it 
would  be  a  shame  if  the  company's  abil- 
ity to  produce  this  were  curtailed  be- 
cause it  was  not  considered  a  "good 
investment." 

Joan  M.  Swendsen 
San  Francisco 

AS  STARDUCKS  AIMS  HIGHER, 
OTHERS  MAY  BREW  BETTER 

I  read  "Reheating  Starbucks"  (The 
Corporation,  Sept.  28)  with  some  amuse- 
ment. Over  the  years,  Starbucks  Coffee 
Co.  has  tried  to  dominate  the  market  in 
any  way  it  could,  to  the  detriment  of  lo- 
cally owned  coffeehouses  in  many  parts 
of  the  counti-y.  Its  predatoiy  practices 
are  well-known.  It's  the  abandonment 
of  the  core  values  on  which  the  compa- 
ny was  founded  and  the  attempts  to 
use  the  Starbucks  name  to  foray  into 
non-coffee-related  areas  that  makes 
Starbucks  no  longer  a  purveyor  of  spe- 
cialty coffee.  It  has  over  the  years  be- 
come just  another  brand  name. 

As  Starbucks  tries  to  get  the  most 
mileage  out  of  its  name  and  continues 
trying  to  get  into  everything  from  su- 
permarkets to  discount  clubs,  it  opens 
up  the  opportunity  for  companies  like 
ours  to  reestablish  what  specialty  coffee 
is  all  about,  ser-ving  a  great  cup  of  mi- 
cro-r'oasted  coffee  at  a  r-easonable  price. 


The  slowdown  in  its  comparable-stor-e 
sales  is  evidence  of  a  gr'ovring  niunber-  of 
people  finding  out  that  they  can  get  a 
better  cup  of  coffee  elsewhere. 

Srini  Anne 
Senior  Partner 
Conga  Coffee  &  Tea  Co. 
Mount  Clemens,  Mich. 

COMPUTER-USER  ACTIVISTS 
IGNORE  STANDARDS.  COSTS 

"A  computer  user's  manifesto"  (Tech- 
nology &  You,  Sept.  28)  pr-oposes  a 
user"'s  bill  of  rights  to  r-emedy  the  ills  of 
the  computer  mar-ket.  Sadly,  I  don't 
think  it  will  wor-k.  Users  have  demon- 
str-ated  for-  two  decades  that  they  fa- 
vor "computability"  and  low  cost  to  a 
superior  user  experience.  Apple  Com- 
puter Inc.  and  thousands  of  tech  jour- 
nalists can  testify  to  that. 

Users  need  much  more  than  a  r-e- 
sponsive  complaints  mechanism.  They 
need  independent  standarxls  for  usabili- 
ty and  computability  to  get  the  right 
decisions  made  at  the  design  stage.  In 
all  industries,  vendors  build  products  to 
deliver  specs  that  are  often  meaning- 
less. Usability  needs  an  index  (with  a 
catchy  marketing  name)  that  can  be  ob- 
jectively measur-ed  and  r-eported.  For 
far  too  long,  monopolistic  vendors  have 
captured  user  data  in  proprietary  for- 
mats and  held  it  for  ransom.  Com- 
putability requires  that  users  develop 
and  own  open  standards  for  their*  data. 
It's  time  for  an  or-ganized,  standardized 
users'  revolt. 

Ian  R.  Cheong 
Brisbane,  Austr-alia 

Clare-Marie  Karat  wants  to  pr-omote 
her  "user's  bill  of  rights" — I  wonder  if 
she  is  willing  to  pay  the  price.  Ever 
since  software  became  a  consumer-  good, 
publisher-s  have  r-ecognized  the  trade- 
off between  quality  and  price.  You  want 
bug-free  software?  Fine,  but  be  pre- 
pared to  go  back  to  the  days  when  a 
simple  word-processing  pr-ogram  cost 
$400  or  so.  Statements  like  "the  user 
is  always  right"  do  little  more  than  in- 
flame. They  most  assuredly  do  not  r-ec- 
ognize  the  costs  associated  with  at- 
tempting to  make  every  user  very 
happy  with  your  pr-oduct. 

Tony  Lima 
Hayward,  Calif. 

MARRIED  MEN  EARN  MORE- 
THEY  HAVE  NO  OTHER  CHOICE 

The  study  by  Donna  Ginther  and 
Madeline  Zavodny  on  why  married  men 
appear  to  ear-n  mor"e  than  their  peer's  is 


interesting  but  seems  to  not  go  aft' 
the  more  detailed,  more  important 
sues  ("To  have,  to  hold,  to  prospe ' 
Economic  Trends,  Sept.  21).  It  seer 
r'easonable  that  mariied  men  will  eai 
mor-e  based  on  the  need  to  do  well  e(- 
nomically.  With  new  financial  comm 
ments  (wife  and  possibly  children),  t 
man  will  not  only  have  to  support  hi; 
self  but  others  as  well.  This  "extra  bi 
den"  will  be  the  impetus  to  earn  mo) 
This  sense  of  obligation  is  sure  ) 
cause  a  person  to  be  more  focused  i 
activities  that  earn  money — and  with 
more  time  constraints,  as  a  result  i 
family  obligations.  I  would  reason  th 
mar-riage  helps  to  stimulate  additioil 
r-esponsibility  and  maturity  in  ma! 
such  that  they  concentrate  on  bei 
productive. 

Michael  Grub 
San  Francis 
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You've  chosen  your  employees 
for  their  talent  and  expertise 


Choose  their  health  plan 
for  the  same  reason. 

When  choosing  the  right  health  plan,  it  helps  to  know  all  the  facts.  That's  why 
we'd  like  you  to  know  that  a  board  of  experts,  the  California  Cooperative 
Healthcare  Reporting  Initiative,  recently  reported  that  it  gave  Kaiser  Permanente 
high  marks  on  eight  out  of  nine  clinical  measures,  from  cervical  cancer  and  breast 
cancer  screening  to  beta  blocker  treatments  after  heart  attacks. 

Setting  the  benchmark  in  California  for  quality  care  is  nothing  new  to  Kaiser 
Permanente.  In  fact,  we're  continually  recognized  for  practicing  great  medicine. 

So  give  your  employees  a  health  plan  that  works  as  hard  as  they  do.  After  all,  they 
are  one  of  your  company's  most  valuable  assets. 


KAISER  PERMANENTE 


www.ca.kaiserpermanente.org 


,r)U^'    West  LB  opens  Dubai  office  ^ 


Many  of  the 
biggest  names  in  business 
i     are  growing  bigger 
I  in  Dubai. 


Boeing  to  locate  re"SS;raT  m  tl^bUsW' 
spare  parts  centre  in^i  %^^°Kfokc^ 

BMW  opens  P'i60  mn  showro  --^^-^rrr^ 


Join  them. 
And  hit  the  headlines. 


To  find  out  how  your  company  can  profit  from  doing  business 
in  one  of  the  world's  most  dynamic  commercial  centres, 
fax  this  coupon  to  (215)  751  9551  or  (310)  752  4444. 
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Conxmerce  Marketing 


j^orizons 


rhe  size  and  scope  of  the 
:hanges  in  the  German  stan- 
lard  services  telecom  market 
ince  Deregulation  Day  on 
anuary  1, 1998  have  been  of 
I  scale  going  far  beyond  even 
he  most  optimistic  of  fore- 
asts. 

Virtually  all  of  the  2.)  companies 
ow  contending  for  business  with 
lighty  Deutsche  Telekom  AG, 
[16  countiy's  former  monopoly  in 
16  sector,  report  strongly  rising 
imovers,  their  ever-sharper 
'aves  of  price-cutting  notwith- 
;anding.  The  newcomers  now 
old  6%  of  the  standard  services 
I  larket,  whose  average  prices  are 
3W  60%  lower  than  they  were  a 
3ar  ago. 

ot  that  Telekom  is  suffering.  It 
I  icently  reported  strong  annual 
'  •ofits  and  a  fuithei'  rise  in  I'ev- 
iiiues.  Lower  prices  have  been 
I  ore  than  counterbalanced  by 
'  :e  tremendous  increase  in  the 
n  unber  of  telephone  calls  made, 
•isrmany's  telecom  sei"vices  mar- 
it  had  revenues  of  DM  100  bil- 
in  in  1997.  Accounting  for  25% 
the  EU's  total,  Germany  is  the 
'ird-largest  telecom  market  in 
e  world. 

))le  Model 

lis  gi'owth  is  being  produced 
.  all  sectors  of  the  market, 
t  just  by  standard  telephony, 
ints  out  Barbara  Kogler, 
okesperson  for  AiTor,  one  of 
•lekom's  chief  rivals.  "The  Ger- 
!in  telecommunications  market 
l;h6  very  role  model  of  a  fast- 
owing  one." 

.ladquartered  in  Frankfurt,  the 
i  tnnesmann-led  Ai-cor  is  one  of 
!  companies  making  the  State 
IHessen  an  epicent-er  of  German 


telecoms'  "Big  Bang".  Other  tele- 
com powers  setting  up  shop  in 
the  city  include  WorldCom,  based 
in  F'rankfurt  since  1995.  The 
American  communications  giant 
now  operates  a  "metropolitan  area 
network"  in  the  city.  This  gind 
exhibits  the  speed  of  access  and 


volume  of  capacity  requii-ed  by 
its  main  customers  -  Frankfurt's 
financial  commimity,  the  largest 
in  continental  Europe.  WorldCom 
does  not  have  this  market  to  it- 
self. The  American-owned  Colt 
and  Deutsche  Telekom  opei-ate 
competing  networks. 

Frankfurt  is  the  hub 

These  and  other  high-volume 
telecominunications  links  are 
also  used  by  the  burgeoning  num- 
ber of  non-Gei-man  ICT  multi- 
nationals based  in  Frankfurt. 
The  inultinationals'  ranks  include 
leading  network  operators  - 
AT&T,  British  Telecom,  Cable  & 
Wireless,  France  Telecom  and 
Sprint  -  plus  major  suppliers  of 
equipment,  devices  and  computer 
systems  such  as  Ericsson,  Alcatel 
SEL  and  IBM. 

Pro.ximity  is  one  factor  inducing 
the  rise  of  this  ICT  cluster,  which 
also  includes  T-Onhne,  Europe's 
largest  provider  of  online  access. 
All  of  the  telephone  calls  made  to 
and  from  Germany  pass  thi'ough 
Deutsche  Telekom's  satellite 


gateway,  located  in  Hessen  and 
the  second  largest  in  the  country. 
Also  in  Hessen  is  the  DE-CIX, 
Europe's  second-largest  relay 
point  for  Internet-based  trans- 
missions, plus  a  vride  range  of 
other  technical  systems  and  facili- 
ties. 


Focus  on  Hessen 

The  multinationals  have  flocked 
to  supply  their  products  and  ser- 
vices to  and  profit  ft'om  Hessen 's 
communications  hub.  Today,  the 
Rhine-Main  region,  centered  in 
Frankfurt,  is  home  to  Germany's 
greatest  agglomeration  -  on  a 
relative  basis  -  of  software  com- 
panies. Many  of  their  products 
are  used  by  the  multinational  net- 
work operators  to  facilitate  the 
transmission  and  processing  of 
data,  and  specifically  images. 

Plenty  of  Room 

Despite  the  numerous  new  ar- 
rivals, "there's  still  plenty  of 
room  for  fiirther  international 
companies  in  Germany's  telecoms 
market,"  points  out  Stefan 
Hischer,  managing  cUrector  of 
WorldCom  Germany.  He  adds: 
"In  fact,  the  market  has  really 
only  just  started  to  develop."  The 
opportunities  for  foreign  inves- 
tors are  still  viitually  unlimited. 
Areas  of  demand  now  emerging 
on  Germany's  telecoms  market  in- 


clude CCC  (computer  communi- 
cation connectivity)  systems,  tele- 
communications management 
services  and  wireless  broadband 
access  products.  Hessen  is,  once 
more,  a  hub  for  supplying  such 
leading  edge  products  and  ser- 
vices. These  are  provided  by 


Ascend  (based  in  Weiterstadt), 
Bright  Voice  (Wiesbaden),  Nitro 
Corporation  (Eschboni)  and  other 
American  corporations,  as  well  as 
by  a  wide  range  of  other  non- 
Geman  and  German  companies. 


Hessen,  centrally  positioned 
In  Europe,  is  one  of  Germany's 
most  dynamic  federal  states  with  a 
thriving  diversified  economy 
which  includes  the  country's 
financial  capital  Frankfurt.  In  fact, 
Hessen  is  among  Germany's  lead- 
ing federal  states  in  attracting  for- 
eign direct  investment. 

"Horizons"  is  published  by  HLT,  the 
Economic  Development  Agency 
of  the  German  federal  state  of 
Hessen,  to  provide  U.S.  com- 
panies and  their  managers  with 
regular  information  about  the 
economic,  corporate  and  political 
environment  in  Germany.  To  find 
out  more  about  investment  oppor- 
tunities in  Hessen,  please  contact: 

HLT,  Economic  Development 
Agency  of  the  State  of  Hessen 
Mr.  Rainer  Stenzenberger 
Abraham-Lincoln-Strasse  38-42 
D-65189  Wiesbaden,  Germany 
Tel.:  (611)  774-253 
Fax:  (611)  774-265    U  ■  H 
http://www.hlt.de/us  ^1  M  I 


Hessen  is  at  the  heart 

of  Germany's  fast-growing 

telecoms  market 


The  wrong  workers' compensation  insurance  can  be  a  real  handicap.  Which  is  why  you  shouldnt  trust  yJ 
company's  coverage  to  anyone  but  State  Fund.  With  offices  statewide,  you  can  always  count  on  getting  the  supp 
vou  need.  Plus,  our  toll-free  Call  Center  lets  you  file  claims  instantly.  You  can  even  access  mformanon  onl. 
"  O  wonder  we're  the  choice  of  nearly  a  quarter  million  California  businesses.  To  find  out  more,  STATI 
11  your  broker  or  call  us  at  1-888-STATE  FUND.  And  get  back  on  .coutsq.  f°TJnTZ" 

Get  more.  Wbrry  less.  FU  N  I 


Economic  Viewpoint 


GARY  S.  BECKER 


OU  WANT  HIGH  RETURNS? 
IRACE  YOURSELF  FOR  HIGH  RISK 


SLEEP? 

rtraordinary 
suits,  like 
)ng-Term 
ipital's,  can 
11  investors 
to  forgetting 
e  dangers, 
id  regulators 
en't  any 
larter 


;.  Becker,  the  1992  Nobel 
te,  teaches  at  the  University 
:ago  and  is  a  Fellow  of  the 
r  Institution 


Commentators  have  mai^veled  how  some 
of  the  best-managed  banks  in  the  U.  S. 
and  Europe,  and  the  best  minds  on 
Wall  Street,  could  have  suffered  such  disas- 
trous losses  fi'om  investments  in  Asia,  Russia, 
and  elsewhere.  These  losses  reveal  not  only 
that  there  ai*e  few  fi-ee  lunches  available  to  in- 
vestors but  that  it  may  be  difficult  even  for 
the  smallest  to  distinguish  gi-eat  oppoitiuoities 
fi'om  risky  strategies. 

The  theoiy  of  efficient  markets  states  that 
all  known  information  is  priced  into  equities, 
derivatives,  and  other  securities,  so  that  if 
some  investments  yield  gi'eater  than  normal 
returns,  they  also  bear  correspondingly 
greater  risks.  This  is  the  best  theory  available 
for  understanding  the  way  assets  are  priced, 
but  it  is  a  veiy  imperfect  one.  There  have 
been  many  exceptions,  called  "anomalies," 
where  investment  strategies  for  a  while  have 
yielded  exceptional  returns  without  excep- 
tional risk. 

The  simplest  example  of  such  an  anomaly  is 
when  the  price  of  the  same  stock  is,  say, 
higher  in  London  than  in  New  York,  so  that 
easy  arbitrage  profits  can  be  made  by  buying 
shai'es  in  New  York  and  selling  them  in  Lon- 
don. But  pure  arbitrage  opportunities  are 
short-lived. 

The  problem  for  investors  is  to  distinguish 
tmly  excellent  investment  opportunities  fi'om 
strategies  that  yield  high  returns  because  of 
sizable  underlying  risks.  This  is  often  ex- 
tremely difficult,  especially  when  the  risk  is 
only  a  tiny  probability  of  large  losses.  The 
losses  would  then  be  infrequent,  but  they 
would  be  whoppers  when  they  occur 
SECRETIVE.  I  believe  this  explains  why  so 
many  top  banks  and  financial  institutions  were 
eager  to  invest  large  sums  in  Long-Term 
Capital  Management,  the  hedge  fund  mn  by 
several  of  Wall  Street's  savviest  traders,  in- 
cluding two  who  received  the  Nobel  prae  for 
then-  pioneeiing  contributions  to  the  theory  of 
option  pricing.  So  much  money  was  eagerly 
made  available  to  this  fund  that  the  partners 
returned  a  couple  of  billion  dollars  because 
they  felt  there  were  not  enough  good  invest- 
ment opportunities. 

LTCM  began  in  1994,  and  the  annual  retm-ns 
were  extraordinaiy  until  the  recent  debacle: 
43%  on  equity  in  1995,  and  41%  in  1996.  ltcm 
was  secretive  about  its  investment  strategies, 
partly  because  it  did  not  want  them  copied 
by  others.  So  investors  could  not  tell  whether 


the  remarkable  perfoiTnance  was  due  to  the 
discovery  of  a  new  way  to  take  advantage  of 
low-risk  opportunities  or  whether  it  required 
taking  risks  on  models  of  mai'ket  behavior  that 
might  bring  disaster. 

The  leading  partners  had  always  indicated 
to  me  that  they  were  not  simply  involved  in 
ai'bitrage  and  hedging  activities  and  that  theii* 
investments  were  partly  based  on  imperfect 
models  of  deteiTnining  interest  rates  and  oth- 
er prices.  The  remarkable  performance  of 
LTCM  tended  to  turn  aside  concern  about  the 
size  of  the  risk.  So  money  poured  in. 

A  similai'  situation  explains  the  huge  losses 
incurred  by  many  banks  and  other  financial 
institutions  in  Russia  and  other  emerging 
mai'kets.  The  payoffs  were  generally  fantastic 
while  the  good  times  lasted.  Here,  too,  in- 
vestors could  not  easily  tell  whether  they 
had  discovered  remai'kably  good  opportunities 
where  they  could  in  effect  "coin  money"  or 
whether  they  were  exposing  themselves  to 
considerable  risks. 

There  is  now  demand  for  gi-eater  regula- 
toiy  oversight  of  hedge  funds.  But  there  is  no 
reason  to  believe  that  regulators  will  have 
greater  ability  to  assess  risks  than  banks 
such  as  UBS,  which  has  written  down  its  en- 
tire exposure  to  ltcm  of  over  .$500  million. 

It  may  be  that  bankers  and  other  investors 
get  careless  after  several  excellent  years  of 
good  results,  as  Treasury  Secretary  Robert  E. 
Rubin  r-ecently  said  in  testimony  befoi'e  Con- 
gress. But  is  there  much  reason  to  believe 
tiiat  regulator's,  who  ar-e  monitoring  not  their- 
own  but  other  people's  money,  are  irrore  im- 
mune to  this  optimism?  Extensive  regulation 
has  not  pr-evented  Eiu-opean  banks  fi-om  tak- 
ing a  beating  in  Russia  or  American  com- 
mer-cial  banks,  like  Citibank,  fi;-om  almost  go- 
ing bankrupt  fi-om  disastrous  Latin  American 
loans  in  the  1980s. 

No,  greater  regulation  will  not  control 
gr-eed  and  the  eternal  quest  for  investments 
that  pr-ovide  high  r-eturns  with  only  modest 
risk.  However;  we  can  all  become  more  im- 
mune to  claims  about  great  success  by  as- 
suming as  a  fh'st  appr-oximation  that  markets 
ar-e  reasonably  efficient,  so  that  high  returns 
typically  carr-y  sizable  risk.  For  persons  un- 
willing to  bear  heavy  risk,  this  is  likely  to 
mean  missing  out  on  a  few  trnly  exceptional 
investments.  But  it  also  will  enable  investor-s 
to  avoid  the  disaster-s  now  r-ocking  many  fi- 
nancial inter-mediaries. 
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Economic  Trends 


BY  GENE  KORETZ 

THE  ODDS  ON  A 
U.S.  RECESSION 

The  yield  curve  says  they're  rising 

With  some  40%  of  the  world  econo- 
my ab-eady  contracting,  feai's  ai'e 
gi-o\\ing  that  the  U.  S.  itself  will  be 
ch-agged  into  recession.  WMe  most  econ- 
omists believe  it  can  avoid  this  fate — 
paiticulai-ly  with  the  Federal  Reserve's 
shift  towai'd  monetaiy  ease — most  also 
admit  that  the  risks  of  recession  have 
risen  in  recent  months. 

One  way  of  assessing  those  risks  is 
to  relate  them  to  the  shape  of  the  \ield 
ciuTe — the  spread  between  interest  rates 
on  debt  secmities  with  different  maturi- 

THE  YIELD  CURVE'S 
OMINOUS  DECLINE 


SPREAD  BETWEEN 
YIELDS  ON  10-YEAR  AND 
3-MONTH  TREASURIES 
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ties.  Among  the  most  sensitive  of  leading 
economic  indicators,  the  yield  cmxe  is 
noiTnally  upward-sloping,  with  shoit-teiTn 
rates  lower  than  long-tenn  rates.  An  up- 
wai'dly  sloping  cur\-e  poijits  to  ex]3anding 
economic  acti\ity  ahead. 

Wlien  the  curve  flattens  or  inverts, 
on  the  other  hand,  it  almost  invariably 
signals  a  coming  slowdown  or  contrac- 
tion. As  it  happens,  the  slope  of  the 
curve  has  been  dropping  shaiply  over 
the  past  year  and  has  recently  been  al- 
most flat.  Even  after  the  Fed's  recent 
quarter-point  rate  cut,  \irtually  the  en- 
tire specti-um  of  interest  rates  is  now 
below  the  rate  on  overnight  money  set 
by  the  Fed. 

In  1996.  a  study  by  economists  at  the 
Federal  Reserve  Bank  of  New  York 
foimd  that  the  jield  cm-ve  was  a  far  bet- 
ter predictor  of  coming  recessions  than  a 
number  of  other  leading  economic  vaii- 
ables,  including  .stock  prices  and  the  in- 
dex of  leading  indicators.  Using  data 
ii'om  1960  to  1995,  the  reseai'chers  con- 
structed an  index  of  the  probability  of  a 
■'^cession  occiming  four  quarters  ahead, 
1- fl  on  how  much  interest  rates  on  10- 


year  Ti'easuries  exceed  or  fall  below 
those  on  3-month  Ti'easmy  bills. 

Back  in  eai-ly  August,  this  spread  was 
positive  by  about  0.45  of  a  percentage 
point,  indicating  that  the  chance  of  a  re- 
cession in  a  yeai''s  time  was  only  15% 
or  so,  according  to  the  New  York  Fed 
study.  But  since  then  the  spread  has  al- 
most disappeai'ed  (chait),  i-aising  the  lisk 
of  a  recession  in  1999  to  25%.  (For  the 
risk  to  exceed  50%,  10-year  rates  would 
have  to  fall  below  3-month  rates  by  0.83 
of  a  percentage  point.) 

While  a  25%  recession  risk  may  ap- 
pear small,  it's  noteworthy  that  the 
spread  gave  off  exactly  the  same  signal 
in  late  1989.  a  yeai*  before  the  1990  re- 
cession. Moreover,  the  reseai'chers  point 
out  that  the  jield  ciu've  has  been  a  lot 
less  vaiiable  in  the  1990s  than  in  eaiiier 
decades,  lessening  the  likelihood  of  strong 
recessionaiy  sigTials. 

Many  economists  see  the  odds  of  a 
dowTitiuTi  next  year  as  even  gi'eater.  Sa- 
lomon Smith  Barney  puts  the  risk  at 
35%.  James  Glassman  of  Chase  Secuiities 
Inc.  places  it  at  50%.  And  Standai'd  & 
Poor's  DRi  believes  the  chance  of  a  re- 
cession occiu-ring  before  the  end  of  2000 
now  stands  at  50-50. 

Indeed,  at  least  one  forecaster,  Da\id 
A.  Levy  of  the  Jerome  Le\'j'  Economics 
Institute  at  Baixl  College,  tliinks  the  odds 
of  a  1999  recession  have  risen  to  75%. 


HOW  TAX  CITS 
AFFECT  THE  RICH 

They  don't  inspire  longer  hours 

One  of  the  major  argannents  for  tax 
cuts  and  low  tax  rates  at  the  high 
end  of  the  income  scale  is  that  they 
promote  behavior  that  improves  eco- 
nomic efficiency  and  fosters  growth. 
Specifically,  the  lower  taxes  on  income 
ai'e.  the  more  likely  people  ai'e  to  work, 
save,  and  invest.  Because  the  earnings 
of  highly  paid  people  in  a  market  sys- 
tem reflect  high  relative  productivity, 
the  payoff  for  society  from  tax  cuts  on 
high  incomes,  it  has  been  claimed, 
should  be  particularly  large. 

At  least  as  fai-  as  work  time  is  con- 
cerned, however,  the  impact  of  tax  cuts 
on  high-income  individuals  appears  ex- 
aggerated, report  economists  Robert  A. 
Moffitt  of  Johns  Hopkins  University  and 
Mai'k  WOhebn  of  Indiana  Univei"sity-Piu-- 
due  University  at  Indianapolis.  In  a  new 
stud>;  they  examine  how  the  work  habits 
of  high-salaried  men  were  affected  by 
the  1986  tax  refoiTn  act.  Since  the  act, 
which  created  two  basic  rates  of  15% 


and  28%,  reduced  marginal  tax  rates  f 
the  affluent  fai-  more  than  for  other  ta: 
payei-s  (the  top  rate  was  50%  prior  to  it 
passage),  one  might  expect  to  find  the' 
putting  in  longer  houi's. 

Yet  the  study,  which  looked  at  so 
500  affluent  working  men  in  both  19u 
and  1989,  found  no  increase  at  all  in  the 
work  time — even  though  theu-  real  takt, 
home  pay  rose  appreciably  as  a  resui 
of  both  the  tax  cut  and  pay  hikes.  An! 
the  reason  seems  to  be  that  many  w-ei| 
already  working  theii-  butts  off. 

"Such  men,"  the  authors  wiite.  "we^ 
already  working  such  long  houi's  (oftq 
over  3,000  per  yeai')  that  there  was  litt 
remaining  opportunity  for  response 
low^er  taxation." 


WHERE  DID  ALL 
THE  DOLLARS  GOl 

Not  into  the  U.S.  money  supply 


The  financial  mai'kets  shouldn't  dr£ 
too  much  comfort  from  the  fact  th 
the  M2  money  supply  is  gi-owing  abo 
the  tai'get  range  set  by  the  Fed — ■ 
thus  presumably  supplying  needed 
uidity  to  the  economy,  warns  econo 
Bince  Bartlett  of  the  National  Cen 
for  Policy  Analysis.  "A  significant  sh 
of  monetaiy  growth  in  recent  yeai"s," 
notes,  "is  due  to  a  shai-p  rise  in  ov 
seas  holdings  of  dollai's." 

More  and  more  doKai-s  have  been  flo 
ing  overeeas  to  troubled  economies  wh( : 
they  are  used  as  a  store  of  value  a 
medium  of  exchange,  Baitlett  notes, 
deed,  according  to  the  Fed's  own  es- 
mates,  the  share  of  cmrency  in  cii'cu 
tion  that  is  held  overseas  has  risen  fi'i 
40%  to  55%  over  the  past  decade 

Since  currency  held  in  foreign  liar 
isn't  used  for  do-  mmb^hmmmi 


THOSE  ROAMING 
GREENBACKS 


mestic  transac- 
tions, it  shouldn't 
be  considered  as  eo- 
pait  of  the  domes- 
tic money  supply,  55- 
argues  Bartlett. 
Last    year,    he  50- 
notes,  the  rise  in 
foreign  holdings  of    45  - 
greenbacks  ac- 
counted for  about  40' 
a   ninth   of  the  ^ 

gi'owth  in  M2.  And  0  .'g'^'  >  ■  n  r  1  1  1  r  n  1  m 
this  vear,  with  the  a  percent  of  u  s,  cuRRE^ 
turmoil  in  over-  incircuwtion 

LUIUIUII    ui    u\ci  DATA:  FEDERAL  RESERVE 

seas       currency  ' 
markets,  the  share  is  likely  to  be  ir 
largei".  "Monetary  growth,"  he  s?s, 
"may  be  fai'  less  ample  than  it  appea. ': 
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In  many  ways,  the  term  "New  Econ- 
omy" does  not  do  justice  to  the 
changes  going  on  in  the  U.  S.  and 
the  world  today.  The  most  obvious  dif- 
ferences between  now  and  a  few  years 
ago  inchide  lower  unemployment,  an  ab- 
sence of  inflation,  staitlingly  low  interest 
rates,  and  the  amazing  growth  of  new 
industries  such  as  electronic  commerce. 
At  the  same  time,  the  increasing 
globalization  of  economic  ac- 
tivity has  brought  new  risks. 
But  the  changes  that  have 
produced  the  New  Econo- 
my go  beyond  economics. 
They  are  also  technological, 
political,  institutional,  and 
organizational. 

Not  smprisingly,  then,  we 
are  seeing  books  that  have 
similar  titles  coming  at  the 
New  Economy  from  differ- 
ent angles.  Like  the  blind 
men  inspecting  the  elephant, 
these  tlii-ee  volimies  have  all 
caught  hold  of  different  pieces  of  a  very 
large  animal.  New  Rules  for  the  New 
Economy  by  Kevin  Kelly,  executive  ed- 
itor and  one  of  the  founding  editors  of 
Wired  magazine,  is  primarily  a  mani- 
festo dealing  with  business  strategy  in  a 
networked  economy.  The  Weightless 
World  by  Diane  Coyle,  economics  editor 
of  Britain's  The  Independent,  explores 
how  politics  and  government  need  to 
adapt  to  the  new  realities  of  technology. 
And  New  Rules  for  a  New  Economy 
by  Stephen  A.  Herzenberg  and  Howard 
Wial  of  the  Keystone  Research  Center, 
a  Pennsylvania  think  tank,  and  John  A. 
AHc,  a  consultant  based  in  Washington, 
proposes  some  ways  to  change  the 
workplace  and  labor  markets  to  meet 
the  New  Economy's  challenges. 

Kelly's  book  is  probably  the  most 


provocative,  but  his  vision  is  far  t 
nan'ow.  Not  surprisingly,  given  his  ba< 
ground,  he  starts  with  the  basic  premi 
that  the  entire  global  economy  will  tu 
out  to  be  Silicon  Valley  and  the  Inten, 
wi-it  large.  In  his  view,  understand' 
networks  vrill  tui'n  out  to  be  the 
to  success.  "Conrununication ...  is  not  j 
a  sector  of  the  economy,"  writes  Ke 
"Communication  is  the  economy." 

Starting  from  this 
sumption,  he  lays  out  a 
of  principles — aphorisms, 
ally — for  business  succ 
His  fu-st  i-ule  is  "Embr 
the  SwaiTn,"  by  which  K 
means  companies  should 
cus  on  networks  and  c 
nections.  Other  rules  incl 
"Feed  the  Web  First,"  ' 
portunities  before  Effici 
cies,"    and  "Follow 
Free."  The  last  of  these 
courages  businesses 
achieve  success  by  giv 
products  away,  citing  the  plummet 
prices  of  microprocessors  and  the 
that  Microsoft  Corp.  and  Netscape  0 
munications  Coi-p.  competed  for  mar 
share  by  providing  browsers  for  fre^ 
But  while  the  chip  and  the  Net 
important,  there  are  big  chunks  of  j 
economy — health  care,  education,  gf- 
emment,  financial  sei^vices — that  at  kit 
so  far  seem  to  work  on  different  priji- 
ples.  So  while  it  may  be  true  on  e 
Internet  that  "prices  move  inexoraj 
toward  the  free,"  there  is  no  reasorc' 
expect  hospitals  to  start  giving  av} 
health-care  services,  for  example. 

Moreover,  Kelly  never  acknowledl? 
that  the  Internet  itself  is  still  in  flk 
and  that  the  best  business  model  'i" 
networks  is  not  yet  clear.  Sure,  c(ti- 
panies  such  as  Yahoo!  have  run  up  ig 
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stock  valuations  by  bundling  free  se 
vices,  from  E-mail  to  online  phoi 
directories,  but  it's  not  obvious  th 
this  approach  will  make  money  in  tl 
long  run. 

Finally,  Kelly's  book  barely  mentio 
government,  politics,  or  the  potenti 
for  things  going  wrong.  Kelly  who! 
heartedly  embraces  the  techno-libe 
tarian  philosophy  that  technology  c; 
render  government  irrelevant.  "Eve 
tually  technical  standards  will  becor 
as  important  as  laws,"  wi'ites  Kelly.  I 
saying  this,  he  misses  the  key  poi 
that  government  policy  provides  t 
framework  in  which  technology  ope 
ates.  Indeed,  high-tech  companies,  to : 
disdainful  of  Washington,  have  tak' 
an  increasing  interest  in  policy  in  i- 
cent  years.  Kelly's  exclusive  focus  ' 
technology  se 
ously  undermin- 
the  usefulness  ■ 
New  Rules  as-, 
guide  to  businc- 
strategy. 

By  contra:. 
Coyle  pays  f' 
more  attention  l 
the  political  imj- 
cations    of  te 
New  Economy,  I' 
what  she  calls  the  weightless  wor 
She  starts  with  a  premise  that  K 
might  easily  accept:  that  the  econo: 
consists  increasingly  of  knowledge-] 
tensive  services  and  goods.  Compai 
with  the  steel  and  autos  that  were 
mainstays  of  the  industrial  econo: 
high-value  outputs  such  as  compu 
chips,  software,  and  financial  servi 
are  simply  less  massive — hence  the  ti 
of  the  book. 

But  Coyle  is  less  impressed  w 
technology  itself  than  with  how  it  affe 
people  and  institutions.  She  argues  t 
"weightless  politics"  requires  decent) 
ization  of  power  and  authority.  "Ld 
politicians  will  Imow  more  about  wha'is 
happening  in  the  economy  than  natioil 
leaders  can  gain  from  the  official  sta 
tics  and  sui-veys,"  writes  Coyle.  As  a 
suit,  "government  will  need  to  de\'n 
power,  probably  to  the  level  of  citie: 
Moreover,  not  just  political  power  ' 
economic  activity  needs  to  be  bi'ou 
down  to  the  local  level,  accordin^i'i 
Coyle.  One  example  is  local  exchan';- 
trading  systems,  which  are  basic;)' 
ways  of  setting  up  a  local  money  systa 
in  a  community — in  effect,  an  organid 
barter  system.  More  than  500  of  th  e 
schemes  exist  in  Biitain  and  Austrt^ 
notes  Coyle,  providing  a  way  of  jui  i 
starting  job  creation  without  an  ii 
sion  of  government  funds.  In  the  U 
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one  example  is  Ithaca,  New  York,  wh^ 
has  an  altemative  ciuTency  called  'Itl!*- 
ca  Hours'  that  allows  locals  to  tra<i 
say,  odd-job  labor  for  other  services.: 
Coyle  is  concerned  with  how  goveii 
ments  can  help  people  cope  with  rii 
"The  priority  for  policymakers  must  i. 
to  equip  people  better  to  deal  w 
change  and  imceitainty,"  she  writes.  1;^ 
to  Coyle,  that  means  the  govemmti 
should  be  a  teacher,  rather  than  a  n( 
ny.  She  would  go  even  fuither  with 
form  of  the  existing  welfare  sta 
What's  needed  instead  of  a  dole  k 
more  investment  in  training  and  e(' 
cation  and  a  more  flexible  system 
taxation  and  benefits  that  fits  the 
that  people  really  live. 

Probably  the  weakest  book  of  tt 
three  is  New  Rtdes  for  a  New  Eco? 

7ny.  Originally  , 


NEW 

ULES 


tended  to  be  a  - 
port  for  the  OfV 
of  Technology  h- 
sessment,  bef(}( 
that  fedej: 
agency  was  cloi 
dowm  in  1995,  jt 
book  is  both 
demic  and  sor 
what  backwal 
looking.  Like 
Weightless  Wo 
it  is  cuncerned  with  economic  anxil 
and  job  insecurity.  But  there's  a  se| 
that  the  authors,  if  they  could,  wo 
like  to  turn  the  clock  back  to  an  earl 
era,  as  suggested  by  the  title  of 
fii'st  chapter,  "Recreating  the  Prospe^ 
of  the  Past  in  the  Economy  of  the 
tiu"e."  Moreover,  with  the  Internet 
mentioned,  the  book  seems  dated. 

Nevertheless,  this  book  stands  abl 
the  other  two  in  its  focus  on  change! 
the  workplace.  One  key  proposal 
buttressing  the  power  of  workers 
global  economy  is  the  creation  of  cri 
type  unions,  which  cut  across  coraj 
nies  in  an  industiy.  Cmrent  policies 
fectively  deny  representation  to  ml 
workers  who  move  among  small  fin| 
observe  the  authors.  Still,  they  do 
pay  sufficient  attention  to  Silicon  Va 
the  place  where  workers  flow  most  < 
ily  between  companies. 

Of  these  three  books,  the  one 
the  fi-eshest  ideas  and  the  broadest! 
peal  is  The  Weightless  World.  Yet  tj 
all  have  something  to  offer,  at  a  tj 
when  people  are  trying  to  underst 
the  combination  of  economic  vigor 
risk  with  which  we  live. 

BY  MICHAEL  J.  MAN 
Economics  editor  Mandel  won\ 
1998  Loeb  Award  for  his  coverag^ 
the  New  Economy. 
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BY  STEPHEN  H.  WILDSTROIVI 

THEY'RE  MAD  AS 
HELL  OUT  THERE 


Readers  the  world 
over  say  high-tech 
designers  better  get 
customer-friendly  fast 

The  flood  of  messages 
started  as  soon  as  my 
Sept.  28  column,  "A 
Computer  User's  Manifesto," 
hit  the  streets.  I  knew  that 
IBM  researcher  Clare-Marie 
Kai-at's  proposed  User's  Bill 
of  Rights  would  be  provoca- 
tive, but  I  wasn't  ready  for 
the  hundreds  of  thoughtful 
replies  that  rolled  in.  I  thank 
you,  and  I  apologize  for  being 
able  to  reply  to  only  a  veiy 
few  of  you. 

The  responses  aren't  any- 
thing close  to  a  scientific  sam- 
ple, but  they  are  enough  to 
convince  me  that  the  com- 
puter industry  has  a  lot  of 
baffled,  finastrated,  and  un- 
happy customers.  That  is  a 
much  graver  threat  to  the 
long-term  health  of  the  high- 
tech sector  than  the  Asian 


crisis,  the  Yeai"  2000  bug,  or 
just  about  anj-thing  else. 

Of  coiu-se,  some  industry 
folks  took  exception  to  the 
proposal.  The  Bill's  fii-st  aili- 
cle — "The  user  is  always 
right" — drew  much  ire  fi'om 
softwai'e  developei-s.  The  pros 
say  that  much  of  the  time, 
users  don't  know  what  they 
want,  and  when  they  do,  they 
all  want  sometlung  different. 
And  they  won't  read  manuals 
or  leam  about  programs. 
HOMEWORK.  "The  fact  is, 
most  users  I'arely  ai"e  right," 
wrote  Paul  Roger  of  San 
Diego.  "It  shouldn't  take  a 
PhD  to  understand  that  a 
few  houi's  invested  in  learn- 
ing about  the  computer  and 
its  software  make  sub- 
sequent products  intuitively 
usable."  Jef  Raskin,  who  de- 
signed the  original  Macintosh 
"desktop,"  doubts  that  it's 
possible  to  make  computer 
use  truly  intuitive.  "For  ex- 
ample, the  mouse  was  not  in- 
tuitive. A  person  seeing  one 


for  the  fii'st  time  had  no  idea 
how  to  use  it.  Nonetheless, 
you  could  learn  to  use  the 
mouse  in  seconds." 

A  good  rejoinder  comes 
fi-om  Bill  Keller  of  Portage, 
Mich.,  who  says  he  met  with 
disbelief  a  yeai"  ago  when  he 
told  fellow  softwai'e  develop- 
ers "the  customer  is  always 
right."  They  understood, 
though,  when  he  said:  "This 
is  not  a  statement  of  fact.  It's 
a  point  of  \iew."  Karat  says: 
"The  user  is  the  customer. 
Let's  delight  the  customers 
and  not  only  be  responsive  to 
their  needs  but  anticipate 
them  in  oui*  designs."  (For 
many  more  responses  to  the 
column,  see  ww^v.business 
week.com'manifest.htm.) 

A  number  of  readers  took 
me  to  task  for  sajing  com- 
puters should  be  as  easy  to 
use  as  toasters,  pointing  out 
that  a  toaster  is  only  expect- 
ed to  do  one  simple  chore.  A 
car,  as  many  suggested,  is  a 
much  bet'ter  analogj;  Every- 
one understands  that  you 
can't  drive  a  car  without 
some  training,  but  few  dri- 
vers have  trouble  using  cai's. 

Would  that  the  same  were 
true  for  computers.  Tales  of 
woe  came  ft'om  around  the 
world.  Fran  Daiiing  of  Dun- 
can, B.  C,  complained:  "If  this 
industiy  is  making  billions  of 
dollai"s  and  has  had  so  long  to 
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work  out  bugs  and  has 
many  brilliant  people  desigr 
ing  programs,  how  come 
can't  [get  my  computer  t( 
send  and  receive  a  fax?"  Kat 
Kettle  of  Montclair,  N 
spent  hours  being  shuttle 
among  four  companies  in 
effort  to  get  a  Hewlet 
Packard  Co.  printer  to  wo: 
with  her  Toshiba  laptop. 

Error  messages — partici 
larly  the  common,  crypt 
Windows  waiTiing  that  a  pn 
gi-am  has  performed  an  "illi 
gal  operation" — are  a  soun 
of  outrage.  "My  machir 
sometimes  makes  me  thir 
I'm  an  idiot!"  complains  Du 
ja  Vrazic-Stejskal  of  Zagre 
Croatia. 

BILL-BASHINa  Microsoft  Cor 
is  clearly  the  company 
customers  love  to  hate.  "Tl 
No.  1  offender  is  Microsoftif}' 
writes  Rick  Cunnington 
Chandler,  Ariz.  "The  leadi 
in  indecipherable  error  me 
sages  (that  pop  up  all  too  fr 
quently),  junk  software,  po 
compatibility,  and  blamii 
anybody  and  ever\'body  els( 
Olaf  Edstrom  of"  Paris  sa;  f«^nf 
his  Internet  service  pro\id|  itiou! 
told  him  to  talk  to  MicroscI 
about  a  known  bug,  but  tljj  |||||gg; 
company     demanded    t!  '',mw< 
equivalent  of  S50  just  to  p 
a  technician  on  the  line. 

Apple  Computer  Inc.  ge 
singled  out  for  praise  by 
cu5tomei"s.  "If  Apple  had 
the  PC  wars,  there  is 
doubt  they  would  have 
tinued  down  the  path  of  ma 
ing  the  computer  an  app 
ance,"  says  Andy  Hsiung  ' 
Santa  Monica,  Calif.  "Instej. 
10  years  later,  the  Windc- 
system  we're  all  using  bare 
approaches  the  Macintosh  > 
terms  of  ease  of  use." 

There's  one  thing  missU 
from  this  outpouring.  I's 
heard  ft-om  engineers,  pi- 
gi-ammers,  and  usability  g-iiji.,  ,, 
iTis.  But  the  product  plann(5*"'  ft 
and  mai'keters  who  make  ttf  Cjiv 
key  hardware  and  softwjf  -  - 
design  decisions  have  bei 
conspicuously  silent.  You  fa 
have  a  lot  of  angrj-  customt> 
out  there.  How  ai-e  you  goij..  . 
to  respond"?  T"" 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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lECESSION?  WHAT  RECESSION? 
HE  FORECASTERS  DON'T  SEE  IT 

ow  inflation  and  rates  will  support  solid,  if  slower,  consumer  spending 


U.S.  ECONOMY 


HOW  BUSINESS 
CONOMISTS  SEE  1999 


Looking  for  something  to 
break  the  gloom?  Talk  to  the 
I  tion's  business  economists.  Despite  global  financial 
I  Tnoil  and  severe  recessions  in  Japan  and  emerging 
ian  economies,  the  forecasters  believe  the  U.  S.  econ- 
ly  will  grow  3%  this  year,  with  the  pace  slowing  to  a 
I  'J  respectable  2.2%  in  1999.  Nearly  80%  do  not  expect 
•ecession  by  2000.  Feel  better  now? 
3.  K.,  it's  just  a  forecast,  but  as  the  National  Asso- 
tion  for  Business  Economics  gathered  for  its  annu- 
conference  in  Washington,  D.  C,  on  Oct.  4-7,  a 
ivy  air  of  impending  doom  was  conspicuously  ab- 
it.  Only  six  of  the  36  forecasters  in  the  nabe's  out- 
k  survey  expect  global  woes  to  cut  the  1999  growth 
e  by  more  than  a  percentage  point  from  what  it 
ervvise  would  be.  Low  inflation  and  interest  rates 
1  support  slower  but  solid  growth  in  consumer 
mding,  they  say,  helping  to  fuel  the  output  and 
gains  necessary  to  keep  this  7J^2-year  expansion  go- 
,  although  at  a  more  moderate  pace  (table). 

So  far,  there  is  little,  if  any, 
evidence  to  dispute  the  fore- 
casters. September  payrolls 
slowed,  but  the  trend  of  job 
growth  is  probably  stronger 
than  last  month's  small  job 
gain  suggests.  Despite  the 
September  dip  in  consumer 
confidence,  consumers  were 
upbeat  enough  to  buy  new  au- 
tos  at  a  vigorous  pace.  And 
the  remarkable  rally  in  Trea- 
~  ,  bonds,  which  took  the  30-year  yield  to  4.71%  on 
I  5,  is  supporting  consumer  borrowing  and  fueling 
r  tgage  refinancing.  Economic  weakness  remains  con- 
I  to  manufacturers,  who  continue  to  absorb  the 
c,  f  blow  to  the  U.  S.  economy  from  the  Asian  crisis — 
wi  ker  exports  (chart). 

G  ;arly,  federal  reserve  economists  are  a  bit 

n  e  anxious  than  their  private-sector  brethren.  Re- 
ct;  ly  released  minutes  of  the  Fed's  Aug.  18  policy 
rri  ting  show  that  the  central  bank's  internal  forecast 
e:  ^cts  the  economy  to  grow  thi-ough  1999  "at  a  pace 
^'  nvhat  below  the  estimated  growth  of  the  economy's 
■  iitial,"  generally  accepted  to  be  about  2.2%.  That's 
a ,  fnificant  shift  from  the  staff's  previous  forecast, 
ai  it  helped  to  justify  the  Sept.  29  rate  cut. 
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Fed  Chairman  Alan  Greenspan,  who  addressed  the 
NABE  gathering  on  Oct.  7,  said  he  is  particularly  con- 
cerned about  the  ongoing  reassessment  of  risk  in  the 
world,  sparked  by  the  Russian  debt  default.  The  result 
is  less  available,  and  more  expensive,  credit  for  many 
corporate  borrowers,  and  he  said  the  readjustment 
"hasn't  come  to  an  end  yet."  Still,  he  said  the  U.  S.  was 
"far  short"  of  a  credit  crunch,  and  that  the  economy  still 
has  "fairly  significant  continuing  momentum." 

Indeed,  as  Fed  Governor  Laurence  H.  Meyer  told 
the  NABE  on  Oct.  5,  the  Fed's  rate-cut  decision  was 
based  entirely  on  a  forecast,  not  on  visible  evidence  of 
a  slowdown.  Meyer  said  that  was  why  the  Fed  took 
only  a  cautious,  quarter-point  step.  He  said  the  Fed 
generally  feels  that  "phase  two"  of  a  global  slowdown 
is  headed  toward  the  U.  S.,  but  that  scenario  "de- 
pends critically  on  a  slowing  in  domestic  demand." 
The  previously  hawkish  Fed  governor  believes  that 
global  turmoil  will  cut  growth  in  U.  S.  demand  by 
undermining  the  favorable  set  of  financial  conditions 
that  have  helped  to  fuel  strong  growth. 

Weaker  stock  prices  and 
higher  borrowing  costs  mean 
that  companies  will  face  high- 
er costs.  Greenspan  noted  that 
the  loss  of  $1.5  trillion  in  stock 
market  wealth  "has  got  to 
show  up  somewhere."  Also, 
the  latest  Fed  survey  of  se- 
nior loan  officers  shows  that 
banks  are  tightening  up  their 
lending  standards  for  busi- 
nesses, especially  larger  com- 
panies that  are  exposed  to  potential  losses  from  over- 
seas. As  financing  costs  rise,  with  profits  falling,  capital 
spending  could  tail  off  sharply. 

CONSUMERS  ALSO  WILL  FEEL  the  chill  of  less  fa- 

vorable  financial  conditions,  but  maybe  not  as  much 
as  companies.  Some  households  will  suffer  lost  stock 
wealth,  and  some  will  feel  the  efiects  of  higher  business 
costs  as  companies  slow  hiring,  especially  since  labor 
costs  are  still  growing  faster  than  prices.  But  keep  in 
mind  that  the  reverse  side  of  rising  labor  costs  and 
weak  pricing  power  is  more  consumer  buying  power. 

The  fii-st  sign  of  slower  payroll  gains  might  have 
been  the  September  job  report,  which  showed  a  slim 
69,000  increase.  The  rise  was  the  smallest  since  January, 
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1996.  Temporaiy  help  companies  posted  losses  of  37,000 
workers.  The  trend  in  temp  jobs  appears  to  be  tui'ning 
down  aiter  two  yeai's  of  veiy  strong  gi'owth.  Temps  are 
among  the  first  to  go  when  business  slows. 

However,  other  key  labor  market  indicators  do  not 
confirm  a  sudden  shift  in  the  trend.  A  crucial  one,  the 
four- week  average  of  new  jobless  claims  through  Sep- 
tember, was  the  lowest  since  1989,  and  it  shows  no  sign 
yet  of  rising,  as  it  always  does  at  turaing  points. 

To  date,  the  only  clear  slowdown  in  job  gi'owth  is  in 
manufacturing,  where  overall  hours  worked  have  fallen 
sharply  in  the  second  and  third  quarters.  The  Sep- 
tember report  did  show  softness  in  service-sector  hiiing, 
but  it's  way  too  early  to  call  that  a  new  trend. 

WHAT  IS  CLEAR  from  the  nabe  forecast  is  that  con- 
sumers will  have  to  be  the  glue  holding  the  economy 
together  in  1999,  because  the  business  economists  ex- 
pect little  support  elsewhere.  They  say  capital-spending 
gTowth  will  be  halved,  housing  will  plateau,  the  trade 
deficit  will  widen,  and  inventory  growth  will  slow.  Ex- 
cluding consumers,  they  expect  growth  in  the  rest  of 
the  economy  to  be  barely  above  zero. 

So  far,  consumers  seem  up  to  the  task.  Despite  the  fi- 
nancial market  mayhem  that  has  shaken  their  confi- 
dence, weekly  retail  surveys  for  September  show  no 
sudden  weakening  in  buying,  and  September  sales  of 
new  cars  and  light  trucks  rebounded  strongly.  The 
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AUTO  SALES  BOUNCED 
BACK  IN  SEPTEMBER 


month's  15.6  million  annual  rate  was  above  the  yeaijn 
excellent  15.3  million  average  (chart). 

Although  credit  may  be  harder  to  come  by  for  bus 
nesses,  households  will  benefit  from  the  drop  in  Ion 
term  Treasuiy  yields,  primarily  through  lower  mortgaj 
rates.  The  rate  on  10-year  Treasuries  has  dropped 
huge  1.2  percentage  points  from  late  AugTist  to  ear 
September,  from  5.4%  to  4.2%,  and  30-year  mortgaj 
rates  appear  headed  toward  6.5% 

Lower  financing  costs  will 
lift  spending  by  supporting  de- 
mand for  homes  and  related 
items  and  thi'ough  refinancing. 
Some  consumers  may  cut 
monthly  payments,  while  many 
could  choose  to  keep  their 
payment,  take  a  larger  mort- 
gage, and  pocket  the  cash. 

The  key  question  for  the 
outlook:  Are  forecasters 
putting  too  much  faith  in  con- 
sumers? After  all,  savings  are  at  a  record  low  ai 
debt  is  high,  despite  good  income  gi'owlh.  More  loss 
in  stocks  or  weaker-than-expected  job  markets  cou 
quickly  alter  consumers'  free-spending  ways.  One  thi 
is  clear  from  past  business  cycles:  When  consume 
pull  back  sharply,  they  take  the  rest  of  the  econon 
with  them.  Let's  hope  the  forecasters  are  right. 
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THE  GLOOM  JUST  KEEPS  DEEPENING 


Japanese  business  executives 
gave  new  Prime  Minister  Keizo 
Obuchi's  policy  efforts  to  reverse 
the  economy's  slide  a  big  thumbs 
down,  based  on  the  closely 
watched  tankan  survey  of  10,000 
businesses.  Despite 
new  fiscal  stimulus  and 
an  interest  rate  cut, 
business  pessimism  in 
the  September  quarter 
rose  broadly  with  no 
hope  for  an  upturn. 

The  tcmkan's  key  in- 
dex of  business  senti- 
ment among  large 
manufacturers  sHd 
from  -34  in  June  to  a 
much  weaker-than-expected  -51  in 
September,  the  lowest  in  four 
years.  The  index  subtracts  the 
percentage  reporting  unfavorable 
conditions  from  those  who  say 
conditions  are  favorable.  The  sur- 
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vey  was  taken  before  the  lower 
house  of  Parliament's  Oct.  2  ap- 
proval of  a  plan  to  let  the  govern- 
ment take  over  insolvent  banks 
and  help  them  to  dispose  of  bad 
loans  using  pubhc  funds.  The  plan 
may  lift  spirits  some- 
what, but  the  outlook 
remains  bleak. 

Large  nonmanufac- 
turers  were  also  more 
downbeat.  Retailers, 
builders,  realtors,  and 
transporters  reported 
sagging  demand, 
weaker  prices  and 
real  estate  values, 
and  rising  bankioipt- 
cies.  Small  companies,  especially 
hurt  by  evaporating  bank  credit, 
were  even  gloomier.  The  index  for 
small  manufacturers,  who  expect 
a  33%  plunge  in  profits  this  year, 
fell  to  -57,  the  lowest  in  the 


tankan's  31-year  history.  The  in- 
dex for  small  nonmanufacturers 
was  the  weakest  in  15  years. 

In  addition  to  slumping  Asian 
markets,  domestic  demand  is  also 
shrinking.  Businesses  plan  8.7% 
less  capital  spending  this  year, 
and  with  August  joblessness  at  a 
record  4.3%,  consumer  spending  ii 
dead  in  the  water.  The  latest 
Tokyo  Chamber  of  Commerce  surj 
vey  shows  that  58%  of  companies 
plan  to  cut  hiring,  with  80%  con- 
sidering cuts. 

The  government  forecasts  a 
1.6%  drop  in  real  gi'oss  domestic 
product  in  fiscal  1998,  the  fii'st 
negative  forecast  since  1974,  but 
private  analysts  expect  worse,  i 
The  latest  tankan  has  already  If 
sparked  talk  of  more  fiscal  action 
but  analysts  believe  the  economy 
now  requires  stimulus  equal  to 
several  percentage  points  of  GDP. 
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who  we  listen  to.  Whether  it's  in  health  care,  education  or  corporations, 
ins  the  best  service  requires  understanding  what  customers  want. 
^  made  us  the  leading  food  and  facilities  management  services  provider 
fh  America  is  our  ability  to  turn  this  understanding  into  innovative 
approaches  for  serving  our  customers.  That's  the  art  of  service, 
and  it's  what's  made  us  trendsetters,  ourselves. 
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There  was  no  "new  global  finan- 
cial architecture."  And  there 
was  plenty  of  sniping.  But  the 
annual  International  Monetary 
Fund  Conference,  held  in  tan- 
dem with  a  confab  of  the  Group  of  Sev- 
en industrialized  nations,  may  be  re- 
membered as  a  pivotal  moment  in 
the  effort  to  tame  the  emerging- 
markets  crisis. 

At  center  stage  was  Bill 
Clinton.  Making  tliree  speeches 
between  Oct.  2  and  Oct.  6  at 
meetings  of  bankers,  diplomats, 
and  finance  ministers,  the  Presi- 
dent thrust  the  U.  S.  into  the  lead 
of  a  global  rescue  mission.  "The 
global  economy  simply  cannot 
live  with  the  kinds  of  vast  and 
systemic  disinptions  that  have  occm-red 
over  the  past  year,"  President  Clinton 
told  IMF  delegates  on  Oct.  6. 

The  growing  U.  S.  involvement  and 
the  glimmer  of  a  new  approach  to  the 
problems  that  have  plagued  emerging 
economies  for  15  months  is  the  good 
news.  Even  as  the  meetings  continued, 
other  pieces  began  to  fall  into  place. 
Japan  finally  seemed  to  make  progress 
to  address  some  of  its  stiTictural  prob- 
lems. And  suddenly  Republicans  in 
CongTess  appeared  ready  to  negotiate  a 
deal  on  the  $18  billion  in  funds  that 
the  U.S.  has  pledged  to  the  IMF. 

The  bad  news  is  that  the  President's 
plans  remain  vague,  coordination  be- 


News:  Analysis  &  Commentary 


PIECE 

BY  PIECE, 
A  PLAN? 


For  daily  business  news,  visit 
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STEPPING 
BACK 
FROM 
THE  ABYSS 


DRAWING  A  LINE 
IN  LATIN  AMERICA 


A  possible  $oU  billion  aid 
package  for  Brazil,  plus 
talks  on  a  regional  line 
of  credit,  are  aimed  at 
stopping  the  spread  of 
the  Asian  crisis. 


The  U.S.  proposes  lii 
credit  from  the  IMF 
countries  with  sounc 
economies  whose  cu 
might  be  sucked  int( 
emerging-market  do' 


tween  the  U.  S.  and  other  G-7  nations 
is  still  fleeting,  and  the  proposed  new- 
solutions,  which  may  help  head  off  fu- 
ture calamities,  won't  do  much  to  help 
current  victims. 

What  may  determine  whether  this 
is  the  beginning  of  the  solution — or  an- 
other false  start — will  be  what  hap- 
pens with  Clinton's  plan  to  save  Brazil 


■eit[ 


and  Latin  America.  Ti-easmy  Secreti  i 
Robert  E.  Rubin  and  Federal  Rese|  ^ 
Chairman  Alan  Greenspan  are  pushfi 
hard  to  build  a  $30  billion  firevif 
funded  by  the  IMF  and  private  ba 
around  Brazil.  If  it  holds,  it  could  s 
to  turn  the  tide.  "Brazil  is  the  Rubil 
in  the  sense  of  restoring  confidenc 
the  emerging  markets,"  says  Citibj 


"'■ted  mi 
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1 


BAIL-IN" 
THE  BANKS 


|j  wants  private 
Ui  3  take  a  haircut 
!^  ig  loans  to  ailing 
fi  before  it  puts 
m  oney.  First  test: 


ABIT 
OF  CONTROL 


Longer  term,  the  U.S. 
Tr  easury,  the  IMF,  and  big 
lenders  say  controls  may 
be  justified  to  slow  funds 
Slowing  into — but  not  out 
of — developing  nations. 


COORDINATED 
RATE  CUTS? 


European  rates  may  drop 
by  January — from  a 
Continental  average  of  4% 
to  Germany's  S.S% — while 
Fed  officials  hint  at  more 
cuts  in  U.  S.  rates. 


V'j  Chairman  William  R.  Rhodes,  who 
iS'  Iping  to  negotiate  the  package  for 
aiS  «:pected  mid-Octobei'  rollout. 

'  backstop  a  Brazil  rescue,  Clinton 
w  uses  new  IMF  powers  to  lend  to 
liy  economies  to  protect  them  from 
nntagion  of  indiscriminate  capital 
'   .  Clinton's  credibility  on  matters 
rning  the  IMF  got  a  huge  boost 


on  Oct.  6,  when  House  Republicans  and 
the  White  House  moved  toward  re- 
solving their  long-running  feud  over 
U.  S.  funding  for  the  cash-strapped  IMF. 
The  money,  which  the  Administration 
expects  Congress  to  approve  before  it 
adjourns  for  midterm  elections,  would 
release  $72  billion  in  funding  from  oth- 
er countries. 
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On  Oct.  7,  the  Japanese  sent  opti- 
mism— and  the  yen — soaring  with  what 
looks  like  its  most  credible  recovery 
plan  to  date.  Tokyo  has  proposed  $70 
billion  in  new  public-works  spending 
and  steeper  income-tax  cuts.  And  the 
ruling  party  is  trying  to  hammer  out  a 
deal  to  use  public  fimds  to  help  relieve 
banks  of  $1  trillion  in  bad  loans.  De- 
spite frequent  let  downs  in  the  past 
when  Japanese  reform  packages  have 
fizzled,  markets  cheered.  The  yen 
soared  against  the  dollar,  to  121. 

At  the  same  time,  the  prospects  for 
more  rate  cuts  in  the  West  brightened. 
Spain  cut  its  interest  rates  a  half-point 
on  Oct.  6 — double  the  reduction  mar- 
kets had  expected — a  sign  that  Euro- 
peans may  be  ready  to  follow  the  U.  S. 
in  responding  to  the  recessionary 
threat  posed  by  the  emerging-markets 
plunge.  What's  more,  Bundesbank  Pres- 
ident Hans  Tietmeyer  has  now  indicat- 
ed that  Europe's  rates  should  drop 
from  today's  4%  average  to  Germany's 
3.3%  by  Jan.  1,  when  the  new  Euro- 
pean Central  Bank  takes  oven  Another 
cut,  to  3%,  could  come  early  in  1999 — 
particularly  if  the  Fed  keeps  cutting 
U.  S.  rates.  "There  is  clearly  the  will 
to  coimteract  a  slide  into  i-ecession," 
says  Rolf  E.  Breuer,  chief  executive 
at  Deutsche  Bank. 

But  it's  Clinton's  intense  focus 
on  the  crisis — and  its  growing 
threat  to  American  prosperity — 
that's  likely  to  have  the  most  long- 
term  impact.  And  the  raft  of  schemes 
now  on  the  table  shows  that  the  U.  S. 
is  willing  to  back  away  from  the  kind 
of  harsh  demands  for  budget  reforms 
and  market  discipline  that  the  IMF  has 
insisted  upon  for  ailing  economiies. 
With  the  U.S.  leading,  the  G-7 
industrial  nations  are  now  dis- 
cussing pre-emptive  IMF  lending  to 
countries  that  aren't  paying  their  pri- 
vate creditors,  "bail-ins"  of  bankers  to 
force  private  lenders  to  share  more  of 
the  pain  of  debt  workouts,  debt-for-eq- 
uity  swaps  to  ease  onerous  payment 
schedules,  and  modest  capital  controls 
to  slow  the  flow  of  "hot  money"  into 
emerging  markets. 

But  the  G-7  won't  have  the  luxury 
to  rebuild  the  financial  system  until 
they  stop  the  crisis.  That's  why  Brazil 
is  ciiicial.  Latin  America's  largest  econ- 
omy lost  a  third  of  its  hard-currency 
reserves  in  September  and  now  has 
just  $45  billion  to  defend  the  real.  The 
$30  billion  rescue  would  buy  time  while 
newly  re-elected  President  Fernando 
Henrique  Cardoso  reins  in  a  soaring 
budget  deficit.  "Rapid  work  is  being 
done  to  implement  this  aid,"  says  Ar- 
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gentine  President  Carlos  Menem.  Ai"- 
gentina,  suffering  fi'om  commodity  price 
di'ops,  could  be  the  next  \ictim  if  Brazil 
falls. 

Atop  the  Brazil  rescue,  the  IMF  and 
other  global  financial  institutions  hope 
to  erect  a  regional  defense  fund,  says 
Menem.  It  would  be  stocked  in  part 
with  contributions  from  the  world's 
biggest  banks,  to  protect  the  rest  of 
Latin  America  fi-om  contagion. 

Greenspan  is  contributing  to  the  de- 
fense of  the  Latin  economies  as  well. 
The  Fed  chief  and  his  European  coun- 
tei'paits  ai'e  leaning  on  bankers  to  keep 
their  cash  in  developing  countries  with 
sound  economies,  such  as  Argentina, 
Chile,  and  Mexico. 


wliich  the  new  approach  by  bankers  and 
polic^Tnakel•s  will  be  immediately  tested. 
Finance  officials  are  nervously  eyeing 
a  new  confrontation  in  Uki-aine,  which 
has  angered  investors  by  refusing  to 
make  dollai-denominated  bond  pajTnents 
that  would  take  the  countiy's  resei^ves 
below  the  IMF-imposed  minimum.  To 
avoid  a  Russia-style  defatilt  and  fuither 
market  hysteria,  the  IMF  is  pressuring 
the  lendei-s  to  take  a  haii'cut — and  two- 
thirds  have  agi'eed  to  reschedule  their 
loans.  This  showdown  could  test  the 
IMF's  new  resolve  to  make  lenders  re- 
sponsible for  decisions  they  made  dtuing 
the  years  of  emerging-mai'ket  euphoria. 
If  the  tough  stance  works,  it  could  be 
codified  in  the  IMF's  niles. 


"Brazil  is  the  Rubicon  in  the  sense  of  restoring 
confidence  to  the  emerging  markets,"  says 
Citibank's  Rhodes,  one  of  the  rescue  negotiators 

A  CARDOSO  POSTER:  POST-ELECTION,  HE'S  VAGUE  ON  SPENDING  CUTS 


Will  the  line  hold?  Brazil  is  a  good 
place  to  take  a  stand  because  Cardoso 
is  the  living  s\Tnbol  of  the  fight  against 
h>T3erinflation,  and  he  has  just  received 
a  new  mandate  to  press  for  economic 
refonns.  But  his  government's  deficits 
are  rising,  and  many  economists  say 
the  real  is  overvalued  by  as  much  as 
lo'7c,  making  it  a  target  for  specula- 
tors. And  Cai'doso's  new  teitn  isn't  get- 
ting off  to  a  great  start:  In  an  Oct.  7 
speech,  the  fii'st  since  his  reelection,  he 
punted  on  new  proposals  to  tiim  spend- 
ing, promising  only  to  propose  new  fis- 
cal measures  in  the  near  future.  That 
sent  the  Brazilian  market  tumbling. 

Latin  America  isn't  the  onlv  fi'ont  on 


By  themselves,  such  small  changes 
aren't  the  bold  architectural  redesigns 
that  victims  of  the  current  crisis  are 
crying  for.  But  by  drawing  a  line  in 
Latin  America,  getting  tough  with 
lenders,  and  spotlighting  the  urgency 
for  bold  action.  Bill  Clinton  and  the  G- 
7  have  taken  a  big  step  towai'd  bucking 
up  the  system.  "Restoring  confidence  is 
the  name  of  the  game."  says  Citbank's 
Rhodes.  That  may  be  the  monetary 
mavens'  gi'eatest  accomplishment. 

By  Mike  McXainee  and  Kerry 
Capell  in  Wasliington,  ivith  Ian  Katz 
in  Sao  Panlo,  Carol  Matlack  in 
Moscow,  and  Thane  Peterson  in 
Frankfurt 
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By  Pete  Engardio 

CRISIS  OF  FAll 
FOR  THE 
FREE  MARKET! 

It  has  taken  more  than  a  year, 
major  industrialized  nations  fi 
seem  to  be  starting  to  come  to 
with  the  crisis  in  emerging  ecom 
The  billions  that  the  Clinton  Adi 
tration  is  now  trying  to  mobilize 
vent  the  contagion  from  bringing 
Brazil  and  other  Latin  countries 
important  step.  So.  too,  is  the  pr 
by  industrialized  countries  to  pre 
growth  and  expand  liquidity. 

Btit  calming  the  immediate  cris 
investor  confidence  is  only  a  first 
The  bigger  challenge  facing  Westfcsii 
policTvTnakers  is  to  restore  worldv  p't 
confidence  in  globalization  itself.  ' 
biggest  casualty  of  the  emerging 
kets  meltdown  could  be  the  devel 
nations'  belief  in  the  benefits  and 
evitability  of  globalization.  That  f 
has  been  damaged  by  a  year  of  ii 
and  liypocritical  hectoring  by  the 
DONE  IN  BY  DOGMA.  While  it  may 
have  been  e\adent  at  the  Oct.  5-8B3.' 
Bank  meeting  itself,  where  leadei 
countries  ranging  fi'om  Brazil  to 
to  South  Korea  took  pains  to  str( 
are  not  backing  dowTi  from  fi'ee-r 
reform,  there  have  been  mountini 
of  retreat  in  recent  months.  Russ 
President  Boris  Yeltsin  was  force 
stall  old  Communist  Party  stahva  s;-}^- 
key  economic  posts.  ]\Ialaysian  Pi 
Minister  Mahathir  Mohamad  has 
posed  stringent  currency  controls! 
Sept.  28  speech  in  New  York,  Im 
Prime  Minister  Bihari  Vajpayee 
rected  the  tj-pe  of  Third  World  r' 
not  heard  in  two  decades,  declarir 
the  "world  is  paying  the  price  foi  i 
dogma  of  the  invisible  hand  of  m 
forces"  and  calling  for  "radically 
ing  the  global  economic  order." 

It's  easy,  of  course,  to  dismiss 
hathu-s  and  Vajpayees  as  relics  o 
gone  age.  Few  would  argue  that 
markable  rise  in  living  standards! 
East  Asia  and  some  of  Latin 
could  have  been  accomplished  wi 
the  surge  in  foreign  trade  and  injs 
ment.  But  what  is  at  issue  now  i 
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r  poor  nations  really 

expose  themselves 
larrowing  effects  of 
ley  to  achieve  their 
ic  goals.  Sure,  the 
i  of  foreign  funds  in 
y  1990s  produced 
ing  growth  in  many 
!ut  the  sudden 
wal  is  resulting  in 
itastrophe  and  ruin, 

viable  export  busi- 
in  Indonesia,  South 
ind  Thailand. 
nse,  dozens  of  na- 
irrencies  and  stock 

have  been  tram- 
;he  wake  of  Russia's 
-as  investors  indis- 
I  ely  bail  out  of 
j  g  economies  and 
I  i^irtually  shut  off 

lew  credit  or  price 

beyond  the  reach 

A^ers.  After  lending 

ion  to  emerging 

between  1993  and 

eign  banks  are 

)n  the  brakes 

ere.  "The  worrying 

'  this  crisis  is  the 

ifferentiation,"  says 

^'inance  Minister 

Aninat  Ureta.  "We 

g  countries  being 

!  commodities,  like 

ilver" 

■  esult,  the  private 
)ws  that  were  sup- 
reward  well-man- 
lomies  are  instead 
;  all  developing 
.  As  money  rolls 
the  U.S.  and  Europe,  the 
)rces  that  promised  to  spread 
I  across  the  globe  are  now, 
y,  restoring  the  old  North- 
ve-have  not  divide. 
Third  World  delivered  one 
in  Washington,  it  was  this: 
:ill  willing  to  buy  into  global- 
.0  long  as  we  can  be  sure  it 
living  standards  if  we  follow 
And  from  now  on,  we  want 
)lved  in  making  those  rules, 
ng  countries  can't  just  be 
lobal  template  for  a  financial 
ire  and  told  to  take  it  or 
said  Indonesian  economist 
?estu.  "They  have  to  be  part 
ij  icess." 

jfl  vhy  the  near  collapse  of  Long- 
W  ital  Management  may  be  a 
^  I  disguise.  Now  that  the  U.  S. 


The  "rewards" 
of  reform  are 
proving  too 
punitive  for 
the  emerging 
economies.  If 
they  can't 
have  a  say  in 
the  rules, 
they'll  revolt 
against  them 


INDIA'S  VAJPAYEE:  Bitiny  "the  invisible  hand  of  market 


and  European  financial  elite  have  been 
bumed  by  the  effects  of  hot-money 
flight.  Western  leadei's  who  were  deaf  to 
the  plight  of  the  developing  nations  are 
paying  attention.  Indeed,  the  change  in 
tone  ft'om  last  year's  World  Bank  confab 
was  dramatic.  At  that  time,  the  main 
proponents  of  reining  in  global  hot  mon- 
ey— Mahathir  and  financier  George 
Soros — were  dismissed  as  gadflies. 

This  year,  similar  anxieties  were 
sounded  by  such  deans  of  high  finance 
as  William  J.  McDonough,  the  New 
York  Federal  Reserve  President  who 
arranged  the  Long-Term  Capital 
bailout.  The  credit  crunch  and  specula- 
tive attacks  on  Latin  countries,  he 
said,  "shows  that  what  we  beheved  is 
a  very  rational  world  financial  system 
can  be  very  irrational."  A  chastened 
IMF  Chairman  Michel  Camdessus  con- 


ceded that  "this  is  a  time 
for  hard  thinking,  recog- 
nizing errors,  and  bold 
action." 

One  sign  of  the  new 
line:  Last  year's  orthodoxy 
that  emerging  nations 
should  make  their  curren- 
cies freely  convertible  as 
soon  as  possible  and  dis- 
mantle any  curbs  on  capi- 
tal flows  is  being  repealed. 
The  Institute  of  Interna- 
tional Finance,  the  Wash- 
ington think  tank  for  the 
world  banking  community, 
now  advises  developing  nations  to  re- 
move capital  controls  only  after  their 
financial  institutions  are  sophisticated 
enough  to  manage  the  turbulence.  That 
view  was  echoed  by  the  likes  of 
Bankers  Tr-ust  Chairman  Frank  N. 
Newman,  Bank  of  America  Chairman 
David  Coulter,  and  hsbc  Holdings 
Chairman  John  R.  H.  Bond. 

Wliat  developing  nations  should  do 
while  a  more  coherent,  and  less  danger- 
ous, intemational  financial  order  materi- 
alizes is  unclear  But  G-7  leaders  had 
better  start  making  progress  fast.  0th- 
ei-wise,  counti-y  after  countiy  will  start 
charting  then-  own  courses  to  protect 
their  economies. 

Engardio  is  a  senior  editor  for  the 
International  edition  covering  Asian 
affairs. 


LET'S  NOT  TALK  OURSELVES  INTO  A  DOWNTURN 


Forget  Viagra.  Somebody  get  the 
Prozac.  The  financial  markets 
and  the  pundits  who  track  them 
have  fallen  into  a  funk.  Japan  is 
stuck  in  its  decade-long  rut.  Russia 
is  a  wreck.  And  Latin  America  is  on 
the  brink.  At  home,  the  Standard  & 
Poor's  500-stock  index  is  off  almost 
IS*!^  from  its  highs  this  year.  And 
lenders  and  investors  have  swung 
from  a  belief  that  no  investment  is 
too  risky  to  a  gna\\ing  fear  that 
none  is  too  safe.  As  a 
result,  investors  have 
been  fleeing  to  the 
mattress-like  safety  of 
Ti-easury  bonds  as  if 
anticipating  a  1930s- 
style  depression. 

Yet.  the  nation's  eco- 
nomic fundamentals  re- 
main solid.  Siu'e.  imem- 
plo\inent  was  up  a  tick 
last  month.  But  it  re- 
mains at  4.6'~f — a  siim- 
iiingly  low  level  not 
seen  since  the  1960s. 
And  wliile  constimer 
confidence  has  fallen  fi"om  its  peak  in 
June,  it's  still  n\ice  a;?  liigh  as  it  was 
five  yeai's  ago.  accoixiing  to  the  Con- 
ference Boaixl.  Consumei^s  continue 
to  spend — auto  sales  were  up  6*^  last 
month.  And  the  ovei-all  economy  is 
likely  to  gi-ow  at  well  over  2"^  for 
the  rest  of  tlie  yeai*.  Tliat's  no  boom, 
but  it  is  haixlly  a  recession. 

But  if  we  work  hai-d  at  talking 
om-selves  into  it.  there's  still  a 
chance  of  falling  into  a  deep  and  pi-o- 
longed  slump.  It's  a  task  the  financial 
and  media  elite  have  taken  up  with 
gusto.  Says  Federal  Resen  e  Chaii"- 
man  Alan  Greenspan — who's  usually 
a  major  gloomsten  "If  you  read  tlie 
newspapei-s  in  the  moniing,  one  gets 


the  impression  that  the  economy  has 
collapsed,  and  we  all  might  as  well 
go  home  and  go  fisliing." 

Greenspan,  Uke  other  obsei-\"ers,  is 
left  scratcliing  liis  head.  Investoi-s 
ai'e  acting  as  if  they're  stuck  with 
devalued  Malaysian  linggits,  not 
shares  in  U.  S.  coi-porations.  And  as 
fi'enzied  American  money  managers 
dtmip  stocks  and  coi-porate  bonds  in 
favor  of  government  paper,  look  at 
how  much  spreads  have  ■widened  be- 
tween Treasmy 
rates  and  coi-porate 
bonds.  ^Miile  lO-yeai* 
Ti-easmy  fields  have 
plummeted  to  4.2%, 
the  lowest  levels  in 
tlu-ee  decades,  top- 
rated  long-teiTO  cor- 
porate bond  rates 
ai-e  stuck  at  about 
b.9^c.  Says  Fii-st 
Union  economist 
^"eronika  ^^'hite: 
"Nobody  wants  to 
hold  coi"porates." 
There  ai-e  signs 
that  banks  ai*e  tightening  theii- 
pm-se  su-ings  as  well.  A  recent  Fed 
suiwey  of  loan  officers  suggests  they 
ai-e  i-aising  credit  standai-ds  and  de- 
manding more  collatei*al  for  loans. 
That's  not  all  bad.  as  long  as  lenders 
don't  get  can-ied  away.  If  they  all 
batten  down  the  hatches.  William  J. 
]VIcDonougli.  president  of  the  Feder- 
al Resen  e  Bank  of  New  York,  told 
repoitei-s  on  Oct.  5.  "there  is  a 
significant  possibility  of  a  ci-edit 
ciimch." 

It's  even  woi"se  with  equity  financ- 
ing. Initial  public  ofifeiings  ai*e  disap- 
peaj-ing.  and  fijiancing  for  real  estate 
iiivestment  tinists  is  neai'ly  impossi- 
ble to  find.  "Pi-etty  mucli  aei-oss  the 


board,  the  cost  of  equity  capital  has 
gone  up."  says  Fleet  Financial  Group 
Chief  Economist  Nicholas  S.  Pema. 

Consider  retailer  Kmait  Coip. 
Fu'st-half  net  income  was  S80  million 
up  158%  over  1997.  Sales  ai-e  up  a 
soHd  5%  so  fai"  this  yeai*.  Kmait's 
stock  price?  Off  45%  in  fom*  months. 

So  fai',  this  squeeze  hasn't  had  a 
huge  impact  on  the  real  economy. 
Capital  investment  is  slowing,  but 
still  gi'owing  at  more  than  7%.  Many 
companies  continue  to  buy  new 
eqtiipment,  in  pait  to  sub  for  chronic 
shortages  of  skilled  workei"s. 

But  some  paits  of  the  economy 
show  signs  of  slowing,  thanks  to  a 
shortage  of  money.  One  \ictim:  com- 
mercial real  estate.  "It's  the  fii*st 
time  the  capital  mai'kets  have 
stopped  development,"  says  Dennis 
Yeskey  of  Deloitte  &  Touche. 
LiQUIDrTY  TRAP.  The  pen  ei^se  bot- 
tom line:  ^^lILle  consimiei's  ai"e  flush, 
and  lenders  and  investors  ai-e  sitting 
on  plenty  of  dough,  the  U.  S.  could 
be  heading  for  a  Uquidity  ti-ap.  If  ac- 
cess to  capital  becomes  more  diffi- 
cult, investment  may  drj-  up  and  uu- 
emplojTnent  could  rise.  Then,  there 
would  be  nothing  for  those  mall-hap- 
py consumers  to  do,  except  to  put 
away  theii-  wallets  and  credit  cards. 

Before  that  happens,  even^one 
needs  to  stop  and  think  for  a  minute. 
Tlie  worldwide  economic  malaise  is 
slo^ving  domestic  gi-owth — and  the  i 
tlireat  becomes  more  dii"e  if  Latin  j 
America  is  allowed  to  fall  ^"ic•tim.  Bntj 
the  U.  S.  economy  lias  been  so  robust" 
that  a  slowdown  hai-dly  means  i-eces- 
sion.  Bankers  and  investors  just  neec 
to  keep  theu-  -nits  about  them. 


Gleckinan  covers  economics  from 
Washington. 


COOL  IT 


If 

pundits  and 
investors  keep 
panicking,  they 
might  turn  a 
mere  slowdo\ni 
into  a  recession 
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IGIONS 


HIS  ISN'T  YOUR  FATHER'S 
UST  BELT 

le  Midwest  is  more  resilient  today  as  it  braces  for  a  slump 


■liey  were  monuments  to  the  devas- 
tated economy  of  the  Rust  Belt.  In 
the  eai'ly  '90s,  the  hulking  machines 
t'aterpillar,  Deere,  and  Case  stood 
mded  on  dealer  lots,  on  farms,  and 
•onstmction  sites  across  Amenca.  The 
ere  dowiitm'n  in  the  industry  helped 
{f  the  Midwest  the  biggest  regional 
ini  of  that  recession.  But  thanks  to 
nges  in  production  and  marketing 


tmings  and  a  more  diversified  customer 
base,  many  executives  feel  Midwest  in- 
dustiy  will  be  more  resUient  in  its  first 
major  test  since  the  1991  recession.  And 
if  the  Midwestern  manufacturing  sector 
remains  a  bellwether  for  the  health  of 
the  overall  U.  S.  economy,  that's  good 
news  for  the  rest  of  the  nation  as  well. 

Even  now,  the  Midwest — which  has 
been  feeling  the  heat  from  the  Asian 


What's  more,  unlike  in  eai'lier  down- 
turns, low  interest  rates  ai"e  gi\'ing  a  lift 
to  consumers.  That  is  fueling  a  boom  in 
eveiything  from  auto  sales  to  home  con- 
struction. In  fact,  the  Big  Three  are 
boosting  production  to  keep  up  with  de- 
mand and  expect  tndustiy  sales  tliis  yeai- 
to  again  top  a  robust  15  million  vehicles. 
And  makers  of  big-ticket  items  from 
Harley-Davidson  bikes  to  Cobalt  boats 
see  continued  strong  demand.  At  the 
same  time,  while  labor  shortages  con- 
strained the  uptui'n  in  the  Midwest,  it 
may  now  soften  any  downtui'n.  Unem- 
ployment in  August  was  just  3.5%,  a  full 
percentage  point  behind  the  nation's. 

And  in  general,  management  at  com- 
panies that  are  feeling  the  pinch  now 
are  showing  faster  reflexes.  Inventories 
of  U.  S.  farm  equipment  are  at  six 


S  EL  PLANT:  Industry  is  moving 

-  iJilij  to  adjust  to  the  downturn 

■  t-jiies,  these  same  manufactiu'ers  be- 

c  '  the  veiy  engines  of  gi-owth  for  a 

J  vest  economy  that  was  a  key  driver 

0  le  nation's  export-led  expansion. 

S  ITERING.  Neai'ly  a  decade  later,  some 

0  lese  gi-owth  engines  ai'e  sputtering 
a  1.  Buffeted  by  weak  export  markets 
a  a  bleak  farm  economy  at  home, 

1  &  Co.  and  Case  Coip.  ai-e  cutting 
'lion  and  laying  off  workers,  brac- 

'  '  ir  a  20%  faU-ofl"  in  agiicultui-e  equip- 
n  sales  in  North  America  next  yeai'. 
A  he  same  time,  steel  mills  in  Ohio 
a;  Illinois  ai'e  thinning  head  count  and 
'  1  blast  fiunaces  in  the  face  of  a  40% 
■  in  imports  from  Asia,  eastern  Eu- 
and  Russia.  And  now  the  aggTes- 

-  push  by  Midwest  companies  into 
A  is  haunting  them. 

'Jl,  the  Midwest  is  in  fai-  bettei-  shape 
cc  ithstand  a  downtm-n  today  than  it 
eight  yeai-s  ago.  Thanks  to  restrac- 


iiR-ltdown  for  nearly  a  yeai' — ajipuai-s  to 
be  holding  up.  "Tlie  Midwestern  economy 
has  continued  to  show  improvement  de- 
spite the  bloodiest  trade  losses  it  has 
ever  experienced  and  the  worst  General 
Motors  strike  in  decades,"  says  Diane 
Swonk,  deputy  chief  economist  at  Bank 
One  Coip.  Economic  forecasting  firni  Re- 
gional Financial  Associates  concludes  that 
while  the  Midwest  is  hkely  to  weaken 
more  than  the  overall  economy  in  the 
near  term,  it  will  bounce  back  more 
quickly — baning  a  full-blown  recession. 

A  huge  difference  is  the  cash  cusliion 
in  Midwestern  institutions.  This  time, 
banks,  which  entered  the  1990  dowiitmii 
stuffed  with  bad  real  estate  loans,  are 
not  nearly  as  exposed  to  problems  in 
Asia  and  elsewhere.  And  although  the 
farm  debacle  is  brutal  across  some  of 
the  Great  Plains  states,  others  such  as 
Iowa  have  courted  manufacturing  and 
insurance  companies,  so  that  farm  in- 
come is  just  7%  of  total  output,  down 
from  nearly  12%  in  the  early  '90s. 


months,  halt  iiir  ii  vi  i,-  i^i  inc  '91  reces- 
sion. Says  Case  ceo  Jean-Pierre  Rosso: 
"We  are  addressing  the  downturn  in 
the  ag  market  much  eai'lier  than  anyone 
has  done  in  the  past."  Meanwhile,  these 
same  companies  are  keeping  up  invest- 
ments aimed  at  a  post-slump  woiid 
economy.  Case,  for  example,  is  plowing 
ahead  with  a  new  tractor  line,  while 
Cateipillar  Inc.,  despite  tui-moil  in  Rus- 
sia and  the  economic  problems  in  Brazil, 
is  pushing  ahead  with  new  projects  in 
both  countries. 

Will  it  be  smooth  sailing  tlu'ough  the 
imcertain  economic  waters?  Far  from  it. 
The  worst  fears  are  a  protracted  farm 
slump,  wider  global  tiu'moil,  especially 
in  key  export  markets  like  Canada  and 
Mexico — concerns  that  are  by  no  means 
confined  to  the  Midwest.  But,  come  a 
dovmtiu-n,  it's  fai-  less  likely  the  engine  in 
the  Heartland  will  giind  to  a  halt. 

Bij  Richard  A.  Melcher,  with  De'Ann 
Weimer,  in  Chicago  and  Peter  Galuszka 
in  Cleveland 


COIVUVIENTARY 

By  Michael  J.  Mandel 

THE  NEW  ECONOMY:  FOR  BEHER  OR  WORSE 


Signs  of  impending  slowdown  are 
all  around.  With  turmoil  world- 
wide and  U.  S.  corporate  profit 
growth  slowing,  the  stock  market  has 
dropped  by  about  17%  since  its  July 
peak.  The  economy  generated  only 
69,000  jobs  in  September,  even  while 
the  collapse  of  Long-Term  Capital 
Management  suggests  that 
the  U.  S.  financial  sector 
may  be  shakier  than  many 
had  assumed. 

Is  tliis  the  end  of  the  so- 
called  New  Economy? 
Hai'dly.  The  New  Economy 
has  never  been  about  sun- 
ny skies  forever.  Rather,  it 
has  always  been  a  good- 
news/bad-news  story.  The 
same  forces  that  create  the 
conditions  for  faster 
gi'owth  in  the  long  mn  also 
lead  to  volatility  and  tiu'bu- 
lence  in  the  short  ran — and 
right  now  we  are  seeing 
the  dai"k  side. 

Let's  summaiTze  the 
good  news  fii'st.  The  con- 
ventional wisdom  has  been 
that  the  U.  S.  was  a  ma- 
tui'e,  slow-gi'owth  economy, 
doomed  to  2%-to-2.5%  an- 
nual gi'owth  for  the  indefi- 
nite future.  Instead,  a 
striking  w'ave  of  technologi- 
cal innovation — centered  in 
information  teclmology  but  not  limited 
to  it — combined  with  globalization  has 
reenergized  the  LT.  S.  economy. 
BEST  AND  WORST.  Over  the  past 
three  years,  grovvth  in  gross  domestic 
pi-oduct  has  averaged  3.7%.  Rising 
productivity  has  boosted  both  real 
wages  and  profits.  And  core  inflation 
has  fallen  from  3%  to  2.4%,  despite 
an  unemplo,\TTient  rate  well  below 
5%'.  If  the  cmrent  pace  of  technologi- 
cal innovation  continues,  it  seems 
likely  that  the  U.  S.  economy  can  sus- 
tain a  long-ran  average  gi-owth  rate 
of  3%  or  more. 

But  the  bad  news  is  that  while 
the  economy  remains  on  a  path  to 
long-term  prosperity,  there  will  also 
be  wide  swings — long  booms  punctu- 
ated by  deep  busts.  Indeed,  global- 
ization and  technological  change  can 
help  create  the  conditions  for  finan- 


cial crises  and  sharp  recessions. 

A  New  Economy  recession  would 
be  different  from  the  recessions  the 
U.  S.  has  seen  over  the  past  25 
vears.  In  those  that  occurred  in 
1974-75,  1981-82,  and  1990-91,  pro- 
ductivity plummeted  as  businesses 
could  not  cut  costs  and  boost  effi- 


ciency fast  enough  when  demand 
fell.  This  time  around,  by  contrast, 
companies  are  taking  advantage  of 
new  technology  to  aggi'essively  re- 
vamp their  operations  at  the  earliest 
indications  of  a  slowdown,  thus 
keeping"  productivity  high.  Moreover, 
job-cut  announcements  in  the  first 
nine  months  of  1998  are  already 
running  about  50%'  ahead  of  last 
year's  pace,  according  to  calculations 
by  outplacement  firm  Challenger, 
Gray,  &  Christmas.  With  earnings 
under  pressure,  more  such  cuts  are 
likely. 

But  these  job  cuts,  even  if  they 
lead  to  increased  efficiency,  could  e.x- 
ert  a  strong  downward  pull  on  the 
economy  in  the  short  run.  Indeed,  the 
liistorical  record  fi'om  the  fii'st  half  of 
the  20th  centuiy  suggests  that  scary 
downtiu'ns  are  often  associated  with 


periods  of  rapid  productivity  growth. 
From  1900  to  1950,  the  widespread  in- 
troduction of  such  new  technologies 
into  the  economy  as  electricity,  the 
automobile,  and  radio  sent  productivi- 
ty soaiing,  and  doubled  the  real  in- 
come of  Americans.  But  that  same  50- 
yeai'  period  also  included  the  worst 

SLIPPERY 

Wliile  the  economy  is  on 
the  path  to  long-term 
prosperity,  there  will 
also  be  wide  swings-  I 
long  booms,  deep  busts  | 

downturn:  the  devastating 
Great  Depression  of  the 
1930s. 

Today,  it's  cleai*  that  both 
globalization  and  technologi 
cal  change  ai"e  creating  ne" 
risks.  The  increased  inter- 
connectedness  of  the  global 
economy  means  that  eco- 
nomic or  financial  distur- 
bance in  Asia  or  Russia  can 
be  transmitted  much  faster ' 
and  more  powerfully  to  the 
rest  of  the  world.  Witness  j 
the  signs  of  a  liquidity  1 
cnmch  in  the  U.  S.,  thanks 
in  part  to  the  flight  to  qual- 
ity that  began  in  Asia. 
Beyond  that,  the  cuiTent 
dependence  of  the  U.  S.  economy  on 
Wgh-tech  sj^ending  raises  disturbing 
questions.  Today,  about  30%  of  U.  S. 
economic  gi'owth  comes  from  Mgh 
tech,  primarily  business  capital  spend- 
ing and  consumer  pui'chases  of  home 
computers.  As  a  result,  a  mild  slow-  | 
down  in  the  economy  could  quickly 
expand  into  a  major  dowiitiu-n  if  pru- 
dent execs  delay  technology  piu'chase^ 
and  wonied  consumers  cut  back  on 
discretionaiy  spending,  such  as  pui"- 
chasing  a  second  computer 

In  the  short  ran,  there's  little  doub1 
that  the  U.  S.  economy  will  be 
dragged  dowTi  by  the  global  crisis. 
But  it's  what  happens  to  producti\ity 
and  gi'owth  in  the  long  ran  that  reallj 
matters — and  that  will  be  the  trae 
legacy  of  the  New  Economy. 

Mandel  covers  economics 
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live  in  a  three  dimensional  world. 
Now  you  can  work  in  one,  too. 


The  AMD-K6-2  Processor 
with  3DNow!  Technology 
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ies  presentations  that  jump  off  the  screen.  3D  charts  that  inspire.  QuickTime  "  movies  that  make  the  computer  screen  feel  like  the  big 
'een.  You've  always  seen  it  in  your  head.  Now  see  it  on  your  PC  with  the  AMD-K6'-2  Processor  with  3DNow!.™  You  get  sharp  3D 
aging,  smooth  video  playback  and  incredibly  fast  multimedia  from  the  Internet,  DVD  or  CD-ROMs.  Even  sound  is  more  lifelike. 
Tiakes  Windows'"  applications  like  word  processing,  spreadsheets  and  desktop  publishing  run  at  lightning  speed.  What's  more,  our 
"W  3DNow!  technology  lets  you  see  3D  applications  like  LiveArt  '98,  DVDExpress,  and  Baseball  3D  the  way  they  were  meant  to  be  seen, 
le  fact  is,  the  AMD-K6-2  Processor  with  3DNow!  outperforms  Pentium  II.*  More  importantly  it  adds  a  new 

nension  to  your  work  environment.  The  third.  Get  more  informiation.  Visit  us  at  www.amd.com/business.  www.amd.com 
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RETAILING 


WE  NEED 

A  LITTLE  CHRISTMAS  NOW 

Too  early  to  haul  out  the  holly?  Not  for  worried  retailers 


If  only  they  had  had  Cluistmas  iii  July 
this  yeai'.  Retailers  were  placing  crit- 
ical orders  for  the  holiday  season — 
before  the  emerging-markets  crisis  had 
spread,  the  U.S.  stock  market  had  giv- 
en back  its  1998  gains,  and  consumer 
confidence  had  started  to  erode.  The 
U.  S.  economy  still  seemed  insulated 
fi"om  the  global  mess  and  in  no  danger 
of  sinking  into  recession.  Retailers 
placed  big  orders,  assuming  that  the 
consumer-spending  binge  would  last. 

Now  the  question  is.  when  Decem- 
ber amves.  will  retailers  be  stuck  with 
warehouses  of  unsold  goods?  "We  don't 
think  you're  going  to  see  a  lot  of  people 
just  throwing  money  around  over  the 
ne.xt  few  months."  says  Marvin  .J. 
Girouard,  chief  executive  of  Pier  1  Im- 
ports Inc.  "The  buying  binge  is  slowing 
down  a  bit." 

To  minimize  the  damage,  retatjei-s  ai'e 
maximizing  the  selling  season.  Weeks 
before  Halloween.  Christmas  decora- 
tions are  popping  up  in  department 
stores.  So  ai-e  deep  discounts,  as  mer- 
chants try  to  jump-start  the  holiday 
shopping  spirit.  "There's  a  lot  of 
hand-wiinging  going  on  among  retail 
executives,"  says  Kiut  Barnard  of 
Barnard's  Consulting  Grtiup. 

How  bad  could  it  be?  Consumer 
confidence,  measured  by  business  re- 
search gi'oup  The  Confei'ence  Board 


has  slipped  for  three  months  nmning, 
and  stores  have  reported  slower  sales 
gains  since  the  summer.  September 
sales,  scheduled  for  release  on  Oct.  8, 
are  likely  to  be  disappointing  for  many 
retailers.  A  consumer  mood  siu-x'ey  by 
Leo  J.  Shapiro  &  Associates  shows 
about  219c  plan  to  spend  more  tliis  hol- 
iday season,  dowTi  fi'om  32<7f  last  year 
In  addition  to  rushing  the  season, 
some  retailers  are  taking  defensive  ac- 
tion. .J.C.  Penney  Co. 
says  it  will  delay  tak- 
ing dehveiy  of  clothing 
shipments  to  guard 
against  overstocks. 
Seal's  Roebuck  &  Co. 


NOT  MUCH  GREEN 
THIS  SEASON? 


Signs  of  December  troubles 
for  retailers: 

►  Discounts  have  begun. 
Some  fall  and  winter  mer- 
chandise has  been  cut  as 
much  as  50%. 

►  New  clothes  are  on 
hold.  Apparel  makers  say 

merchants  are  holding 
back  on  orders. 

►  Holiday  decor  is  up. 
Weeks  before  Halloween, 
Christmas  shops  and 
merchandise  are  creeping 
into  stores. 


CLAUS  ENCOUNTERS:  Stores  already 
irant  shoppers  to  be  Yule-conscious 

also  plans  to  wait  several  weeks  befc' 
deciding  how  much  clothing  to  sto; 
this  season.  Despite  disappointing  sa^^ 
in  August  and  September,  Federat 
Department  Stores  Inc.  says  the  'jo 
pany  has  no  plans  to  alter  its  clinlii 
ptu-chases,  according  to  a  spokeswoma|  - 
But  she  adds  that  Federated,  parel 
company  of  Macy's  and  Bloomingdale* 
is  "monitoring  the  situation  closely," 
Meanwiule,  stores  and  malls  ai'e  ru& 
ing  out  holiday  decorations.  Cheri. 
Creek  Shopping  Center  in  Denver  hft 
already  opened  its  seasonal  Chiistml 
On  The  Mall  store,  more  than  a  monf 
earlier  than  last  year.  Bed,  Bath  & 
yond  Inc.  has  stocked  holiday  cai'ds 
gift  wTap  alongside  its  Halloween 
plays.  "It  gets  people  in  the  mood,"  sa 
a  store  manager. 

JUST  A  BUMP?  Many  Stores  ai-e  biin: 
out  their  biggest  guns:  price  cuts.  At 
letic  footware.  usually  hot  in  Au; 
and  September,  is  as  much  as  50%  off 
Foot  Locker.  Macj^'s  has  ah'eady  mark 
winter  coats  down,  while  a  sale  at  Be 
netton's  includes  price  cuts  on  ha 
scai'ves.  and  wool  slacks. 

The  tactics  may  be  working  wi 
some  consumers.  Annette  Mayer 
Paris.  Tenn.,  says  the  price  cuts 
"good  news  for  the  shopper."  She  has 
changed  her  plans  to  shop  for  cliilch-e 
clothes,  some  new  baby  funiitui'e, 
computer  games  this  yeai".  "The  sto 
market  has  gone  dowTi,  but  it's  just 
bumip  in  the  road,"  she  says. 

\\niile  apparel  sellers  are  concern 
other  retaUei's  can  benefit  fi-om  a  t 

Discoimt  king  Wal-Mail  Sto: 
Inc.  saw  sales  at  sto 
open  at  least  one  y 
rise  9%  in  Septemb 
Sellei-s  of  dm-able  goofl 
figure  a  more  pi'actica 
consumer  will  turl 
from  clothing  to  thei 
stores.  "We  just  maile 
oui'  new  catalog  for  th 
holidays  and  th 
phones  are  ringing  ali 
ready."  says  Bett' 
Kahn,  spokeswoman  fop 
Crate  &  Bairel.  "Tha| 
tells  us  business  is  go 
ing  to  be  brisk."'  Fo. 
some,  at  least. 

By  Ellen  Nenboni 
in  Xew  York,  mil 
De'Ann  Weimer  ii 
Chicago  and  Stepham 
Anderson  Forest  ii 
Dallas 


season. 


IPS  Online!  The  easiest  way  to  ship  straight  from  your  computer.  \ 

.     ,  I 

Turns  put,  the  best  way  to  get  your  package  from  one  place  to  anot^  I 
ur  desk.  Introducing  UPS  OnLine  Office  5.0.  Easy-to-install  software  that  helps  you  handle  every  I 

aspect  of  shipping  faster  and  easier  than  ever.  From  processing  shipments  to  tracking  them.  % 

■  i 

ri  printing  labels  and  export  documentation  to  calculating  rates.  Which  means  it  s  as  close  as  you  can| 

get  to  having  a  comiputer  that  comes  with  an  entire  global  shipping  network.  j 

\ 

To  learn  more  about  UPS  OnLine  Office,  call  1-800-727-8100  or  access  www.ups.com.  \ 


MOVING  at  the  SPEED  of  BUSINESS:^ 


News:  Analysis  &  Commentary 


SOFTWARE 


WINDOWS:  WHArS 
THE  REAL  COSH 

Two  groups  blast  Microsoft's 
image  as  benign  monopolist 

As  the  Justice  Dept.  and  20  states 
have  gone  after  Microsoft  Coip.,  con- 
sumers have  remained  on  the  side- 
lines. After  all,  the  practices  the  prose- 
cutors object  to — such  as  bundling  its 
Web  browser  with  Windows — may  hml 
rivals,  but  not  customers.  Every  year, 
PC'S  get  cheaper  and  Windows  gets  moi'e 
features.  So  what's  not  to  like? 

Plenty,  according  to  a  report  released 


The  report  says  Microsoft  cost 
the  public  "hundreds  of  miUions 
of  dollars  in  excess  charges" 


on  Oct.  7  by  two  consumer'  gi'oups,  the 
Consumer  Fedei'ation  of  America  and 
the  Media  Access  Project,  a  nonprofit 
public-interest  law  firm.  The  115-page 
"The  Consumer  Case  Against  Microsoft" 
contends  that  Microsoft  has  cost  con- 
sumers "hundreds  of  millions  of  dollai's  in 
excess  charges"  while  denying  them 
choice  and  stifling  innovation.  The  report 
says  that  Microsoft's  operating-system 
prices — both  to  PC  makers  and  thi'ough 
retail — are  more  than  double  what  they 
would  be  in  a  competitive  market,  as- 
suming annual  price  declines  of  3%. 

In  pailicular,  the  report  attacks  how 
Microsoft  mai-kets  the  combination  of  op- 
erating system  and  applications  software 


to  PC  mallei's.  Tliose  deals,  they  say,  force 
consumers  to  buy  more  than  they  need 
and  mask  tnae  costs. 

What's  more,  those  costs  have  been  go- 
ing up.  Drawing  on  a  wide  range  of 
soui'ces,  the  report  shows  that  Microsoft 
prices  have  remained  stable  or  risen  as 
prices  have  timibled  elsewhere  in  the  PC 
industry.  Tlie  j^rice  Microsoft  chai'ges  PC 
makere  for  oi^erating  systems,  for  instance, 
has  doubled,  fi-om  $2i  to  $24  in  1991  for 
Windows  and  ms-dos — about  1%  of  a  PC's 
total  cost — to  between  $45  and  $60  for 
Win98,  or  about  4%  of  a  low-end  PC. 

Tlie  report  also  slams  Microsoft's  retail 
pricing.  For  example,  the  store  price  foi- 
Win98  is  roughly  twice  that  of  Windows 
in  '91 — though  to  be  fair,  Win98  has 
many  more  featiu'es  than  DOS. 

Microsoft  spokesman  Mai'k  Miuray  dis- 
putes the  groups'  analysis  and  says  their 
conclusions  ai"e  incor- 
rect. The  report,  he 
says,  is  the  work  of 
"anti-Microsoft"  forces 
trying  to  whij)  up 
feeling  against  the 
company  on  the  eve 
of  the  antitinst  hear- 
ing. He  adds  that  the 
brisk  retail  sales  of 
Win98 — 2.5  million 
copies  in  three 
months — show  that 
consimiers  approve  of 
what  the  company  is 
selling. 

To  be  sure,  it's 
tricky  to  compare 
pi'ices  for  old  pro- 
grams with  newer 
ones  with  more  fea- 
tures. But  research 
by  PC  Data  Inc., 
which  tracks  such 
sales,  seems  to  sup- 
port the  consumer 
advocates'  findings: 
The  average  retail 
price  of  all  Microsoft  softwai'e  went  fi'om 
$91.27  in  1996  to  $106.17  now.  In  con- 
trast, the  average  price  for  all  softwai'e 
tracked  by  the  fii-m  was  $44.08  in  1996, 
dropping  to  $41.70  in  1998. 

Echoing  the  Justice  Dept.'s  claims,  the 
consumer  groups  warn  that,  unchecked, 
Microsoft's  dominance  in  software  could 
extend  to  the  Net  and  raise  costs  there, 
too.  And  they'i'e  asldng  Senator  Orrin 
Hatch  (R-Utah),  head  of  the  Senate  Ju- 
diciaiy  Committee,  to  consider  oversight 
and  possible  legislation  to  rein  in  the 
software  maker.  So  even  if  Microsoft 
beats  Justice  in  comt,  it  may  still  have 
trouble  in  Washington. 

By  Amy  Coriese  in  New  York 


BUSINESS' 
FIRST  CHOICE 


CHIPPING  AT 
INTEL'S  LEAD 

AMD  is  getting  a  lock  on  the 
sub-$l,000  PC  market 

All  right,  so  "AMD  Inside"  does 
quite  roll  off  the  tongue  like 
popular  Intel  Inc.  ad  campaign, 
it's  a  fact:  Suddenly,  amd  chips,  iJ 
those  of  Intel,  are  inside  the  majorityl 
personal  computers  now  sold  throu 
U.  S.  computer  stores.  During  the 
tln-ee  weeks  of  September,  nearly  h 
all  the  desktop  computers  sold  thro 
retailers  used  the  amd  K6  microproc 
sor,  according  to  market  researcher 
Data  Inc.  That's  a  dramatic  gain  fro" 
year  ago  when  92%  of  those  same 
chines  had  Intel  chips  inside.  Now,  O' 
43%  of  retail  PCs  sold  use  Intel.  Says 
ternational  Data  Corp.  analyst  Ke 
Hemy:  "PC  makers  finally  have  a  via 
alternative." 
BIGGER  CHALLENGE.  And  AMD  itself 
looking  a  lot  healthier.  On  Oct.  6,  c'' 
maker  amd  wowed  Wall  Street  by 
porting  a  $1  million  profit  for  its  t' 
quarter  ended  Sept.  27.  Analysts  w 
expecting  the  company  to  lose  arou 
$15  million  for  the  quarter,  amd  1 
$31.7  million  during  the  third  qua 
last  yeai".  Thanks  to  its  K6  chip,  reve" 
for  the  quarter  grew  15%>  to  $685.5 
lion,  up  from  $596.6  million  a  year  e< 
lier.  Crows  amd  ceo  W.J.  Sanders  I 
"The  K6  carried  the  water." 

The  K6  is  kicking  silicon  where  In 
is  weakest:  microprocessors  for  si|| 
$1,000  PCs,  which  are  expected  to  ma 


on  Executive  Education  is  a 


a  broc 


perspective.  From  a  faculty  broad  enough  to  providi 


News:  Analysis  &  Commentary 


up  between  o09c  to  60%  of  computer 
sales  this  holiday  season.  With  a  24% 
share  of  that  segment,  Intel  is  trailing 
fai'  behind  AMD,  whose  chips  are  in  58% 
of  the  sub-$l,000  PCs  sold.  Analysts  be- 
lieve AMD's  share  of  inexpensive  PCs 
could  reach  as  much  as  65%  duiing  the 
fourth  quarter. 

CHEAP  THREAT.  Intel  may  have  a  big- 
ger problem  ahead.  The  real  danger,  an- 
alysts say,  is  the  erosion  of  Intel's  stellai' 
status  in  the  highly  profitable  coiporate 
and  PC-sen'er  mai'kets.  Wliat  AMD's  mai'- 
ket-share  gains  suggest  is  that  con- 
sumers are  bujing  PCs  based  on  price, 
not  the  brand  of  microprocessor.  Coipo- 
rate buyers,  analysts  say,  may  follow 
suit.  The  momentum  of  K6  in  consumer 
mai'kets  "gives  AMD  sufficient  credibility 
to  attack  the  corporate  market,"  says 
Vadim  Zlotnikov,  an  analyst  at  Sanford 
C.  Bernstein  &  Co. 

A  GIANT'S 
SHRINKING  SHARE 
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3  WEEKS  OF  THE  MONTH 


To  be  sure,  Intel  is  not  in  gi-ave  dan- 
ger. iDC's  Hemy  figiu-es  82%  of  all  desk- 
top PCS  sold  in  the  U.  S.  this  year  will 
use  Intel  microprocessors.  AMD,  mean- 
while, is  likely  to  finish  the  year  with  a 
12%  share  of  all  machines  sold.  And 
Zlotnikov  sees  Intel  retaining  92%  share 
of  PC  revenues,  compared  to  amd's  6%. 

Still,  analysts  aren't  sui'e  those  per- 
centages will  hold.  Intel  isn't  talking 
about  its  plans  to  stop  the  losses  to 
AMD  as  well  as  to  Cyrix  Coip.,  another 
rival  chipmaker  Experts  say  Intel  has 
to  continue  cutting  the  price  of  its  low- 
end  Celeron  microprocessors,  which  ai'e 
still  at  least  10%  more  expensive  than 
AMD's  KB.  But  analysts  are  more  fo- 
cused on  Intel's  ability  to  protect  its 
high-end  chip  business,  w'hich  produces 
its  fattest  profits.  They  expect  the  com- 
pany to  step  up  the  introduction  of  high- 
er performance  chips,  including  more 
poweiful  versions  of  its  Pentium  chips. 
"They  can't  afford  to  lose  that  edge," 
says  iDC's  Henry.  Not  with  amd  having 
the  inside  track  with  consumers. 

Irii  Sager  in  New  'i'ork,  with  Andy 
Rciulmrdt  in  San  Mateo,  Calif. 


THE  INTERNET 

ANY  PORTAL 
IN  A  STORM 

Netscape  aims  to  be  top  pick 
for  business  entry  to  the  Web 

For  months,  Netscape  Communica- 
tions Corp.  has  been  looking  Uke  an 
Internet  has-been.  As  portal  sites 
such  as  Yahoo!,  Excite,  and  Lycos 
scooped  up  enthusiastic  Netizens, 
Netscape— the  original  Internet  compa- 
ny— idled.  Battered  fi-om  its  Web  brows- 
er war  with  Microsoft  Corp.  and  late 
to  the  portal  game,  Netscape  seemed 
stuck  in  the  slow  lane. 

Now,  Netscape  has  a  new  plan  to  get 
back  in  the  game.  On  Oct.  8,  the 
company  was  scheduled  to  an- 
nounce a  strategy  to  make  its 
NetCenter  site  the  portal  of 
choice  for  businesses.  The  idea  is 
to  make  NetCenter  the  heart  of 
col^3orate  "intranets"  by  using  it 
to  blend  coiporate  information — 
sales  updates,  stock  quotes,  trav- 
el, or  expense  policies — with  a 
customized  selection  of  fai'e  fi-om 
the  Worid  Wide  Web. 

It's  another  move  in 
Netscape's  six-month-old  strategy' 
to  concentrate  on  coiporate  In- 
ternet technology.  Yahoo  I  and 
Excite  have  developed  consumer 
audiences  that  are  generating 
hefty  advertising  revenues,  but 
they  don't  yet  have  the  contacts 
and  technology  to  address  the 
business  mai'ket.  Tlie  only  \iable 
competitor  is  PointCast  Inc., 
which  sells  a  similar  sei-vice  to 
companies  like  Hewiett-Packard 
Co.  Says  Netscape  Executive 
Vice-President  Mike  Homer: 
"This  is  an  area  where  we  ha\-e  more 
experience  than  anyone." 
TRAFFIC  PROBLEMS.  Netscape  isn't  con- 
ceding the  race  for  consumers.  Net- 
Center  is  still  the  fifth  most  visited 
site  on  the  Web  and  generates  $39  mil- 
lion in  ad  revenue  as  a  result — about 
26%:  of  Netscape's  $150  million  in  rev- 
enues, in  the  quarter  ended  July  31. 
But  many  of  those  visitors  are  auto- 
matically directed  to  the  Netscape  site 
when  they  use  Netscape's  Navigator 
browser.  With  Netscape's  browser 
share  falhng  to  41.5%,  from  50%  in  the 
fii'st  half  of  1998,  according  to  Interna- 
tional Data  Corp.,  the  company  needs 
to  drum  up  more  traffic. 


Corporate  portals  could  help.  1 
Netscape  succeeds  in  signing  compani( 
up  for  the  senice,  it  stands  to  add  ne' 
visitors  to  NetCenter  by  the  wagonloai 
roping  in  every  employee  with  a  P( 
Visteon  Automotive  Systems,  for  ii 
stance,  a  $17  billion  auto-componenl| 
division  of  Ford  based  in  DearborJ 
Mich.,  is  making  plans  to  hook  up  12,00 
employees  in  21  different  countries  t 
NetCenter 

RENT  THIS  SPACE.  How  will  Netscaf 
make  money  off  its  corporate  port 
business?  The  same  way  it  does  now- 
by  selling  ads  and  network  links  to  bus 
nesses  that  want  to  reach  NetCentf 
visitors.  Those  ads  w'ould  appear  ori 
wiien  corporate  users  ventui-e  outsic 
the  business  intranet — still  using  tl 
NetCenter  filter — to  get  then-  fix  on  tl 
Web.  Next  spring,  according  to  Homei 
Netscape  wiU  begin  adding  links  to  conli: 


CLICK  FOR  CASH 

Netscape's 
Homer:  Give 
corporations  a 
custom-made 
Web  center,  and 
make  money  off 
ads  and  links 


pany-approved  vendors  such  as  offici 
supply  companies  or  software  stores- 
with  those  vendors  pa\ing  Netscape  f 
that  real  estate. 

For  all  the  promise  of  coiporate  pctiipajs' 
tals,  analysts  aren't  changing  thei 
earnings  estimates  yet.  Homer  wan' '^ciica,: 
business  ser\ices  to  add  20%  to  30%  | 
NetCenter's  revenue  stream,  proje([ 
ed  to  reach  $44  million  in  the  quartji 
that  ends  Oct.  31.  "It's  an  importa|(r> 
strategic  sales  tool,"  says  Daniel  .' 
Rimer,  an  analyst  with  Hambrecht  j 
Quist  LLC.  It  could  also  be  coming  to! 
desktop  near  you.  i 

By  Paul  C.  Judge  in  Boston, 
Steve  Hamm  in  San  Mateo  i 


We  connect. 


obody  knows  Asia  like  we  do.  Especially  when  it  comes  to  connecting  people  and  businesses  between  nations, 
-s  Japan's  leading  telecom  provider  for  over  100  years,  we've  been  serving  our  customers  with  cutting-edge 
■;)mmunications  to  give  people  the  means  to  connect  globally.  Today,  Ai'cstar  Global  Communications  Services 
iiite  the  United  States  and  Asia  via  our  high-speed  infocommunication  highway.  And  our  Global  Systems 
Integration  Services  provide  fail-safe  solutions  for  end-to-end  corporate  connections  around  the 
kTCStar        planet.  Now,  communicating  with  Asia  is  a  simple  matter  of  connecting  with  the  right  partner. 
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NIPPON  TELEGRAPH  AND  TELEPHONE  CORPORATION 


Builders  of  the  infocommunications  age 
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For  more  information  on  how  NTT  can  connect  you, call  I ■800-4-NTT-US.A 

http://info.ntt.co.jp/global 


In  Business  This  Week 


EDITED  BY  PAT  WECHSLER 


JUSTICE  TRIES  TO 
BUST  A  CARD  GAME 

ox  OCT.  7,  THE  JUSTICE  DEPT. 

filed  a  long-simmering 
antitrust  suit  against  Visa 
and  MasterCard  Internation- 
al. The  allegations  include 
claims  that  the  card  networks 
stifle  industry  competition. 
The  suit  seeks  to  end  Visa 
and  MasterCard  rules  that 
bar  member  banks  from  issu- 
ing cards  offered  by  smaller 
rivals,  such  as  American 
Express  and  Discover/Novus. 
Justice  also  contends  that 
Visa  and  MasterCard  don't 
effectively  compete  with  each 
other  because  the  same  banks 
own  both  networks.  The  gov- 
ernment wants  banks  to  have 
a  governing  role  in  only  one 
card  company.  Some  credit- 
card  experts  contend  that  if 


CLOSING  BELL 


SHORT  CIRCUIT 

Circuit  City  shares  got  a  lift 
on  Oct.  6  when  the  retailer 
announced  strong  September 
sales,  up  21%  overall  and 
11%  on  a  same-store  basis 
in  its  consumer-electronics 
business.  But  shares  fell  the 
next  day  to  3 1/<,  43%  off 
their  52-week  high,  set  in 
July.  Investors  continue  to  be 
concerned  about  Circuit  City's 
new  ventures:  its  Car  Max 
superstores,  where  same- 
store  sales  were  off  3%,  and 
its  launch  in  September  of  a 
DVD  player,  called  Divx,  with 
disks  that  are  incompatible 
with  players  on  the  market. 
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OAIA  BLOOMBERG  FINANCIAL  MAKKETS 


big  banks  must  drop  one  card 
from  their  rosters,  that  could 
lead  to  customer  disruptions 
and  big  costs. 

AMAZON.COM 
FEELS  THE  HEAT 

GERMAN  MEDIA  GIANT  BER- 

telsmann  and  Barnes  & 
Noble  are  joining  forces  in  a 
bid  to  unseat  leading  cyber 
bookseller  Amazon.com.  On 
Oct.  6,  Bertelsmann  agreed 
to  pay  $200  million  for  a  50% 
stake  in  barnesandnoble.com. 
The  bookstore  giant  retains 
the  other  half.  Each  agi-ees  to 
contribute  $100  million  in 
fresh  capital.  An  IPO  for 
barnesandnoble.com  is  on 
hold  until  1999's  first  quarter, 
and  Bertelsmann  still  plans 
to  launch  its  own  Books- 
Online  in  Europe  in  Novem- 
ber. The  deal  unsettled  Ama- 
zon  investors:  Shares 
dropped  14%  the  next  day. 

STATE  FARM  GETS 
HAULED  INTO  COURT 

CUTTING  CORNERS  CAN  COST 

you.  Just  ask  State  Farm 
Mutual.  The  U.S.  Supreme 
Court  recently  decided  that 
the  nation's  largest  property 
and  casualty  insurer  will 
have  to  defend  itself  against 
a  $2  billion  class  action  in  Illi- 
nois next  spring.  The  suit, 
which  State  Farm  had  asked 
the  court  to  limit  in  scope, 
alleges  that  it  violated  policy 
contracts  by  forcing  cus- 
tomers to  accept  cheaper 
parts  to  repair  wrecks, 
instead  of  replacing  parts 
with  ones  identical  to  the 
carmaker's.  As  many  as  5  mil- 
lion State  Farm  policyholders 
in  up  to  48  states  could  join 
the  suit. 


A  SHINY  QUARTER 
FOR  MOTOROLA 

FEELING  A  LITTLE  MORE  CHIP- 

per?  Motorola  is  giving 
investors  a  glimmer  of  hope 


HEADLINER:  RICK  WAGONER 


STATIONING  WAGONER 


Rick  Wagoner  and  Gener 
al  Motors  are  enjoying 
October  so  far.  On  Oct.  5, 
GM  announced  it 
recouped  more  than 
nine  points  of 
market  share  in 
September  to 
reach  30.5%  of 
U.  S.  car  and 
truck  sales, 
recovering  neat- 
ly from  summer's 
strike.  Next  day,  GM 
announced  a  global  consol- 
idation that  anointed  Wag- 
oner, the  45-year-old  head 
of  gm's  North  American 
auto  business  since  1994, 
as  coo  and  president  of 
the  newly  unified  $136  bil- 
lion domestic  and  interna- 
tional auto  business.  That 
puts  him  second  in  line  to 
succeed  CEO  Jack  Smith. 


Still  ahead:  Vice-Chair- 
man Harry  Pearce,  56, 
who  is  being  treated  for 
leukemia. 

With  this  shuf- 
fling of  seats,  the 
odd  man  out  is 
Louis  Hughes, 
considered 
Wagoner's  main 
rival.  Hughes 
fell  out  of  favor 
after  prolonged 
squabbling  with  gm 
managers  in  Europe.  As 
president  of  gm's  domestic 
auto  business,  Wagoner 
boosted  net  margins  from 
0.7%  in  1994  to  2.7%  for 
the  first  half  of  1998,  al- 
though gm's  U.  S.  market 
share  fell  more  than  four 
points  in  that  same  period. 

By  Katie  Kermri\ 
in  Detroi 


that  it  can  recover  from  its 
woeful  financial  performance 
of  late.  On  Oct.  5,  the  maker 
of  chips  and  telecommunica- 
tions gear  released  third- 
quarter  earnings  that  sound- 
ly  beat  Wall  Street's 
expectations.  Motorola 
earned  $40  million,  or  7^  a 
share,  before  special  charges, 
on  sales  of  $7.15  billion.  The 
numbers  surprised  analysts 
who  predicted  earnings  of  a 
penny.  More  important. 
Motorola — which  has  said  it 
needs  to  save  $750  million 
and  cut  15,000  workers — 
bested  its  own  estimate  of 
cost  savings  of  $100  million  in 
the  quarter  by  40%. 


BOSTON  CHICKEN'S 
SKY  IS  FALLING 


BOSTON  CHICKEN  IS  OFFICIAL- 

ly  fried.  On  Oct.  5,  five  years 
after  it  was  one  of  the 
hottest  IPOS  of  the  year,  it 
filed  for  Chapter  11  protec- 
tion. The  home-style  roast 


chicken  takeout  chai 
expanded  far  too  fast,  groi 
ing  from  34  stores  in  1992 
1,143  by  1997.  But  it  was  i 
franchisee-financing  schen 
that  ultimately  undid  it.  Tl 
company,  which  was  head< 
by  former  Blockbuster  Vidi 
execs  Scott  Beck  and  Sas 
Nadhir,  has  been  strugglir' 
to  restructure  all  year.  Bij 
faced  with  an  Oct.  17  deai 
line  for  both  its  bank  cred 
line  and  $283  million  in  senii 
debt,  it  could  no  longer  star 
the  heat.  j 

ETCETERA... 


■  A  shareholder  suit  again 
Walt  Disney  over  Mike  Ovil 
severance  was  dismissed,  i 

■  Lycos  acquired  online  se\< 
vice  Wired  Digital  for  $1!' 
million  in  stock. 

■  Cendant  canceled  its  Prt 
vidian  deal,  and  its  Americ; 
Bankers  buy  looks  shaky. 

■  Raytheon  cut  5,300  jol 
after  a  disappointment 
quarterly  earnings. 
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Wh  EN  THE  Boeing 

Delta  IV  team 
wanted  a  strategic 
Internet  partner, 
US  Web  had 

THE  RIGHT  STUFF. 


Microsoft 


sw  'eh  Internet  strategies  and 
I  'osoft  technolog}'  are  helping 
the  Boeing  Delta  IV  team 
cut  the  cost  of  launching  a 
payloacl  i)Uo  space. 


I  he  Boeing  Delta  IV  program  is  revolution- 
izing how  satellites  are  put  into  orbit.  So  when 
they  wanted  strategic  Internet  expertise,  they 
selected  a  pailner  with  the  same  pioneering  spirit. 

The  USWeb  team  worked  with  them  in 
many  areas,  from  analyzing  infrastmcture  re- 
quirements and  data  How,  to  expanding  their 
data  center  and  document  management  system. 
By  finding  new  ways  to  harness  technology. 


we're  supporting  the  Boeing  Delta  IV  team's 
goal  of  providing  more  launches  with  more 
options  to  more  companies  than  ever  before. 

Our  strategic  p;ulnership  with  Microsoft  gave 
us  the  best  technology  for  integrating  data  sys- 
tems, technologies  and  team  members  in  different 
cities  and  on  different 
platforms.  The  bottom 

me  benefits?  Increased  collaboration  and  data 
utilization,  plus  streamlined  IT  resources. 

Toshiba,  NBC  and  REl— just  a  few  of  the 
many  different  types  of  clients  who've  turned  to 
USWeb  to  gain  a  ccMiipetitive  edge.  Not  to  men- 
tion 27  of  the  Fonune  100.  We're  a  full-service 
Internet  consulting  firm  with  a  broad  range  of 
expertise  in  everything  from  strategic  planning  to 
network  operations  and  security,  to  brand  devel- 
opment and  awai'd-winning  design.  A  single  source 
for  all  your  Intranet.  Intemet  or  Extranet  solutions. 

So  launch  your  own  strategy  with  USWeb. 
Call  or  visit  our  Web  site  and  learn  how  we  can 
be  your  strategic  partner  for  the  information  age. 

Read  our  white  paper  Success  in  the  Internet  Economy: 
www.usweb.com  l-888-USWEB-411,EXT.  85 


US  WEB 


©1998  USWet)  Corporation  USWeB,  the  USWeb  logo  and  A  Strategic  Partnef  (or  the  Information  Age  are  traoemarks  of  USWeb  Cotporalio 
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C0MFU5EP  ABOUT  FINPIN6  THE  RI6HT  WUTUAL  FUNP5? 
FOR  5TARTER5,  TAKE  THIS  METLIFE  QUIZ. 

With  nearly  10,000  mutual  funds  to  choose  from,  how  do  you  look  for  the  one  that  meets 
your  needs  and  resources  best?  Answering  these  questions  will  help  you  identify  what  you 
have  to  consider  when  choosing  mutual  funds,  and  in  deciding  what  to  discuss  with  your 
MetLife  financial  professional. 


YES 


NO 


1 .  Do  you  know  how  to  diversify  your  investments  to 
take  advantage  of  the  ups  and  downs  in  the  market? 

2.  Do  you  have  the  time,  experience  and  resources 
to  manage  your  investments? 

3.  Do  you  know  how  to  get  the  most  return  on  your 
investments  for  the  least  amount  of  risk? 

4.  Will  your  investments  provide  you  with 
enough  money  to  meet  all  your  goals? 


If  you  answered  "No"  to  any  of  these  questions, 
talk  to  a  MetLife  financial  professional.  We'll 
meet  with  you  to  help  work  out  a  plan  that 
gives  you  the  control  and  results  you  want  for 
your  financial  future.  Call  us  at  1-800-MetLife 
for  our  free  brochure,  Investing  In  Mutual 
Funds. 

Or  visit  our  website  at  www.metlife.com. 

1-800-MetUfe 

GETMET.ITPAVS. 


www.metlife.com 


<£i  ^998  Metropolitan  Life  Insurance  Co..  NY,  NY  98082NGP  MLIC-LD    Mutual  Funds  offered  by  MetLife  Securities.Inc  ,  One  Madison  Ave,.  NY  NY  10010 
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INIONS:  LABORING  MIGHTILY 

0  AVERT  A  NIGHTMARE  IN  NOVEMBER 


t's  an  election-night  scenario  that  makes  afl-CIO  Presi- 
dent John  J.  Sweeney  sweat:  Democrats  disgusted  with  Bill 
Clinton  stay  home  while  a  massive  turnout  of  outraged  Re- 
blicans  gives  the  GOP  its  first  filibuster-proof  Senate  since 
;  Teddy  Roosevelt  era.  That  prospect  is  behind  a  furious 
)und  war  labor  has  launched  to  avert  disaster  on  Nov.  3. 
Unions  hope  to  stop  the  gop  from  picking  up  five  Senate 
its.  That  would  give  Republicans  the  magic  60  needed  to 
i  the  delaying  tactics  used  by  Dems  to  block  antilaboi- 
IS.  Top  goals  include  protecting  prolaboi'  incumbents  Bar- 
"a  Boxer  in  California  and  Harry 
id  in  Nevada.  Si,rong  tui'nout  could 

0  help  Dems  cling  to  seats  in  South 
rolina,  Wisconsin,  Kentucky,  and 
kansas — and  unseat  gop  incumbents 
New  York  and  North  Cai'olina.  Frets 
op  Hill  Democratic  strategist:  "If 
y  don't  turn  out,  we  lose." 
TING  PAVEMENTS.  Losing  would  hv 
'astating  for  labor.  The  gop  would 
^e  the  leverage  to  pass  legislation 
h  as  bills  to  limit  unions'  political 
nding,  curb  compensatoiy  overtime, 

1  gut  the  Occupational  Safety  & 
alth  Administration.  "If  they  got  to 

[Senate  Majority  Leader 'Ti-ent]  Lott  [R-Miss.]  could 
^'e  a  lot  of  his  agenda  that  he's  blocked  from  doing  now," 
:s  AFL-CIO  Legislative  Affairs  Director  Peggy  Taylor, 
at's  more,  it  would  be  easier  for  Republicans  to  team  up 
h  Democratic  moderates  to  ovenide  a  Presidential  veto, 
^he  AFL-cio's  plan:  Ignore  the  sex  scandal  and  drive  its  13 
ion  members  to  the  polls  by  focusing  on  hot-button  issues 
've  Democrats  get  high  public  marks,  such  as  protecting 
ial  Security  and  improving  health  care.  But  instead  of 
dng  the  case  through  a  1996-style  blitz  on  the  aii-waves, 

campaign  will  be  fought  on  the  streets, 
'he  federation  has  budgeted  $5  million  for  TV  ads 


CAPITAL  WRAPUP 


BOXER  ON  THE  STUMP:  A  must-hold  seat 


wliile 


pouting  at  least  $18  million  into  a  get-out-the-vote  drive.  Some 
300  paid  activists  will  lead  the  effort,  vs.  135  hu-ed  in  '96. 
They're  working  with  locals  to  get  thousands  of  volunteers  to 
make  house  calls  and  visit  work  sites.  To  maximize  its  impact, 
the  AFL-cio  also  is  focusing  on  just  8  Senate  races  and  45  tight 
House  contests — down  from  over  100  two  yeai-s  ago.  Labor  has 
given  up  hopes  of  recaptming  the  House  for  the  Democrats, 
but  it's  trying  to  keep  losses  in  the  single  digits. 

Labor's  key  battleground:  Cahfornia,  where  staunch  ally 
Boxer  is  slipping  behind  her  gop  rival.  State  Ti-easm-er  Matt 
Fong,  among  likely  voters.  To  help 
Boxer,  Democratic  gubernatorial  nomi- 
nee Gray  Davis,  and  a  half-dozen  De- 
mocrats in  close  House  contests,  labor 
is  trying  to  repeat  its  organizational 
magic  of  last  June.  That's  when  a  sur- 
prisingly large  union  vote  doomed  a 
state  ballot  initiative  to  curb  union 
sjiending  on  politics.  By  late  October, 
ihor  officials  hope  to  have  8,000  vol- 
unteers on  the  streets.  "We  don't  talk 
about  the  scandal,  but  we  do  tell  oui' 
members  that  [overall]  turnout  is  ex- 
pected to  be  lower,  so  our  vote  can 
make  the  difference,"  says  Arlene  Holt, 
an  AFL-CIO  official  working  in  California. 

The  AFL-CIO  is  supplementing  the  door-to-door  and  phone- 
bank  campaigns  with  mass  mailings  that  compare  candidates' 
positions  on  issues  such  as  trade  and  Social  Security.  Already, 
eveiy  union  household  in  the  state — 1.4  iralKon  adults — has  re- 
ceived two  mailings.  They'll  get  up  to  foui-  more  by  Nov.  3. 

Laboi-'s  push  has  the  gop  wonied.  "It  rivals  any  gi-ound  war 
we've  ever  seen,"  says  the  National  Republican  Congi-essional 
Committee's  Mary  Crawford.  The  gop  is  coimteiing  with  a  TV 
baiTage  costing  over  $30  million.  But  if  labor  mobilizes  its 
troops  on  Election  Day,  the  Dems  may  yet  avert  disaster. 

By  Aaron  Bernstein  and  Richard  S.  Dunham 


INGING  JUDGE  McCONNELL?      INDEPENDENTS  SWING  RIGHT      THE  VIRTUAL  RALLY 


If  the  House  impeaches  President 
inton,  his  fate  in  the  Senate  will  be 
anaged  by  one  of  the  chamber's 
rcest  partisans.  When  a  new  Con- 
ess  convenes  next  year,  Senator 
itch  McConnell  (R-Ky,),  who  heads 
e  National  Republican  Senatorial 
tmmittee,  will  become  chairman  of 
8  rules  panel  that  would  oversee  a 
al.  McConnell,  who  led  the  fight  to 
1  campaign-finance  reform,  will 
place  the  courtly  John  Warner  (R- 
.),  not  known  for  hardball  politics. 


►  While  both  parties  are  focused  on 
delivering  their  loyalists  to  the  polls 
on  Nov.  3,  close  elections  will  be 
decided  by  independent  voters.  And 
that  could  be  bad  news  for  Demo- 
crats. In  an  Oct.  4-6  Zogby  Interna- 
tional poll,  independents,  by  3  to  1, 
say  they're  less  likely  to  back  a  candi- 
date who  voices  support  for  President 
Clinton.  Zogby,  a  nonpartisan  polling 
firm,  says  most  independents  also 
want  Republicans  to  keep  their  con- 
gressional majority. 


►  It's  the  first  cybermarch  on  Wash- 
ington. Two  public  advocacy  groups — 
Third  Millennium  and  Economic  Secu- 
rity 2000  Action — are  rallying  citizens 
to  back  Social  Security  reform  over 
the  Internet.  As  of  Oct.  9,  people  can 
chck  www.march.org  to  urge  pols  to 
raise  the  retirement  age  to  70,  set  up 
benefit  means-testing,  and  let  individ- 
uals invest  part  of  their  payroll  taxes. 
Hoping  for  250,000  E-mails,  the 
groups  plan  to  route  them  all  to  Capi- 
tol Hill  on  one  day  in  January. 


International  Business 


JAPAN 


THE  CITIES 
ARE  SINKING 

Japan's  next  big  financial  mess  is  here 


Among  the  world's  great  metropo- 
Hses,  no  city  seems  better  man- 
aged or  more  prosperous  than 
Tokyo.  The  smoothly  nmning  sub- 
way, the  immaculate  parks,  the  unob- 
trusive police  booths  at  every  major 
coi'ner,  the  absence  of  dangerous  slums, 
the  well-maintained  schools — it  all  gives 
the  impression  of  a  carefully  planned, 
well-tended  place,  a  marvel  of  urban 
engineering.  Western  visitors  are  al- 
ways hard-pressed  to  find  evidence  of 
Japan's  crisis  when  they  roam  the  Tokyo 
streets,  taking  in  the  sights  of  the  Gin- 
za  or  sipping  latte  from  one  of  Star- 
bucks' newest  outlets. 

Yet  looks  can  be  deceiving.  In  the 
past  few  days,  Tokyo  city  officials  have 
come  clean  on  their  own  version  of  the 
Asian  crisis — a  gargantuan  budget 
emergency  that  could  cost  billions  to 
fix.  And  Tokyo  isn't  the  only  Japanese 
city  in  need  of  some  major  financial  re- 
newal. In  fact,  the  news  coming  out  of 
Japan's  pi-efectural  and  municipal  offices 
is  fiscally  terrifying.  Briefly  put,  the  lo- 
cal Japanese  governments  are  broke,  or 
very  nearly  so.  They  are  going  through 
a  financial  collapse  that  poses  another 
major  challenge  besides  the  banking  cri- 
sis (table).  And  if  the  central  planners  in 
Tokyo  think  that  Japan's  city  halls  can 
finance  new  public  works  to  revive  the 
economy,  they  may  be  in  a  for  a  veiy 
nasty  surprise. 

"HIGHLY  DANGEROUS."  To  get  a  sense 
of  what's  going  on,  it's  important  to  re- 
alize the  role  that  the  prefectures  and 
city  governments  of  Japan  have  played 
in  building  public  works,  keeping  con- 
struction companies  prosperous,  and 
generating  jobs.  For  decades,  the  Min- 
istiy  of  Finance  has  shuffled  off  much  of 
Japan's  deficits  onto  the  local  govern- 
ments. The  Diet  would  order  up  some 
public  works,  and  the  central  govern- 
ment would  foot  the  bill  for  many  of 
thein.  But  the  governments  of  Tokyo, 


Kyoto,  Osaka,  Nagasaki,  and  other  lo- 
calities would  also  issue  bonds  in  their 
own  name  to  pay  for  many  of  the  new 
fishing  ports,  hai'bors,  and  other  projects 
of  questionable  value. 

It  was  a  clever  way  to  keep  a  lot  of 
the  spending  off  the  books  of  the  central 
government.  Says  Tokyo  University 
government-finance  specialist  Naohiko 
Jinno:  "It's  somewhat  like  the  way  big 
Japanese  companies  use  their  sub- 
sidiaries to  keep  their  own  flinances  in 
shape."  Since  1992,  the  government  has 
budgeted  $300  billion  for  public  works. 
Local  governments  were  told  to  come 
u]3  with  28%  of  that  amount. 

The  freewheeling  spending  benefit- 
ed lots  of  politically  connected  compa- 
nies and  gave  many  mayors  big  budgets 
to  play  with.  But  now  local  officials  are 
in  a  panic  because  the  overspending 
has  brought  them  to  the  brink:  The 
governments  of  Tokyo,  Osaka,  and 
Kanagawa,  the  prefecture  for  Yoko- 
hama, have  edged  close  to  insolvency 
and  may  have  to  fall  under  central  gov- 
ernment supervision  to  sort  out  their 
debt  mess.  It's  as  if  New  York,  Chicago, 
and  Los  Angeles  all  reported  acute  fis- 
cal crises  at  the  same  time.  "We  are 
moving  into  a  highly  dangerous,  critical 

Japan's  Local 
Debt  Crisis 


PREFECTURE 

TOTAL  DEBT  * 

(BILLIONS) 

DEBT  AS  %  OF 
LOCAL  ECONOMY 

TOKYO 

$58.4 

81% 

OSAKA 

19.6 

66 

KANAGAWA 

10.4 

47 

KOCHI 

1.8 

99 

AKITA 

1.2 

99 

*year  ending  3/97 

DATA;  MERRILL  LYNCH  &  CO, 

condition,"  concedes  Ti^utomu  Usliioda, 
budget  official  with  the  Tokyo  metnjsillt!  i'l 
politan  government. 

Not  only  are  these  cities  taking  hug  i 
hits  from  sliding  corporate  and  personij 
tax  revenues  but  they  are  still  bein| 
strong-armed  by  the  central  goverr! 
ment  to  assume  more  debt  to  hel[^B 
bankroll  a  $124  billion  public-work 
package  announced  last  April.  Yet  feV^ivp  i 
regional  governments  now  have  th 
stomach  to  borrow  more.  Alreadj  • 


Japan's  local  government  debt  is  rougl 
ly  2%  of  gi'oss  domestic  product,  we 
over  twice  the  level  for  regional  go^ 
emments  in  other  industrialized  nation 
Debt  at  five  of  the  most  leveraged  pr<  a 
fectures  comes  to  $90  billion.  Some  ( n 
the  figixres  make  Japan's  cities  look  lit 
wobbly  emerging-mai'ket  states.  In  199i&i„(^|^ 
Kanagawa  ran  a  budget  deficit  equal  t| 
nearly  24%  of  its  annual  expendituret  jjjuujj. 
Nagasaki,  Hyogo,  Akita,  and  Kochi  ai 
in  similar  straits. 

Moreover,  many  of  these  cities  ai 
now  waging  a  quiet  revolt  against  tl 
central  government.  Recent  legislatic 
has  given  the  localities  a  little  more  ai| 
tonomy  from  Tokyo,  and  they  are  usiri  ^  ^j^,, 
that  wiggle  room  to  delay  the  projec'Iiinfj ' 
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WHERE  CAN  TOKYO 
CITY  GOVERNMENT 
FIND  COVER? 


ml 


the  central  planners  think  local  governments  can 
lance  a  round  of  public  works  that  might  revive  the 
onomy,  they're  in  for  a  nasty  surprise 


have  been  forced  to  budget  for. 
le  public-construction  starts  spon- 
d  by  the  central  government  are 
ing  steady,  those  launched  by  local 
!rnments  have  dropped  20%  this 
from  1997.  As  a  result,  Finance 
ster  Kiichi  Miyazawa's  pledge  that 
,n  would  spend  its  way  out  of  re- 
on  may  not  prove  true  at  all.  That's 
dally  troublesome  since  the  big  Oct. 
lly  in  the  Nikkei  was  based  partly 
lopes  of  a  huge  spurt  in  public- 
vS  spending.  "There's  considerable 
t  that  this  one  remaining  soui'ce  of 
uid  in  the  economy  will  have  any- 
r  more  than  a  modest  impact,"  fig- 
analyst  Ron  Bevacqua  of  Memll 
■h  &  Co. 

uth  to  tell,  the  govemment  should 
be  recycling  Japan's  vast  savings 
into  public  concert  halls,  resort 


spas,  and  generous  social  services.  For 
one  thing,  it  does  a  lousy  job  of  allocat- 
ing the  money.  In  the  Tokyo  area,  some 
$30  billion  has  been  dispensed  to  build 
such  projects  as  a  lavish  metropolitan 
headquarters  and  two  intei'national  ex- 
hibition centers  that  were  unneeded, 
notes  Yasimobu  Watanabe,  a  Tokyo  pre- 
fectural  assemblyman  and  member  of 
the  Japan  Communist  Party.  "They 
should  have  reviewed,  frozen,  or  can- 
celed these  projects,"  says  Watanabe. 
LARGEST  SPREAD.  The  spending  spree 
has  left  Tokyo  prefecture  with  $2.2  bil- 
lion in  debt-service  costs  this  year. 
Those  obligations  will  rise  to  .$3.7  billion 
in  1999,  and  the  government  will  be 
hard-pressed  to  cover  them.  In  a  sign 
that  investors  ai-e  getting  edgy  about  all 
the  local  debt  in  Japan,  the  spread  be- 
tween 10-year  municipal  bonds  and  sim- 


ilar central  govem- 
ment  bonds  has 
widened  to  50  basis 
points — the  largest 
gap  ever  seen,  ac- 
cording to  the 
Japan  Local  Bond 
Assn. 

Now  the  cities 
have  to  raise  mon- 
ey with  new  levies. 
The  Osaka  govern- 
ment may  hike  the 
entrance  fee  for 
public  high  school 
students  tenfold  to 
cover  a  steep  drop 
in  tax  revenues.  In 
Tokyo,  politicians 
ai'e  thinking  about 
-crapping  the  "sil- 
\  er  pass,"  or  free 
ticket  on  many 
types  of  public 
transportation.  Lit- 
tle by  little,  ordi- 
nary Japanese  are 
going  to  have  to 
shoulder  more  of 
the  costs  of  social 
services  until  gov- 
ernments can  lower 
their  debt  levels  to 
sustainable  levels. 

As  the  reces- 
sion deepens,  it 
may  even  be  neces- 
sary to  bail  out 
Japan's  cities.  But 
that  presents  a  co- 
nundrum: If  the  cen- 
tral government 
needs  to  spend  billions  saving  the  bank- 
ing system,  how  is  it  going  to  come  up 
with  extra  sums  to  save  Tokyo,  Kana- 
gawa,  and  the  other  metropolitan  areas? 

Also,  if  the  cities  call  a  halt  to  their 
public  works,  then  Japan's  consti-uction 
companies — already  well  in  arrears  on 
loan  payments  to  the  banks — could  get 
into  deejjer  trouble.  And  that,  of  coiu'se, 
would  cause  more  woe  for  the  banks.  A 
separate  issue:  As  banks  start  calling  in 
loans  of  all  kinds  to  shore  up  theii'  capi- 
tal bases,  local  companies  will  be  stai^ved 
for  credit  and  be  forced  to  shutter  plants 
and  lay  off  workers.  Tliat  pain  wiU  reach 
the  prefectui-es  in  the  forni  of  even  low- 
er tax  revenues.  Slowly  but  surely,  the 
crisis  is  making  its  presence  felt  in  every 
city,  town,  and  hamlet. 

By  Brian  Brenmer  and  Miki 
Tanikawa  in  Tokyo 
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MALAYSIA 


MAHATHIR  GOULD  GET  MORE 
THAN  HE  BARGAINED  FOR 

At  November's  APEC  summit,  he'll  come  under  heavy  pressure 

The  scene  in  the  cramped, 
tropical  courtroom  on  Oct. 
5  in  Kuala  Lumpm-  was  as 
farcical  as  it  was  ciuel.  Judge 
Augustine  Paul,  waving  his 
long  bony  fingers  as  he  spoke, 
denied  bail  to  cashiered 
Deputy  Prime  Minister  Anwar 
Ibrahim.  The  defendant  wore  a 
neck  brace  and  bore  bruises 
from  what  he  says  was  a  police 
beating  in  jail,  where  he  awaits 
trial  on  charges  of  sodomy  and 
abuse  of  power.  One  of  his 
lawyers  complains:  "Right  now, 
he's  in  limbo." 

And  so  is  Malaysia.  Prime 
Minister  Mahathir  Mohamad, 
72,  has  alienated  his  recession- 
stinck  countiy  from  the  rest  of 
the  world  by  imposing  capital 
controls  and  by  jailing  Anwai', 
the  countiy's  strongest  propo- 
nent of  economic  refoiTn.  Now, 
Mahathir  and  his  policies  ai'e 
coming  under  pressure  from  all 
sides.  As  the  economy  woi-sens, 
a  refommsi  movement  smoldere 
in  the  streets  of  the  capital 
while  multinational  coiporations 
are  starting  to  complain.  His 
biggest  challenge  may  come  on 
Nov.  17-18,  when  he  hosts  an 
economic  summit  of  leaders 
from  Asia,  Japan,  and  the  U.  S. 
The  next  few  weeks  will  test 
Malaysia  and  the  isolationist 
sti-ategy  that  Mahathu-  espous- 
es to  save  the  region's 
economies. 

STREET-CLEANING.  A  month 
ago,  the  Asia-Pacific  Economic 
Cooperation  (apec)  summit 
was  not  Mahatliii^'s  major  wony.  At  that 
time,  with  Malaysia  in  recession  and  se- 
nior members  of  the  niling  party,  the 
United  Malays  National  Organization 
(UMNO),  starting  to  question  Mahathir's 
17-year  Premiership,  there  were  fears 
that  Anwai'  would  stage  a  poUtical  coup. 
Anwar  was  abeady  preaching  open  mar- 
kets and  defying  Mahathir's  efforts  to 
blame  the  recession  on  foreign  specula- 
tors. On  Sept.  2,  Mahathir  sacked  An- 
war as  Deputy  Prime  Minister  and  Fi- 
nance Minister  and  had  him  an-ested 


IS  days  later.  Anwar  says  the  charges 
against  him  ai'e  fabrications. 

By  hosting  a  smooth-nmning  apec 
summit,  Mahathir  would  like  to  regain 
international  credibility.  He  hopes  that 
by  banishing  protesters  and  beggars 
from  the  streets,  he  can  win  at  least  a 
gnidging  acceptance  for  his  contrarian 
economic  plan.  Still,  he  is  likely  to  con- 
tinue his  harangue  against  international 
capital  markets — the  very  issue  that 
pitted  him  against  the  West  and  against 
Anwar.  The  burning  question,  says  one 


diplomat:  "How  is  Mahathir  going  i! 
play  it,  and  what  dead  cat  is  he  going 
throw  on  the  table?" 

The  economy  is  still  deteriorating  d; 
spite  the  capital  controls  Mahathir  hd 
hoped  would  stop  the  slide.  The  econ! 
my  will  shrink  7%  this  year,  and  th 
ringgit  is  already  trading  at  a  13%  dij 
count  on  the  black  market.  It  could  gl 
worse  if  U.S.  and  Eui'opean  multinj 
tionals  such  as  Intel  Corj).  and  Microsd 
Corp.  lose  confidence.  Companies  areri 
leaving  yet,  but  some  projects  are  c 
hold.  Mahathir  has  promised  that  cor| 
panies  will  be  able  to  repatriate  profij 
and  dividends.  "From  our  standpoirj 
it's  wait  and  see,"  says  Tom  Freita 
president  of  the  American  Malaysis 
Chamber  of  Commerce. 
SYMPATHY.  "When  Mahathir  opens  tl 
APEC  summit,  he  could  get  more  than  1 
bargained  for.  Visiting  heads  of  stat 
Malaysia-based  foreign  executives,  ai 
Anwar  supporters  alike  all  have  the 
own  agendas.  In  meetings  with  tl 
Prime  Minister  in  early  October,  fo 
eign  business  leaders  ui-ged  liim  to  toi 
down  his  anti-Western  rhetoric.  Th( 
also  sought  assurances  that  capital  co 
trols  vrill  remain  in  place  no  longer  th; 
mid- 1999  and  that  he  will  welcome  bai 
the  financial-services  companies  1 
shooed  away  by  imposing  the  control 
The  reform  movement  also  wants 
healing,  and  it  may  get  one  from  tl 
visiting  heads  of  state.  Anwar's  wil 
Azizah  Ismail,  is  its  de  facto  head.  81 
wants  to  make  hei'  husband's  case  an  i 
ternational  human-rights  issue.  She  h 
I'equested  meetings  with  President  Cli 
ton  and  other  visiting  leaders.  Alreac 
she  has  the  sympathy  of  Western 
v/ell  as  Asian  go 


BLACK  EYE 


Anwar's  arrest 
may  lead  Clinton 
and  other  visiting 
leaders  to  give  the 
reform  movement 
a  sympathetic  ear 


ernments.  Prei 
dent   Joseph  ] 
Estrada    of  t^ 
Philippines  an 
B.J.  Habibie  of  I 
donesia  have  hirj 
ed  that  they  m;' 
boycott  the  sui 
mit.  Both 
friends  of  Anwail  I 
With  world  leaders  coming  to  tovjl 
Mahathii"  has  a  gi-eat  opportunity  to  1 1 
some  damage  control.  Anwar's  tri  t*' 
starts  just  before  they  arrive,  and  Ml 
hathir  could  use  their  presence  to  | 
up  on  him.  He  could  reassure  investo' 
by  setting  a  deadline  for  ending  capitj 
controls  and  taking  a  more  conciliatoi 
stance  toward  the  West.  But  chanq 
are  he  won't  reform  and  that  Malayi| 
will  remain  in  Umbo  until  its  crisis  fore!' 
a  wrenching  change. 

By  Sheri  Prasso  in  K^iala  Lump\\ 
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EUROPE 


A  CONTINENT 
IN  DENIAL? 

The  crisis  may  hit  Europe 
harder  than  it  expects 

Until  a  few  months  ago,  Europe 
seemed  an  oasis  of  steady  gi'owth 
in  an  increasingly  shaky  world. 
Whispers  of  inflation  picking  up  in  the 
U.  S.,  plus  Asia's  long  sickness,  high- 
lighted the  Continent's  many  funda- 
mental strengths,  ft'om  ongoing  corpo- 
rate restractui-ing  to  deficit-cutting  to  a 
cyclical  recovery  that  was  just  gatheiing 
steam.  The  prospect  of  monetary  union 
made  the  optimism  even  livelier. 

Now,  the  picture  has  gi'owTi  fuzzy. 
Although  many  of  the  reasons  for  confi- 
dence in  the  Old  World's  economy  re- 
main sound,  Europe  faces  a  host  of  un- 
knowns. Fears  of  huge  bank  losses  fi'om 
Russian  loans  and  flagging  exports  to 
Asia  have  caused  Continental  stock  mar- 
kets to  plunge  since  August.  Already, 
economists  have  ratcheted  dovm  gi'owth 
forecasts  for  this  year  and  next.  Un- 
certainty over  the  fallout  on  Europe 
fi'om  the  world  financial  crisis  could  put 
a  damper  on  everything  ft'om  consumer 
spending  to  capital  investment. 
POLITICAL  CONCERNS.  The  big  danger  is 
that  Europeans  ai-e  imderestimating  how 
hard  they  will  be  whacked  by  the  world 
financial  crisis,  hsbc  figures  that  38%  of 
Eui'opean  exports  go  to  ai'eas  vulnerable 
to  the  crisis,  vs.  49.5%  for  the  U.  S.  So 
fai',  the  Continental  consumei*  recoveiy 
has  helped  offset  the  hit  to  exports.  But 
that  could  change  quickly.  Gemian  ex- 
ports will  be  highly  vulnerable  if  the 
mark  continues  to  rise. 
The  emerging-markets 
crisis  has  already  de- 
pressed executive  senti- 
ment:  Business  confi- 
dence has  dropped  in 
recent  surveys  in  Italy, 
France,  and  Gemnany. 

Bank  losses  could 
further  aggravate  the 
situation.  Besides  uhs, 
which  will  lose  $700 
million  from  exposure 
to  U.  S.  hedge  fund 
Long-Term  Capital 
Management,  Ger- 
many's Dresdner  Bank, 
Britain's  Barclays, 
France's  Societe 
Generale,  and  others 


have  taken  profit  hits  from  emerging- 
market  investments.  More  bad  news 
could  make  lenders  edgy.  "The  prob- 
lem with  all  this  will  be  if  the  banks 
get  nervous  and  cut  off  credit  lines," 
worries  Mark  Hoge,  an  analyst  with 
Credit  Suisse  First  Boston  in  London. 

The  longer-teiTn  concerns  ai-e  political. 
Economists  fear  that  center-left  gov- 
ernments may  spend  more  freely  next 
year  to  stimulate  their  economies,  push- 
ing budget  deficits  in  places  such  as 
Germany  and  France  close  to  the  limit 
of  3%  of  gi'oss  domestic  product  man- 
dated under  EMU.  Another  concern:  that 
governments  beholden  to  labor  con- 
stituencies may  start  pushing  up  Eui'o- 
pean  wages  again.  Goldman,  Sachs  & 
Co.  estimates  that  unit  labor  costs  in 


Can  Europe's  Economy  Hold  Up? 

GROWTH  Economists  figure  the  European  economy  will 
expand  by  about  2.5%  next  year  as  consumer  spendmg  rises. 


the  euro  zone  will  jum]. 
by  0.8%  in  1999,  after  ris 
ing  just  0.2%'  this  year. 

So  far.  Em'ope's  funda 
mentals  are  holding  u] 
reasonably  well.  Econom 
ic  gi'owth  is  projected  a 
about  2.5%  this  year  an( 
ne.xt.  And  when  the  eur' 
arrives  on  Jan.  1,  inte 
est  rates  are  expected  t 
plunge  furtJier  from  the' 
current  30-year  low 
while  fiscal  policy  i 
easing  a  bit  after  yea' 
of  austerity.  Loui 
Schweitzer,  chief  exec 
five  of  French  auto  maki. 
er  Renault,  still  hopes  fo: 
a  lengthy  economic  ex' 
pansion.  The  main  risk 
"Psychology — people  be, 
ing  unhappy  because  o; 
[plunging]  financial  mar- 
kets," he  says. 

Stock  investors  wer; 
soothed  on  Oct.  5  by 
half-point  cut  in  Spanish  interest  rates 
to  3.75%,  and  comments  at  the  Interna 
tional  Monetary  Fund  meeting  in  Wash 
ington  by  Bundesbank  President  Han 
Tietmeyer  suggesting  that  German; 
might  also  consider  a  rate  cut.  The  fac 
is,  Europe  will  get  a  big  boost  fror 
falling  interest  rates  even  if  Tietmeye 
does  nothing.  That's  because  under  Eu 
ropean  Monetary  Union,  short-terr 
rates  thi"oughout  the  Continent  are  ex 
pected  to  converge  at  Germany's  \q\ 
3.3%  level. 

On  average.  Continental  rates  wi' 
come  dowTi  by  nearly  half  a  point  a 
Spain,  Portugal,  Ireland,  and  Italy  fa. 
into  line.  And  some  analysts  predie 
the  new  European  Central  Bank  ma, 
slash  rates  further  when  it  takes  ove 
monetaiy  policy  on  Jar 
1,  to  keep  a  too-stron 
euro  from  hammerinj 
exports.  I 
Yet  Eui'ope  is  not  iir; 

i^iTBre-r  BATirc        r  /  M        i   u  if        '  fu         mune  ft'om  the  deflal 

INTEREST  RATES  Short  rates  will  fall  nearly  half  a  point  by  tionarv  forces  that  arl 
Dec.  31  as  they  converge  in  preparation  for  monetary  union.        plaguing  the  rest  of  th 

FISCAL  LOOSENING  After  several  years  of  tight  finances,  gov- 
ernments can  spend  a  bit  more  without  swelling  their  deficits. 


BUSINESS  CONFIDENCE  Executive  surveys  show  sentiment 
turning  down.  That  could  cause  a  pullback  in  investment. 

EXPORTS  Thanks  to  Asia,  export  growth  in  France  and  Ger- 
many this  year  could  be  around  half  what  it  was  in  1997.  j^g  forecasts  are  likelj' 
WAGE  DEMANDS  Eurozone  unit  labor  costs  may  rise  now  that  continue. 


planet.  Its  economie! 
may  remain  relativeli 
healthy.  But  imtil  the  ei; 
fects  of  the  global  crisii 
can  be  assessed  morj 
certainly,  the  marke  j 
mood  swings  and  chandf 


center-left  coalitions  are  in  power  across  the  Continent. 

DATA:  MORGAN  STANLEY  DEAN  WIHER;  GOLDMAN,  SACHS  i  CO.;  HSBC  GROUP 


By  Thane  Peterso 
in  Frankfurt,  with  h 
re  ail  reports 
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International  Business! 


SWEDEN 


COMPANIES  MAY 
VOTE  WITH  THEIR  FEET 

As  the  government  moves  left,  business  ponders  moving  out 


TOUGH  LESSON:  Lavish  fiociaJ  beiieJUs  can't  niake  up  for  crippliiu/  laxen 

When  Swedish  telecommunications 
giant  Ericsson  announced  a  long- 
awaited  management  shakeup  on 
Sept.  30,  Chief  Executive  and  President 
Sven-Christer  Nilsson  was  chagiined  at 
the  reaction.  Instead  of  concentrating 
on  the  young  hotshots  he  had  chosen 
for  his  new  team,  the  press  played  up 
the  news  that  Ericsson  would  be  mov- 
ing its  European  headciuarters  and  fi- 
nance 'dim  to  London.  "I  was  so  amazed 
by  the  force  of  this  issue,"  says  Nilsson. 

The  CEO  vows  that  Ericsson's  official 
domicile  will  always  be  Sweden.  But 
the  prospect  that  the  counti-y's  biggest 
private  employer  plans  to  shift  some 
key  jobs  overseas  touched  a  nei-ve.  Swe- 
den's astronomical  tax  rates,  restrictive 
labor  laws,  and  su{)ergenerous  welfare 
programs  have  long  made  it  a  tough 
place  for  business.  Unless  the  countiy's 
business  climate  improves,  more  jobs, 
capital,  and  talented  workers  could  flee. 

Industiy's  hopes  foi-  government  mea- 
sures to  boost  competitiveness  have 
been  dashed  by  the  Sept.  20  elections, 
which  forced  the  ruling  Social  Demo- 
crats leftward.  Lacking  a  majority  in 
parliament.  Social  Democratic  Prime 
Minister  Goran  Persson  must  depend 
on  the  fonnerly  communist  Left  Party 


and  the  Greens.  Tliis  shaky  alliance  may 
not  last,  but  it  comes  at  a  critical  time 
for  Sweden,  which  is  agonizing  over 
whether  to  join  the  European  Mone- 
tary Union.  Execs  fear  Sweden  will  be 
at  a  disadvantage  to  emu  members  if  it 
stays  out  too  long.  But  the  Greens  and 
the  Left  are  fierce  foes  of  the  single 
currency,  arguing  it  would  let  a  cen- 
tralized authority  meddle  with  Sweden's 
beloved  welfare  system. 


WHY  BUSINESS  IS  SQUEAMISH 
IN  SWEDEN 

►  The  world's  highest  taxes  make  it  hard 
to  recruit  international  staff  and  retain 
local  talent. 

►  Inflexible  labor  rules  make  adding  or 
dismissing  workers  a  nightmare.  ^p"' 

►  Business  fears  that  the  government 
may  try  to  shorten  the  workweek. 

►  Executives  worry  that  unless  Sweden 
joins  the  European  Monetary  Union  soon, 
it  will  suffer  from  higher  interest  rates,  a 
volatile  currency,  and  lost  competitive- 
ness. But  government  allies  are  anti-EMU. 

DATA  BUSINESS  WEEK 


Until  recently,  business  was  banking  i 
on  economic  gi'owth  in  the  3%  rangt 
for  the  coming  two  years.  But  the  tur 
moil  in  emerging  markets  is  likely  t( 
slam  Swedish  companies,  which  art 
among  the  world's  most  adventurou; 
investors.  At  the  same  time,  the  34*^ 
drop  in  the  Swedish  stock  market  sinc^ 
the  July  20  high  could  chill  consumei 
spending. 

Top  managers  had  hoped  that  Pers' 
son,  who  has  served  as  Prime  Ministei 
since  1996,  would  move  ahead  with  taj 
cuts  and  other  measures  to  make  Swe! 
den  a  more  attractive  place  for  invest: 
ment.  Now  such  plans  are  probably  oi| 
hold  for  a  year  or  two.  So  Swedish  busi 
ness  will  continue  to  cope  with  th*  i 
world's  highest  ratio  of  taxes  to  eco 
nomic  output — 54.7%.  Economists  saj 
that  the  tax  regime  and  the  lavish  wel' 
fare  state  that  goes  with  it  are  largeh 
responsible  for  Sweden's  lagging  behind 
the  OECD  in  economic  gi'owth  by  an  av| 
erage  of  more  than  one  percentage  poin 
for  the  last  three  decades. 
BRAIN  DRAIN.  Taxes  are  one  factor  tha 
forces  companies  and  wealthy  individul 
als  to  consider  moves  outside  Sweden 
The  corporate  tax  rate  of  28%  is  noj 
so  bad,  but  the  59%>  top  marginal  rat^ 
and  35%  payroll  taxes  are  killers.  Any 
one  earning  more  than  about  $62,50| 
pays  this  top  rate.  Sweden  also  slaps  ^ 
wealth  tax  of  L5%  on  bank  account 
and  property  worth  more  than  $120,00C 
Such  punitive  taxes  make  it  almost  imj 
possible  for  Swedish  multinationals  m. 
reci-uit  talented  foreign  executives  an|' 
technical  researchers  to  Sweden.  Taxe' 
are  also  driving  away  wealthy  Swedei 
as  well  as  managers  and  engineers. 

Sweden's  high  taxes  are  costing 
not  just  brains  but  money.  Swedish  or 
izens  may  have  as  much  as  $40  billioi 
parked  in  London,  Switzerland,  ani 
other  financial  centers.  Klas  Eli 
lund,  chief  economist  at  bank  SE 
in  Stockholm,  thinks  the  shrink 
ing  tax  base  could  force  the  gov 
ernment  to  rethink  some  of  it 
policies. 

Executives  cling  to  the  hop 
that  the  rigors  of  the  global  ecoi 
omy  will  force  Sweden  to  wak 
But  it  won't  be  easy  t 
change  the  country's  politics 
Some  two-thirds  of  Swedish  cit ' 
zens  depend  on  the  public  sectc 
for  their  main  source  of  incom* 
They  are  understandably  relu( 
tant  to  vote  for  any  cuts.  Unt 
they  do,  business  will  pay  most  c 
the  price.  | 
By  Stanley  Reed,  with  Ana«j 
Sains,  in  Stockholm 
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RUSSIA 


WHAT  DISASTERS 

LIE  AHEAD  IN  MOSCOW? 

Rash  policies  could  mean  a  hard  winter-and  social  unrest 


What  does  Russia  have  to  lose  from 
more  defaults? 

Defaulting  on  foreign-denominated 
sovereign  debt  would  have  grave  con- 
sequences. Apart  from  destroying  Rus- 
sia's chances  to  return  to  international 
markets,  a  default  could  prompt  credi- 
tors to  make  use  of  foreign  comts  to 
seize  Russian  property,  including  assets 
of  energy  companies  such  as  Gazprom. 
Lehman  Brothers  Inc.  recently  won 
com!  orders  fi-eezing  $128  million  in  the 
British  units  of  three  Russian  banks 


Attew  joke  is  making  the  rounds  i)i 
Moscow:  ''For  too  long  we  have 
been  standing  at  tite  edge  of  the 
precipice,"  it  goes.  "Now  we  are  taking  a 
great  leap  forward." 

That's  surely  Iww  things  look  to  hold- 
ers of  Russian  debt.  Barely  a  month  af- 
ter defaulting  on  $W  billion  in  doviestic 
Treasury  bills,  the  Kremlin  may  be  only 
weeks  away  from  defaulting  on  pay- 
ments on  $150  billion  in  hard-cumncy 
sovereign  debts.  By  the  end  of  Decem- 
ber, Russia  must  pay  interest  and  prin- 
cipal  totaling  more  than 
$S  billion  0)i  Eurobonds, 
restructured  Soviet-era 
debt,  and  loans  from  in- 
ter'national  financial  or- 
ganizations. An  addi- 
tional $19  billion  falls 
due  next  year — about 
three-fourths  of  it  owed 
to  foreig)!  creditors. 

WJiere  is  Russia  go- 
ing to  get  the  money? 
Finance  Minister  Mik- 
hail Zadornov  says  the 
government  will  tap  its 
$12.5  billion  in  hard- 
currency  reserves  to 
make  this  year's  pay- 
ments. But  reserves 
wont  cover  next  year's 
due  bills  and  the  In- 
ternational Monetary 
Fund  has  sworn  off 
any  further  assistance 

^'bmier  to /of   financial  hurricane.  The  government  plans 

vestors  grows  more  like- 
ly by  the  day.  Here's  a 
look  at  how  deep  Rus- 
sia's crisis  could  go. 


restructuring  deal  on  Finance  Ministr 
bonds  covering  the  debts  of  the  old  S( 
viet  state  bank.  These  bonds  have  bee 
populai'  with  institutional  investors.  Th 
government  has  never  missed  a  paj 
ment,  but  there's  little  hope  it  can  conn 
up  vdth  the  $1.3  billion  principal  on 
bond  that  matures  next  May.  Otht 
creditors  include  the  French  and  Gei 
man  governments  and  the  IMF,  whic 
is  owed  more  than  $5.4  billion  over  th 
next  15  months. 

If  Russia  can  restructure  its  debts, 
couldn't  it  muddle  along  for  some 
time? 

No.  Russia  is  in  the  eye  of  a  financi; 
hunicane.  Central  Bank  Chairman  Vil 
tor  Geraschenko  is  printing  money. 

plans  to  nearly  double  the  money  suppl|  

by  Dec.  31.  The  government  itself  ai 
knowledges  that  the  inflation  rate  coul 
reach  200%  by  yeai-end. 


RUBLE  MANIA 


Russia  is  in  the  eye  of  a 


What  is  the  governmer 
planning  to  do,  beside 
print  money? 

One  of  its  fin 
moves  was  to  n 
establish  the  stat 
liquor  monopoly.  Th 
government  will  als 
force  exporters  of  oi 
gas,  and  other  con 
modifies  to  convei 
more  of  their  hard  cui 
rency  earnings  int 
rubles.  But  after  foi 
weeks  in  office,  Prim 
Minister  Yevgeny  IV 
Primakov  still  hasn 
offered  a  comprehei 
sive  plan  to  pull  Russ; 
out  of  its  econom' 
morass. 


to  nearly  double  the  money  supply 

NEW  BILLS:  BY  YEAREND,  THE  INFLATION  RATE  COULD  EXCEED  300% 


How  real  is  the  threat  of  default? 

Very  real.  The  Russians  would  have 
trouble  paying  their  debts  even  if  the 
economy  were  growing,  and  it's  shrink- 
ing fast.  Tax  receipts  have  dropped  by 
nearly  50%  since  July,  to  about  $450 
million  in  September.  Already,  the 
Ki'emlin  has  had  to  beg  for  an  extension 
on  $600  million  in  interest  payments  on 
Soviet-era  debt  due  to  Western  govern- 
ments. Russia's  hard  currency  debt  is 
now  rated  the  riskiest  in  the  world. 


that  failed  to  honor  foreign  exchange 
contracts.  But  Russia  is  eager  to  stay 
cuiTent  on  its  outstanding  $16  billion  in 
Eurobonds.  Most  analysts  predict  that 
the  government  will  dig  into  its  re- 
sei-ves  to  make  its  Em-obond  pa.vTnents, 
which  total  nearly  $1.9  billion  through 
the  end  of  next  year 

What  about  other  debt  holders? 

The  best  they  can  expect  is  restmc- 
tui"ing.  The  Ki'emlin  is  likely  to  seek  a 


So  what  happens  next 

Many  analysts  thin 
Russia  is  heading  for 
winter  of  economi 
hardship  so  severe  th; 
Primakov's  Cabinet-i 
and  possibly  the  Priffj 
Minister  himself — couli 
be  discredited  and  forced  from  office  ij 
a  few  months.  Optimists  say  Russi' 
might  then  agi-ee  to  tough  monetarl 
measures.  Surprisingly,  ordinary  Rui{ 
sians  might  not  mind.  A  recent  po; 
shows  that  only  25%  of  Russians  su]' 
port  printing  money  to  pay  bac 
wages,  while  57%  oppose  it  as  inflij 
tionary.  But  pessimists  worry  that  pil 
litical  instability  could  lead  to  soci! 
unrest,  or  worse.  j 
By  Carol  Matlack  in  Mosco] 
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"imagine  your  ciiild  is  highly  allergic  to  certain  medications. 
But  you're  both  seriously  injured  in  an  acridpnt,  and  the 
hospital  is  about  to  give  her  an  injection  that  could 
prove  deadly.  Now  imagine  you're  carrying  a  smart  card 
encoded  with  all  her  critical  medical  information.  The  hospital 
scans  the  card  and  she's  out  of  danger.  I  know  this  because  I 
helped  design  the  reliable  connectors  that  are  reading  medical 
smart  cards  in  Germany  right  now.  If  we're  lucky,  they'll  be 
everywhere  before  long.  And  so  will  my  connectors." 


Leroy  Magana, 

Product  Design  Engineer, 

Santa  Ana,  California 


ITT  INDUSTRIES'  PROPRIETARY  LANDING  MECHANISM  FOR  SMART  CARD  CONNECTORS  REDUCED  THE 
NUMBER  OF  COMPONENTS  AND  USED  TAGUCHI  ANALYSIS  TO  OPTIMIZE  THE  ROBUSTNESS  OF  EACH 
UNIT  IN  ADDITION,  AN  ALLOY  OF  PRECIOUS  METAL  IS  ROLLED  ONTO  THE  BASE  METAL  AND  HEAT 
TREATED  FOR  RELIABLE  CONNECTIVITY  THAT  LASTS  10X  LONGER  THAN  TRADITIONAL  GOLD  PLATING. 


OUR  F.NGIf-.:        .  _ 
CARD  CONNECTORS  THAT  FACILITATE 
SECURE  COMMERCIAL  TRANSAC- 
TIONS OVER  THE  INTERNET 


Sr 


PUMPS  ENGINEERED  BY  ITT 
INDUSTRIES  ARE  AT  WORK 
PROTECTING  MANY  OF  THE  WORLD'S 
8EACHES  AGAINST  EROSION. 


^  ITT  Industries 

Engineered  for  life 


International  Outlook 
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BEIJING  S  CHARM  OFFENSIVE 
IS  GIVING  TAIWAN  THE  JITTERS 


After  a  five-year  freeze  in  relations,  Taiwan  and  China 
will  finally  start  talking  again  at  a  high-level  meeting  in 
Shanghai  on  Oct.  14.  In  the  iTinup,  both  Beijing  and 
Taipei  have  made  a  number  of  conciliatoiy  gestures.  Taiwan 
canceled  potentially  provocative  war  games  scheduled  to 
start  on  Oct.  12.  Beijing  dropped  its  insistence  that  Taipei 
must  accept  its  "one  Cliina"  policy  of  eventual  reimification  as 
a  precondition  for  talks.  For  the  moment,  it  has  agreed  to 
leave  aside  thorny  political  topics  and  just  discuss  workaday 
issues  such  as  fishing  rights. 

Now,  China  is  offering  another  sweetener. 
Foreign  Minister  Tang  Jiaxuan  promised  Tai- 
wan "gi'eater  autonomy  than  Hong  Kong"  if  it 
reunites  with  the  mainland.  Analysts  labeled 
the  plan  as  "one  countiy,  three  systems."  Un- 
like Hong  Kong,  Taiwan  could,  say  Chinese 
officials,  keep  its  own  aiTny,  and  its  leaders 
could  sei-ve  in  China's  government. 
"A  LOT  OF  PRESSURE."  That's  a  big  reversal 
from  1995  and  1996,  when  Beijing  frightened 
the  world  by  testing  missiles  in  the  Taiwan 
Straits.  But  the  changed  tone  sei-ves  Chiiia's  in- 
terests. Beijing  doesn't  want  distracting  rows 
as  it  tries  to  implement  painful  economic  re- 
forms. Indeed,  it  needs  continued  access  to 
Taiwanese  capital  and  knowhow  more  than 
ever.  Besides,  Beijing  is  eager  to  build  on  the 
diplomatic  gains  made  diuing  President  Bill  Clinton's  June 
simimit — for  instance,  by  getting  permanent  most-favored-na- 
tion status  fr-om  the  U.  S.  and  support  for  early  World  Ti-ade 
Organization  entiy.  Getting  Taiwan  on  a  reunification  track 
would  also  help  Jiang  consolidate  his  power  and  secure  his 
historical  legacy. 

Taiwan's  business  community,  which  Beijing  is  eagerly 
wooing,  wants  closer  ties.  More  than  30,000  Taiwanese-fund- 
ed enterprises  have  invested  about  $35  billion  in  China.  But 
two  years  ago,  Taipei  restricted  high-tech  and  infrastiiic- 


LEE:  Keeping  his  distance 


ture  investments  and  limited  those  in  other  sectors  to  unde 
$50  million.  Business  argues  that  Taiwan  companies  are 
danger  of  being  locked  out  by  rivals.  "Many  world-class  ir 
temational  companies  have  stalled  to  invest  in  petrochemicj 
projects  in  the  mainland.  We  feai-  we  will  lose  our  opportunit; 
if  we  invest  later,"  says  Fonnosa  Plastics  Group  ChaiiTna 
Wang  Yung-ching. 

To  many  Taiwanese,  however,  Beijing's  charm  offensiv 
is  alaiTning.  Taipei  is  cool  to  the  "three  systems"  idea,  but  it 
in  a  bind.  The  suggestion  undercuts  Taiwan 
main  objection  to  earlier  proposals:  that  the 
would  have  treated  it  just  like  the  small  citj 
state  of  Hong  Kong.  "The  peaceful  approac 
puts  a  lot  of  pressure  on  us,"  says  Andre\ 
Yang,  secretaiy  general  of  the  Cliinese  Councj 
of  Advanced  Policy  Studies  in  Taipei.  i 
NO  CONSENSUS.  Reunification  is  a  hot-button  ii 
sue  in  Taiwan's  politics.  The  ruling  Kuomintan 
and  President  Lee  Teng-hui  prefer  to  kee 
their  distance,  favoring  eventual  reunificatio 
once  Cliina  has  democratized  and  caught  up  t 
Taiwan  economically.  But  the  main  oppositio 
Democratic  Progi-essive  Party  wants  indeper 
dence.  Analysts  say  recent  DPP  electoral  gain 
and  the  prospect  that  its  candidate  could  wi 
the  presidency  in  2000  pushed  Beijing  to  parle 
now.  But  Taipei  can't  talk  pohtics  with  Beijin 
because  of  the  lack  of  consensus  at  home.  "Any  leader  tha 
does  this  would  be  immediately  attacked,"  says  Lin  Chong-pii 
vice-chaiiTnan  of  Taiwan's  Mainland  Affau's  Council. 

All  the  same,  time  is  working  against  Taipei.  Presider 
CUnton's  Jime  pubhc  statement  of  U.  S.  opposition  to  Taiwan 
independence  or  U.  N.  membership  was  a  big  setback.  Nov 
just  27  countries  recognize  Taiwan.  And  it  will  soon  have  evej 
fewer  friends  if  Beijing  continues  to  make  reasonable-sounc 
ing  offers  that  Taipei  can't  accept. 

By  Jonathan  Moore  in  Taipt 


GLOBAL  WRAPUP 


CHINA  SHUnERS  FINANCE  FIRM 

►  Reflecting  growing  woes  in  China's 
financial  sector,  the  central  bank 
abruptly  closed  Guangdong  Interna- 
tional Trust  &  Investment  Corp., 
which  owes  over  $450  million  to  for- 
eign lenders.  An  Oct.  6  announcement 
said  the  move  was  to  protect  gitic's 
creditors  and  that  Beijing  would 
make  good  on  gitic's  loans. 

GITIC  was  one  of  10  investment 
tmst  companies  set  up  to  allow  China 
to  tap  global  capital  markets.  It  was 
heavilv  invested  in  the  volatile  real  es- 


tate market,  which  fell  sharply  this 
year.  Since  the  start  of  1997,  the  au- 
thorities have  shut  several  smaller  in- 
stitutions as  they  tiy  to  deal  with  bad 
loans  throughout  the  financial  sector. 

SOUTH  AFRICA  SPLITS  OVER  RAID 

►  South  Africa's  bungled  intervention 
in  neighboring  Lesotho  on  Sept.  22  is 
roiling  the  government.  Even  senior 
military  officers  joined  the  chorus  of 
criticism,  saying  intelligence  failures 
led  to  the  debacle,  which  provoked 
chaos,  instead  of  restoring  calm,  and 
left  over  70  dead.  The  incident,  ana- 


lysts say,  highlights  serious  flaws  in 
South  Africa's  government  and  mili- 
tary, where  suspicions  run  deep 
between  apartheid-era  holdovers  and 
appointees  of  President  Nelson  Man- 
dela's African  National  Congress. 

Businesspeople  are  up  in  anns  be- 
cause most  of  the  buildings  torched 
and  looted  during  riots  in  Lesotho's 
capital,  Maseru,  were  South  African- 
owned.  They  were  angered  when 
Deputy  President  Thabo  Mbeki,  who  j 
went  on  TV  to  defuse  criticism,  failed 
to  promise  compensation  for  their 
losses,  which  total  $165  million. 
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You're  In  Business 
To  Build  The  Future 

Start  The  New  Millen 


You're 


Putting  Toshiba  Cnpiers  and  Facsimiles  into  your  business  is  like  putting 
tomorrow  to  work  tor  you  today.  Advanced  Toshiba  technology  and 
connectivity  make  it  possible  tor  you  to  enter  the  new  age  ahead  of  your 
competition.  That  means  you'll  already  he  running  at  peak  efficiency 
when  the  rest  ot  the  pack  arrives.  Toshiba  has  spent  decades  building 
the  best  reputation  in  the  business  world  for  dependability,  service  and 
innovation.  Contact  your  nearest  Toshiba  Copier  and  Fax  dealer  today 
and  start  the  new  millennium  now.  Call  l-SOO-GO-TOSHIBA  or  visit 
our  Website:  http://copier.toshiba.com  or  http://tax.toshiba.com 

In  Touch  with  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 


The  Corporationj 


PERFORMANCE 


HEY,  THINGS  WERE 
TOUGH  ALL  OVER 

With  markets  tumbling,  the  BW  50  had  a  dicey  half-year,  but  some  still  came  out  ahead 


Back  in  March  when  we  compiled 
the  second  annual  business  week 
50,  razor  maker  Gillette  Co. 
looked  hot.  It  was  about  to  launch 
a  revolutionary  triple-bladed  shaving 
device,  the  Mach3,  and  a  steady  se- 
quence of  double-digit  earnings  gains 
had  sent  its  stock  to  a  record  high. 

But  by  September,  Gillette  had 
slipped.  Weakness  in  emerging  mar- 
kets— 34%  of  its  sales  come  from  out- 
side the  U.  S.  and  Western  Europe — 
plus  the  costly  ramp-up  of  the  MachB 
had  buffeted  earnings  and,  in  tiuTi,  the 
stock.  Now  trading  at  around  39,  the 
consumer-products  giant  is  down  37% 
from  its  52-week  high  of  62. 

Lil\e  many  fast-gTowing  companies 
with  global  ambitions,  Gillette  found 
out  that  what  wowed  investors  last 
spring  only  made  it  a  bigger  target 
for  those  dumping  shares  in  the  sum- 
mer and  fall.  Investors,  stung  by 
reports  of  cratering  markets  in 
Russia  and  Asia,  have  moved 
swiftly  to  cut  overseas  expo- 
sui'e,  even  if  it  means  abandoning 
companies  that  have  delivered  yeai's 
of  solid  earnings  gains.  Tliat  reversal  has 
been  j)artieularly  painful  for  the  banks 
and  other  financial  firms  that  rode  the 
bull  mai'ket,  acquisitions,  and  low  interest 
rates  to  tremendous  gains  in  recent 
years — a  peribmiance  that  won  them  a 
prominent  place  on  this  year's  BW  50. 
HALF  DOWN.  The  result:  In  the  six 
months  since  we  culled  out  a  list  of  the 
best-peiforming  members  of  the  Stan- 
dard &  Poor's  500-stock  index,  the 
stocks  of  many  of  oiu'  gi'owth  companies 
have  deteriorated.  The  BW  50's  overall 
9.5%'  decline  was  worse  than  the  S&P 
500's  7.2%-  drop  but  better  than  the 
Dow  Jones  industrial  average,  which 
fell  11.3%-,  and  the  Russell  2000  bench- 
mark of  small  stocks,  which  lost  23.4%. 
Though  many  technology  companies  con- 
tinued to  do  well,  more  than  half  of  the 
50  are  posting  lower  stock  prices  than 
they  were  in  Ma  'ch.  (Both  Standard  & 
Poor's  Corp.  and  business  week  are 
owned  by  The  McGraw-Hill  Companies.) 


Of  coui'se,  when  you  hitch  yom-  wag- 
on to  hot  performers,  as  we  did  in  cre- 
ating the  BW  50,  there  is  a  danger  un- 
foreseen events  can  send  you  tumbling. 
After  six  months,  the  average  price-to- 
eai'nings  ratio  for  the  50  stocks  is  28, 

The 

Business  Week 


How  Each  Company  Perfoniied 


BUSINESS 
WEEK  50 
RANK 

PERCENT  CHANGE 
PRICE 

COMPANY  (3/20/98-9/18/98) 

2 

DELL  COMPUTER 

85% 

3 

CISCO  SYSTEMS 

44 

8 

EMC 

41 

17 

GAP 

33 

34 

SUNAMERICA 

32 

5 

COMPAQ  COMPUTER 

32 

1 

MICROSOFT 

29 

30 

OMNICOM  GROUP 

20 

11 

SCHERING-PLOUGH 

19 

44 

HOME  DEPOT 

17 

20 

SUN  MICROSYSTEMS 

13 

well  above  the  s&p  500's  average  p-e 
24.  That  could  expose  these  stocks 
fiuther  sell-offs.  But  over  the  long  te: 
investors  still  clearly  expect  outsi; 
gains  from  the  50. 
BRIGHT  SPOTS.  The  list  favors  companii 
that  consistently  performed  the  bei 
based  on  improvement  in  sales,  eamin; 
and  total  retiu'ns  over  a  one-year  and| 
tliree-year  period.  Two  more  ratings- 
retum  on  equity  and  net  mai'gins- 
added  to  measure  how  well  managemej 
r-uns  the  business.  Companies  are  all 
weighted  by  sales  to  acknowledge  th| 
it's  easier  to  gTow  from  a  smaller  b; 
Total  perfomiance  for  the  gi'oup  is 
culated  as  if  one  shai-e  of  each  stol 
had  been  purchased.  In  the  pa| 
that's  been  a  winning  formu^ 
Last  yeai-'s  BW  .50  rose  24.7% 
its  fu'st  six  months — vs.  161 
for  the  S&P  500 — and  jump' 
47.7%  for  the  year,  again  o 
pacing  the  500's  34.7%  climb 
Even  amid  the  gloom  of  tl 
past  six  months,  there  we 
bright  spots.  Technology  comj: 
nies  dominated  the  list  of  BW 
winners.  The  top  performer  over  t 
SIX  months  was  Dell  Computer  Cor 
up  85%.  By  combining  lean  manufacti 
ing  with  smart  marketing,  Dell  has 
far  rendered  itself  immune  to  the 
mestic  slowdown.  "They  are  expandi: 
into  new  markets,  there  is  no  weaknt 
in  demand,  the  margins  are  stable,"  sa 
Alan  Bond,  president  and  chief  inve: 
ment  officer  of  institutional  invest 
Bond  Procope  Capital  Management. 

Cisco  Systems  Inc.  also  continued 
stellar  ran,  jmnping  44%-.  Outpeifonni 
rival  computer  networkei-s,  Cisco  buck 
Asian  woes  in  mid-September  when 
announced  a  50%  rise  in  sales  to  Sin^ 
pore.  Several  other  technology  stars 
EMC,  Compaq,  Microsoft,  Sun  Micros} 
tems,  and  Intel — parlayed  leaders! 
positions  into  stock  gains. 

Others  that  defied  the  market  d 
drums  capitalized  on  areas  where  t 
economy  remains  strong.  Scherirj 
Plough,  maker  of  the  No.  1  allergy  (hi 
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Another  Deloitte  Consulting  Difference 


THEM: 
We  know 
whafis  best. 


DELOITTE 
CONSULTING: 

We  know  what  works. 


Confidence  is  one  thing. 
Arrogance  is  something  else  altogether. 

At  Deloitte  Consulting,  we  never  presume  to  have  all  the  answers. 
Because  we've  learned  over  the  years  that  certain  insights 
can  only  come  from  inside  our  client's  organization. 

Which  is  why  we  work  collaboratively  with  you. 
And  treat  everyone,  from  your  corner  offices  to  the  cubicles, 
with  respect.  It's  all  part  of  a  working  style  that  has  proven  to  secure 
employee  buy-in  to  changes  at  hand.  Which  ensures  the  complete 
transfer  of  the  additional  knowledge  and  skills  your  people 
will  use  to  deliver  the  promised  returns  of  any 
new  strategies  and  technologies. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 
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Group 
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Claiitin,  looked  solid,  did  Vi- 
agra manufacturer  Pfizer. 
Strong  consumer  confidence 
helped  Gap  and  Home  Depot 
to  double-digit  stock  liikes.  And 
Guidant  Coip.,  which  makes  a 
device  used  in  coronaiy  sui*- 
geiy,  continued  to  steam  ahead. 

Indeed,  for  a  while  the  BW 
50  as  a  group  looked  as  if  it 
might  weather  the  mai'ket  tui'- 
bulence  quite  well.  As  recent- 
ly as  late  August,  the  BW  50 
was  leading  all  three  index- 
es— the  Dow  Jones,  Russell, 
and  s&P  500 — by  a  significant 
mai'gin.  But  then  global  stocks 
tumbled  and  currencies  dropped.  The 
continued  global  financial  tiuTOoil  has  led 
to  a  rout  in  the  shares  of  many  finance 
companies.  Since  the  BW  50  is  weighted 
far  more  heavily  toward  those  stocks 
than  the  broader  mai'ket  indexes,  it  was 
hit  hard.  Some  SS'vc  of  the  cuiTent  BW 
50 — 19  companies — are  banks,  insiu'ers, 
and  brokerages.  That  compai'es  with  77 
companies,  or  15%,  of  the  s&P  500.  As  a 
gi'oup,  the  financial  stocks  of  the  BW 
50  fell  19.8'7f  for  the  sLx  months. 

Brokerages  such  as  Merrill  Lynch, 
Travelers'  Salomon  Smith  Bai-ney  di\i- 
sion,  and  Morgan  Stanley  Dean  Witter 
were  among  the  most  affected,  as  they 
racked  up  trading  losses.  By  September, 
S&P  had  placed  Lehman  Brothers  Hold- 
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Our  corporate  stars  trailed  the  S&P  500  slightly, 
but  beat  other  popular  indexes 
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ings  Inc.,  the  smallest  of  the  bunch,  on 
Creditwatch  with  negative  implications, 
and  announced  it  would  look  into  many  of 
its  brethren.  Lehman,  the  worst-per- 
fonning  of  the  financial  stocks  in  the  BW 
50,  dropped  54*^^  since  Mai"ch. 
OIL,  TOO.  Not  all  the  blame  can  go  to 
the  money  sector,  though.  Stubbornly 
low  oil  prices  pushed  stock  prices  dowTi 
32.1%  and  more  at  oil  sei-\ice  providers 
Schlumberger  Ltd.  and  Halliburton  Co. 
A  profit  warning  on  overseas  turmoil 
and  a  slowdown  in  demand  for  Year 
2000  fix-ups  cut  Computer  Associates 
International  Inc.  by  41%.  And  the  BW 
50's  biggest  loser  was  Parametric  Tech- 
nology Coip.,  which  makes  engineering 
softwai'e.  Its  69%  decline  stemmed  fi-om 
management  mix-ups  and  a  bumpy  sliift 
to  an  Internet-based  product. 

Will  the  next  six  months  spell  a  re- 
bound for  the  50  or  more  pain?  Daily 
market  gyrations  indicate  continued 
volatilitv,  if  not  a  bear  market.  Indeed, 
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the  gap  between  the  s&p  •". 
and  the  BW  50  has  gnj\. 
even  wider  in  the  past  thr- 
weeks — as  of  Oct.  5,  the  B' 
50  was  dowTi  16.9%  frc: 
March  20,  compared  witht 
negative  10.1%  for  the  s&P  5(f, 
The  shde  of  financial-ser\i(i 
fii-ms  was  one  factor,  but  t|: 
slump  also  caught  up  wi,-. 
some  stronger  performers;- 
Guidant  has  given  back  almcj; 
all  its  g;\ins,  for  instance.  ■ 
Moreover,  the  wave  of  ^■ 
quisitions  that  helped  prout 
the  stocks  of  industiy  cons- 
idators  seems  to  be  dwindlii' 
to  a  ripple.  Although  a  record  $1.3  billii 
in  deals  have  been  annoimced  this  ye; 
according  to  Seciuities  Data  Co.,  S(^ 
tember  stalled  out  at  only  .$45  million,^ 
These  concerns,  plus  worries  abc: 
the  impact  a  not-so-merry  Christn-; 
shopping  season  may  have  on  retail^ 
and  pei-sonal-computer  vendoi-s,  will  pi  • 
out  between  now  and  next  Maixh,  \xh\ 
we  rejigger  the  list.  But  don't  be  sl|- 
prised  to  see  some  of  the  same  blil- 
chip  stalwarts  show  up  for  the  thji 
year  nmning.  Analyst  Laszlo  Birin\i  f 
Birin^i  Associates  notes  that  throuji 
all  the  recent  gyrations,  steady  pj- 
foiTners  such  as  Dell  and  Microsoft  hi 
attracted  investor  dollars.  "We  contiiip 
to  see  the  biggest  interest  in  lai'ge,  .■^ 
nificant,  well-known  names,"  he  says.ri 
a  mai'ket  like  this,  you  can't  own  enoiii 
of  the  winners — but,  it  seems,  you  a; 
can't  avoid  owning  some  of  the  loseii 
By  Nanette  Byrnes  and  Fredem  k'. 
Jespersen  in  New  York 
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28 

GUIDANT 

11 

33 

PROGRESSIVE 

-12 

29 

4 

INTEL 

10 

47 

CLEAR  CHANNEL  COMMUNS. 

-14 

18 

39 

CORESTATES  FINANCIALl 

7 

49 

ALLSTATE 

-14 

19 

12 

PFIZER 

5 

6 

MBNA 

-21 

43 

48 

RITE  AID 

5 

14 

US  AIRWAYS  GROUP 

-22 

31 

15 

MERCK 

2 

27 

COUNTRYWIDE  CREDIT  INDS. 

-22 

16 

23 

HBO  &  CO. 

1 

35 

STATE  STREET 

-23 

7 

21 

TJX 

-1 

40 

NORWEST 

-23 

25 

32 

CHARLES  SCHWAB 

-2 

13 

APPLIED  MATERIALS 

-26 

38 

42 

FANNIE  MAE 

-4 

46 

HEALTHSOUTH 

-27 

26 

41 

GENERAL  ELECTRIC 

-5 

50 

BANKOFAMERICAtt 

-28 

9 

45 

FREDDIE  MAC 

-6 

10 

MORGAN  STANLEY  DEAN  WIHER 

-28 

36 

22 

BRISTOL-MYERS  SQUIBB 

-6 

24 

CHASE  MANHAHAN 

-30 

37 
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PACCAR  -31 
SCHLUMBERGER  -32 
MERRILL  LYNCH  -33^ 
HALLIBURTON  -34 
NORTHERN  TELECOM  -35 
TRAVELERS  GROUP  -35 
TELLABS  -r  -36 

CONSECO  -36 
GILLEHE  -39 
MGIC  INVESTMENT  -41 
COMPUTER  ASSOCIATES  INTL.  -41 
LEHMAN  BROTHERS  HLDGS.  -54 
PARAMETRIC  TECH.  -69 


tCoreStates  Financial  merged  with  First  Union  on  Apr  28  Ttie  price  Increase  shown  is  based  on  the  Apr,  27  closing  price,  ttNationsBank  merged  with  and  changed  its  name  to  Bank  of  America  on  10/! 
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It's  an  odd-shaped  glass.  Tall  and  slender.  You 
might  even  call  it  awkward.  And  if  it  weren't  for  the 
engineers  at  Bosch,  the  only  way  to  wash  it  would 
be  with  a  sink  full  of  soapy  water  and  a  dish  cloth. 
Fortunately,  like  all  of  our  products,  Bosch  dish- 
washers are  engineered  to  be  different.  Not  only  are 
they  quieter*  and  use  less  water,*  they're  also 
designed  to  allow  tall  plates  and  glasses  to  fit  easily 
inside  the  top  rack.  Something  other  dishwashers 
just  can't  seem  to  do.  It's  one  more  example  of  the 
way  Bosch  engineers  can  take  a  common  problem 
and  turn  it  into  something  truly  innovative.  Like, 
say,  a  nice  clean  drinking  glass. 

We  bring  innovation 


#  BOSCH 


To  most  dishwashers 
it's  a  monkey  wrench. 
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SPIN-OFFS 


WITH  ALL  THIS  FIZZ, 
WHO  NEEDS  PEPSI? 

Tricon  is  spicing  up  results  at  its  fast-food  units 


Kazoos  buzz  and  cow- 
bells clang,  shatter- 
ing a  Friday  morn- 
ing calm  in  the 
executive  offices  at  Ti-icon 
Global  Restaurants  Inc.'s 
headquarters  in  Louisville, 
Ky.  Casually  dressed  em- 
ployees laugh  and  shout  as 
they  join  in  the  so-called 
Roving  Recognition  Band 
snaking  down  the  corridor 
to  the  office  of  John  Hen- 
derson, a  benefits  analyst 
singled  out  for  his  good 
work  on  a  budget  report. 
Henderson  waves  thanks 
as  workers  clap  plastic 
noisemakers. 

Silly?  Sure.  But  the 
band  is  just  one  of  the 
gimmicks  Tricon  Chairman 
and  Chief  Executive  An- 
drall  E.  Pearson  and  Pres- 
ident and  Vice-Chairman 
David  C.  Novak  are  using 
to  rev  up  their  750,000 
troops  in  the  year  since  the  fast-fooc 
operation  was  spun  off  from  PepsiCo 
Inc.  Novak  regularly  hands  out  rabber 
chickens  to  top-peiforming  workers  at 
the  Kentucky  Fried  Chicken  Coip.  chain. 
At  Pizza  Hut  Inc.,  they  get  big  chunks 
of  fake  cheese.  And  at  Taco  Bell  Coip-, 
it's  a  giant  paj^ier-mache  chili  pepper. 

Pearson  and  Novak  insist  that  the 
improved  morale  created  by 
such  rah-rah  antics  is 
key  to  maintaining  mo- 
mentum at  the  three 
chains.  So  far,  they 
have  executed  some 
predictable  first  steps: 
v^rringing  cost  savings 
from    combined  opera- 
tions, closing  underperforming 
restaurants,  and  selling  many  company- 
owned  units  to  franchisees.  But  now 
comes  the  hard  part.  To  keep  gi'owth 
up,  they  need  to  show  the  chains  can 
replicate  this  year's  strong  product 
lamiches  and  catchy  marketing — such  as 


He's  not  there  yet — Tricon's  1997  con- 
pany  revenues  of  $9.7  billion  don't  matcj 
the  biu-ger  chain's  $11.4  billion.  But  afte 
a  bumpy  start,  Ti'icon  has  picked  u 
speed.  For  the  third  quarter,  all  thre 
chains  should  show  per-restaui'ant  salej, 
gains  for  the  first  time  in  five  yeai-s.  Pd; 
ter  Cakes,  an  analyst  for  Merrill  Lyncj 
&  Co.,  estimates  Tricon  will  finish  th 
year  with  operating  income  of  $962  mi| 
lion,  an  18.5%  jump  fi-om  1997.  j 

Not  bad  in  an  industiy  that  usuall 
measiu-es  its  gains  in  the  low  single  dig 
its.  And  that's  only  the  stait  of  the  gooj 


PEARSON  AND  NOVAK: 

Outlets  boast  the  best 
numbers  in  five  years 


the  wildly  popular  talking  Chihuaiiua 
that  pushes  Taco  Bell's  Gordita  soft  taco. 
"You  would  think,"  Novak  says,  "that 
with  Pizza  Hut,  Taco  Bell,  and  kfc,  we 
ought  to  be  able  to  create  a  company  at 
least  the  size  of  McDonald's." 


iVo  0 
Taco 


^^^^ 


uiero  % 
Bell! 


news.  Profit  margins  ar 
also  up,  thanks  to  the  pai 
ing  of  585  unprofitabl 
stores  and  the  expecte 
refranchising  of  1,300  otl 
ers  by  yearend.  That  ha 
helped  Tiicon  generate  th 
cash  needed  to  pay  dow 
about  $1  billion  of  th 
neai'ly  $5  billion  debt  Pep 
siCo  stuck  it  with.  Wa 
Street  is  clearly  impressec 
The  stock  is  up  16%  sine 
its  Oct.  7,  1997,  initial  o: 
fering,  compared  with  V. 
for  the  Standard  &  Poor 
500-stock  index.  "We  thin 
well  of  theh"  management, 
says  Jeffi'ey  J.  Moran,  a 
analyst  at  Pittsburgh 
Federated  Investors 
which  holds  2.2  millio 
lares.  "When  they  were  under  Peps 
they  were  an  afterthought." 

Indeed,  Novak  and  Pearson — bot 
longtime  PepsiCo  executives — are  sti 
unsnarling  some  of  PepsiCo's  mistake: 
The  brands  sometimes  competed  i 
ways  that  didn't  make  sense,  kfc  an 
Pizza  Hut,  for  example,  knocked  head 
in  bidding  for  the  same  sites,  dr 
ving  up  land  prices.  Today,  Tr 
(•(in  coordinates  those  and  othe 
perations.  By  centrahzing  som 
food  purchasing  and  packaging,  th 
(_-iimpany  estimates  it  will  save  $10 
million  a  year.  And  consolidating  medi 
purchases  under  a  division  of  \oung  d 
Rubicam  gave  it  more  advertising  clou 
"I  think  under  PepsiCo,  the  divisioj| 
president  said,  'This  is  my  business,' 
Pearson  says.  "In  Tricon,  I  think  thl 
notion  is,  'This  is  our  business.' "  ||( 

Selling  company-owned  stores  bai 
to  franchisees  reverses  another  ill-fate 
PepsiCo  legacy — one  that  started  und 
Pearson  when  he  was  president  of  PeJ 
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^^^^^^^^    .  H      DO  YOU  PREPARE  NATURAL  GAS 
IR  A  LONG  JOURNEY  TO  SOME  COLD,  REMOTE  LOCATION? 

'  -      Chill  IT,  OF  COURSE.     ■  --m^: 


slivering  vast  quantities  of  natural  gas  over  great 
stances  gets  to  be  not  only  logistically  difficult, 
It  expensive.  So  Phillips  Petroleum  developed  a 
oprietary  means  of  producing  liquefied  natural 
is,  a  process  that  chills  the  gas,  shrinking  it  over 
0  times,  turning  it  into  a  liquid  form  that  is 


I 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  v^orld.  It's  a  valuable  tech- 
nology and  another  prime  example  of  what  it 
means  to  be  The  Performance  Company 

PHILLIPS  PETROLEUM  COMPANY  CS0 


Today,  many  smart  organizations  are  on 
the  right  road  to  transforming  information 
technology  and  customer  data  into  a 
powerful  competitive  weapon.  They're 
building  and  retaining  profitable  customer 
relationships.  .  .  cvid  they're  doing  it 
seamlessly  with  Customer  Relationship 
Management  (CRM)  Systems. 


If  your  sales  process  feels  like  a  traffic  jam.  . . 


CRM  technology  seamlessly  links  cus- 
tomers, prospects,  partners,  suppliers  and 
employees.  Sales,  marketing  and  customer 
service  are  integrated  into  a  streamlined 
enterprise  that  treats  each  customer  as  an 
individual.  Attend  this  event,  and  find  out 
how  to  maximize  your  customer  loyalty  to 
increase  sales  and  profits  and  drive  past 
your  competition. 


Business  Week  Executive  Programs  and 

DCI  have  joined  forces  to  bring  executives 
with  P&L  responsibility  the  best  CRM 
education  available.  Top  corporate 
executives  gather  to  discuss  how  to  turn 
your  customer  enterprise  into  a  real 
competitive  advantage,  including: 

•  David  R.  Ellett,  Docent,  Inc. 
President  ami  CEO 

•  Mark  Ferrer,  Aurum  Software 
Chief  OlHirattng  Officer 

•  Pat  House,  Siebel  Systems,  Inc. 
Executive  V.P.  and  Co-Einnidcr 

•  E.  Nancy  Markle,  Home  Savings  of  America 
Elxecutivc  V.P.  and  Director  of  Infornuition  Services 

•  Don  Peppers,  Marketingltol/PRG 
Founding  Partner,  Co-Aulhor,  Elnterprise  One 
to  One  and  The  One  to  One  Future 

•  Mark  Saul,  Acuity,  President  and  CEO 

•  Craig  Settles,  Successful.com,  President 

Also  scheduled.  .  . 

DCl's  Customer  Relationship 

Management  Conference  and  Exposition 


Get  up  to  speed  FAST 

1.  Requesting  your  FREE  White  Paper 

Customer  Relationship  Management 
State  of  the  MarketfAace  Review 

2.  Receiving  more  information  about 
Business  Week  Executive  Programs' 
CRM  Forum  —  December  2-3,  1998 
Hynes  Convention  Center,  Boston,  MA 

Website:  www.dci.com/crmforimi 
Email:  confreg@dci.com 
Call:  978-470-3880 


Produced  By:  ||f2 


BusinessWeel 


Corporate  sponsorships  available,  call  978-470-387' 
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.  from  1970  to  1985.  The  soda  giant 
^ed  it  could  make  more  money  on 
ating  margins  than  on  fi-anchise  fees, 
went  on  a  buying  spree  in  the  late 
s  and  eai'ly  1990s.  It  wound  up  own- 
more  than  half  of  its  restaurants — 
i  than  four  times  the  level  of  Mc- 
ild's.  But  management  couldn't  keep 
,  and  mai'gins  sank.  Novak  now  says 
'ants  to  push  company-owned  units 
1  to  about  20%  of  the  total, 
more  delicate  task  is  repairing  re- 
ns  with  franchisees.  Many  felt  that 
iCo  execs  didn't  listen  to  theii*  con- 
"PepsiCo's  mentality,"  says  Ken- 
J.  Wagnon,  a  Pizza  Hut  franchisee 
ichita,  "was  to  treat  fi-anchisees  as 
ly  children:  Just  shut  up  and  do  as 
e  told."  But  Novak,  45,  has  a  rep- 
)n  as  a  healer.  Shortly  af- 
PepsiCo  put  him  in 
je  of  KFC  in  1994, 
solved  an  eight 


legal  battle 
franchisees, 
e  relations 
)ecome  even 
critical  as 
n  comes  to 
on  fran- 
's  for  a  larg- 
rtion  of  ovei'- 
ales.  Novak 
Iso  need  back- 
rom  the  fran 
!s  to  push  through 
anywide  initiatives 
as  a  more  rigorous  sys 
Dr  rating  restaurant  cleanliness, 
e,  and  product  quality. 
:  :r  seasoning.  At  kfc,  Novak  also 
his  skills  as  a  motivator.  When 
ived,  the  chicken  chain  hadn't  gen- 
I  any  sales  gi"owth  in  six  years. 
:  went  to  the  field  to  find  out  why. 
i-veyed  2,000  restam-ant  managers 
ot  the  same  responses:  Get  us 
involved  and  help  us  retain  work- 
fovak  listened.  He  improved  the 
1  quality  by  maiinating  before  fry- 
:1  gave  workere  goal-setting  books, 
payoff  came  as  kfc's  same-store 
^■owth  leaped  from  2%  in  1994 
the  next  year.  "At  the  end  of  the 
)ur  success  is  determined  by  how 
'mployees  treat  your  customer," 
airy  Flax,  co-founder  of  CaUfoiTiia 
Kitchen,  which  was  itself  sold  by 
lo  last  year.  "It  is  different  fi'om 
:  a  bag  of  Fritos  or  a  bottle  of 
David  gets  it." 

■n  it  became  cleai-  that  a  spin-off  of 
t-food  chains  was  imminent  in  eai- 
,  Novak  seemed  a  logical  choice  to 
;m.  But  PepsiCo  ceo  Roger  Emi- 
3  M  ited  a  seasoned  chau-man  to  as- 


sist liim.  Novak  recnaited  Pearson,  72, 
who  had  left  PepsiCo  to  become  a  Har- 
vard business  school  professor  and  an 
investment  banker.  Pearson  says  he 
thinks  of  Novak  "as  a  younger  brother" 
and  stays  at  his  Louisville  home  when 
visiting  j5"om  Connecticut. 

The  duo  wants  Tiicon  managers  to 
bond  in  a  similar  way.  It  helps  that  they 
have  extended  up  to  $20,000  in  stock 
options — known  as  "Yumbucks,"  after 
the  company's  yum  stock  sjTnbol — down 
to  the  restaurant  manager  level.  And 
they  have  put  together  a  system  in 
which  ideas  can  be  shared.  During  the 
Mexican  peso  meltdown  of  1994-95,  for 
example.  Pizza  Hut  managers  in  Mexico 
noticed  that  customers  could  no  longer 
afford  regular-size  pizzas.  So  they  came 
up  with  smaller  and  cheaper 
"Pizza  Mia"  pies.  Last 
year,  Tiicon  airlifted 
those  specialists  to 
crisis-wTacked  Asia 


to  help  inti'oduce 
smaller  products 
there,  too. 

But  the  real 
test  will  come  in 
Tiicon's  ability 
to  pump  out 
new  products. 
Long  teiTO,  Novak 
says  that  he  wants 
same-store  growth 
i-ates  of  about  4%, 
mpared  with  about  2% 
at  Wendy's  and  Burger  King 
and  4%  at  McDonald's,  according  to 
Merrill  Lynch.  That  can  only  be  achieved 
by  keeping  customers  coming  in  for  new 
treats.  So  far  this  year.  Pizza  Hut  has 
registered  big  gains  with  its  Sicilian  and 
Edge  pizzas,  and  kfc  with  its  Popcorn 
chicken.  Cuiiously,  although  Taco  Bell's 
Chihuahua  ex-ploded  into  a  licensing  icon, 
Novak  and  Peai-son  were  disappointed  in 
the  lift  it  gave  Gorditas.  They  say  the 
spots  didn't  say  enough  about  the  tacos. 
Future  spots  will  show  more  product, 
less  pooch.  Also  in  the  works  is  a  new 
chicken  sandwich  for  KFC. 

Can  they  keep  it  up?  While  rival 
chains  have  taken  note  of  Tiicon's 
progi-ess,  they  aren't  ready  to  judge  it  a 
total  success.  "They  could  do  more  to 
address  then"  core  business,"  says  Bany 
Schwartz,  Burger  King's  director  of 
brand  research  and  analysis.  For  now, 
though,  many  Tiicon  fi'anchisees  appear 
hapi)y  with  the  progi'ess  made.  This  is 
one  case  where  a  little  freedom,  some 
stock  options,  and  a  rubber  chicken  can 
go  a  long  way. 

By  Peter  Galuszka  hi  Lcniisville,  with 
Kathleen  Morris  in  Los  Angeles 


Living  well  is  an  art  form 
but  only  a  true  Renaissance 
Person  can  master  the  craft. 
Do  you  fit  the  picture? 

You  have  opinions,  not  consultants. 

You  can  quote  Spinoza  and 
Standard  &  Poor's. 

You  know  the  difference  between 
"movie"  and  "film." 

You  invest  in  your  family  first, 
portfolio  second. 

You  read  people,  not  just  their 
e-mail  messages. 

You  set  trends  rather  than  settle  for 
the  latest  fads. 

You  hit  the  weights,  not  the  panic 
button. 

You  cruise  the  Internet  and  sail  to 
the  cape. 

You  run  your  office  and  go  the 
extra  mile. 


Are  You  A  Renaissance  Person? 


All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  wtiy  we  were  ranked  the  "Highest  Upscale* 
Hotel  Cham  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study/*  You  see,  we  believe  catering  to  our  guests 
IS  the  essence  of  Renaissance  Hospitality."  It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  80  Renaissance  Hotels 
and  Resorts  m  26  countries  worldwide.  And  hospitality  reigns  in  each  and  ' 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com.  ^Hi] 

It's  time  for  a  Renaissance. 

RENAISSANC 

HOTELS  AND  RESORTS 

•Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D,  Power  and  Associates  1998  Upscale  Hotel  Ctiain  Guest  Satisfaction  Study.*  Study  conducted 
frequent  business  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the  study  ©1998  Renaissance  Hotels  International 
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»MEBACKS 


•IGHT  WINGS 
iND  A  PRAYER 

ike  Conway  plans  an  airline  with  four  planes  and  a  vision 

America  West  Air- 
lines Inc.  in  a  bitter 
power  stmggle,  Con- 
way is  resurfacing 
witli  an  ambitious 
plan  for  Las  Vegas- 
based  National,  sched- 
uled to  begin  flying- 
early  next  year.  He 
intends  to  stait  with  a 
fleet  of  four  Boeing 
757  jets,  flying  to  such 
cities  as  Miami,  Los 
Angeles,  and  New 
York.  It's  a  risky  ven- 
ture, though.  As  a 
tourist  destination. 
Las  Vegas  fares  run 
30%  below  average 
domestic  rates.  And 
Conway  will  be  com- 
peting against  major 
carriers  that  have  the 
muscle  to  squash  new 
entrants. 

PERSISTE^^'.  Still,  Con- 
way knows  the  haz- 
ards of  the  market 
well.  During  his  12 
years  at  America 
West,  he  helped  build 
Las  Vegas  into  one  of 
two  hubs  for  the 
Phoenix-based  carrier, 
which  was  then  ex- 
panding quickly.  Lat- 
er, he  had  to  all  but 
abandon  the  Las  Ve- 
gas  market  after 
Ainerica  West's  1991  bankinptcy. 

This  time,  Conway  insists  he's  back  to 
stay.  And  some  big  casinos,  worried 
about  luring  new  tomists,  are  also  plac- 
ing their  bets  with  him.  A  construction 
boom  is  adding  some  20,000  new  hotel 
rooms  to  the  market  at  the  same  time 
that  major  airlines  are  raising  prices 
and  cutting  back  flights  in  favor  of  more 
lucrative  routes  elsewhere.  Tliat's  helped 
Conway  raise  $50  million — $30  million 
fi'om  HaiTah's  Entertainment  Inc.  and 
Rio  Hotel  &  Casino  Inc.  Wexford  Capi- 


'EET  FIGHTER:  Conway  got  bruised  at  A»iei'ica  West 


■  or  Michael  J.  Conway,  the  53-year- 
g  old  founder  of  startup  National 
Airlines,  nothing  has  ever  come 
easily.  The  son  of  a  New  York 
\  taxi  driver,  Conway  gTew  up  in  a 
till  Brooklyn  neighborhood  where 
'iiing  a  street  fight  counted  more 
11  doing  well  in  school.  Years  later,  as 
airline  executive,  he  has  endured 
re  than  his  share  of  professional 
:k  eyes.  But  Conway  always  seems 
?et  up  swinging. 

*Iow,  five  years  after  his  ouster  fi-om 


i\>>Xarriott"R  e  w  a  r  d 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  Arizona:  Scottsdale  California: 

Beverly  Hills.  Indian  Wells,  Long  Beach, 
Los  Angeles,  San  Francisco  (2)   Colorado:  Denver 

Washington,  O.C.  (2)  Florida:  Orlando  (2), 
St.  Petersburg  Georgia:  Atlanta  (3), 
Lake  Lanier  Hawaii:  Maui  Illinois:  Ctiicago, 
Oak  Brook,  Springfield     Maryland:  Baltimore 

Massachusetts:  Boston     Missouri:  St.  Louis 

New  York:  New  York,  Wtiite  Plains  Ohio: 
Cleveland   Tennessee:  Nashville   Texas:  Austin, 
Dallas  (2),  Houston     Washington:  Seattle 
Canada:  British  Columbia:  Vancouver  Ontario: 
Niagara  Falls    South  America:  BrazW:  Sao  Paulo 

Caribbean:  Dominican  Republic:  Santo  Domingo 

Grenada:  St.  George's    Jamaica:  Ocho  Rios 
U.S.  Virgin  Islands:  St.  Thomas    furope;  Austria: 
Vienna  (2),  Salzburg    Czech  Republic:  Prague 

France:  Pans  Germany:  Chemnitz,  Cologne, 
Dusseldorf,  Hamburg,  Karlsruhe,  Leipzig, 
Munich    Russia:  Moscow    Switzerland:  Zurich 

The  Netherlands:  Amsterdam  United  Kingdom: 
London  Heathrow     Turkey:  Antalya,  Istanbul 

Asia-Pacific:  China:  Hong  Kong  (3)  India: 
Goa  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo, 
Tokyo  Korea:  Seoul  Malaysia:  Kuala  Lumpur 
(2).  Melaka,  Sandakan      Myanmar:  Yangon 

Philippines:  Manila      Australia:  Sydney 
Middle  East:  Egypt:   Alexandria  Israel: 
Jerusalem    United  Arab  Emirates:  Dubai 

Look  for  these  new  locations  opening  soon: 

United  Kingdom:  Gatwick,  Manchester,  Reading 
Israel:  Tel  Aviv 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com. 


It's  time  £m;  a  Renaissance; 


3out  money  and  is  packed  with  tools, 
:e  the  best-informed  decisions  about  it- 
college,  to  building  equity  for  retirement. 
Street  experts.  Build  on  the  financial  sawy 
1  by  using  the  exclusive  on-line  Member  i 
ELEVISION^around  the  clock.  S 


To  Vis  i 


"4)  a  s( 
■"ferent 

■3n)i!o| 


eople 


1,  a  Greenwich  (Conn.)  investment 
TO,  put  in  another  $7  milhon,  with  the 
st  coming  from  private  investors. 
Finding  the  money,  though,  was  no 
lall  feat.  Conway  set  up  shop  in  1995 
d  began  pounding  the  Strip  for  in- 
■stors.  But  casinos  weren't  biting, 
lling  Conway  that  aii'line  seats  always 
lid  to  grow  in  tandem  with  gi-owth  in 
tel  rooms.  Conway,  though,  wouldn't 
ke  no  for  an  answer.  After  such  cai-ri- 
3  as  American  Airlines  Inc.  and  Delta 
r  Lines  Inc.  scaled  back,  the  casinos 
me  around. 

Persistence,  if  not  subtlety,  has  al- 
lys  been  Conway's  strong  suit.  The 
lest  of  three  kids,  Conway  grew  up  in 
;ramped  house  on  a  noisy  street.  His 
d  was  more  likely 
discipline  him  with 
Delt  than  offer  en- 
aragement,  says 


PILOrS  LOG 


But  as  the  carrier  grew,  the  pair 
clashed.  Beauvais  backed  aggi-essive  ex- 
pansion. But  during  the  gulf  war  reces- 
sion, Conway  sided  with  creditors,  who 
wanted  the  aii'line,  by  then  bleeding  red 
ink,  to  cut  its  costs.  When  the  canier 
declared  bankruptcy  in  1991,  Conway 
and  Beauvais  became  bitter  enemies. 
Insiders  say  Beauvais  felt  Conway  be- 
trayed him,  though  Conway  insists  he 
fought  the  creditors  on  Beauvais'  be- 
half. Beauvais,  now  retired,  won't  pub- 
licly comment  on  the  rift  except  to  say 
of  his  old  partner:  "I  don't  have  a  very 
high  regard  for  him  as  a  businessman." 

With  Beauvais  out  and  Conway  the 
new  CEO,  his  real  troubles  were  just 
beginning.  Conway  now  had  to  deal 
with  William  A. 
Franke,  appointed 
by  creditors  as  a 
nonexecutive  chair- 


BORN  1945,  Brooklyn  ^  , 

sister,    Kathy   man.    Franke,  an 


igev.  At  17,  Con- 
y  got  into  Queens- 
rough  Community 
liege.  But  his  five 
and  a  D  combined 
a  grade-point  av- 
ige  of  0.18.  "My 
ther  said,  'At  least 
1  could  have  got- 


EDUCATION  BA,  1969,  Baruch 
College,  City  University  of  New 
York 

FIRST  JOB  Working  in  the  mail 
room  of  a  construction  company 

WHY  HE  WENT  BACK  TO 
SCHOOL  "The  people  making 
money  were  not  in  the  mail  room' 


austere  and  formal 
Aiizona  investment 
banker  who  made 
his  name  turning 
around  retail  chain 
Circle  K.  Co.,  took 
an  immediate  dislike 
to  Conway  and  his 
backslapping  ways. 


one  full  point,   according  to  several 


nway  recalls. 
JTAL  BATTLES.  Af- 

working  in  the 
il  room  at  a  local 
istruction  compa- 
Conway  went 
k  to  college,  gi'ad- 
ing  from  Baruch 
lege  in  New  York 
1969 


MOST  SATISFYING  ACHIEVE- 
MENT Returning  America  West 
Airlines  to  profitability  after  its 
1991  bankruptcy 

WORST  CAREER  MOMENT 

When  he  was  forced  out  of 
America  West  in  1993 


company  insiders. 
"Once  Franke  was 
in,  he  was  de  facto 
ninning  the  compa- 
ny and  emasculating 
Mike,"  says  a  for- 
mer ad\iser.  Franke 
declined  to  comment 
for  this  stoiy. 


with  a  de-    _PA««'L^M_3[r,ed,  three  children  ^^^^^^  -j^j^^^^^, 


in  accounting 
1   finance.  This 
e  he  did  well  and 
a  job  with  Price  Waterhouse,  where 
worked  on  the  Eastern  Airlines  ac- 
nt.  "It's  fast-paced,"  says  Conway, 
ilaining  his  gusto  for  the  airline  in- 
try.  "It's  capital-  and  labor-intensive, 
it's  also  a  service  industry.  It's  a 
e  bit  of  eveiything,"  he  says, 
^d  bi-utal,  too.  After  leaving  the  ac- 
nting  fu'm  to  join  Continental  Air- 
3  Inc.  as  controller  in  1980,  Conway 
crossways  with  Frank  Lorenzo  by 
osing  the  takeover  ace's  bid  for  the 
ine.  He  soon  lost  his  job.  In  1981, 
'iway  joined  then-tiny  America  West 
quickly  rose  to  president.  Over  the 
t  dozen  years,  he  and  founder  Ed- 
d  R.  Beauvais  bmlt  the  au'line  into  a 
oillion  canier,  with  flights  fi-om  its 
enix  and  Las  Vegas  hubs  stretch- 
from  New  York  to  Japan. 


HOBBIES  Golf;  restoring  old  cars 
including  a  1963  Corvette 


to  rid  himself  of 
Franke  in  1993  by 
courting  a  $250  mil- 
lion takeover  from  investor  Michael 
Steinhardt.  With  the  airline  making 
money  again,  Conway  coimted  on  back- 
ing from  the  board.  But  he  miscalcu- 
lated badly.  A  competing  bid  from 
Texas  financier  David  Bonderman,  fa- 
vored by  Franke,  won.  Once  again, 
Conway  was  out.  "He's  got  a  fine 
mind,"  says  lawyer  Penn  Ayers  But- 
ler, a  former  member  of  the  creditors 
committee.  "It's  just  that  when  his 
emotions  overtake  his  I'eason,  Mike  los- 
es his  ability  to  be  a  dispassionate 
judge  of  circumstances." 

Will  Conway's  third  time  prove  the 
chami?  Though  the  risks  are  liigh,  Con- 
way is  nothing  if  not  a  fighter.  And  this 
time  around — for  better  or  for  worse — 
he's  on  his  own. 

By  Steven  V.  Brull  in  Las  Vegas 


"3  incredible 
ways  to 

prepare  For 

Business 

School." 


-  John  mtzman,  Founder  and  P 
of  The  Princeton  Review 


The  Most 
Comprehensive 

6MAT  CD  PACKAGE 

Our  Inside  the  GAAAT  CD  offers  you  the 
opportunity  to  practice  in  the  comfort  of 
your  own  home,  working  on  questions 
exactly  like  the  ones  on  a  reol  Computer 
Adaptive  GAAAT.  Students  receive  over 
1 ,000  practice  questions  with  explanations, 
along  with  a  detailed  review  of  each 
section  of  the  exam  and  three  full-length 
Computer  Adaptive  tests.  And  to  make 
sure  you  select  the  right  Business  school, 
Inside  the  GMAT  includes  exclusive 
B-School  information  and  rankings  from 
Business  Week  and  The  Princeton  Review. 

To  order  your  CD  set,  call 

1 -800-234-3088. 


The 

Princeton 
Review 

Cdll  •800*234-3088 

or  visit  us  at  www.review.com 


e  1999  Business  Week  Planner. 


There  is  nothing  more  valuable  to  the  business- 
person  than  a  dependable  personal  assistant.  The  1999 
Business  Week  Planners  are  just  that.  In  addition  to 
a  spacious  13-month  calendar, 
these  elegant  desk  &  pocket 
planners  contain  vital  informa- 
tion like  international  dialing 
codes,  time  conversion  charts, 
important  toll  free  numbers 
and  more. 

The  desk  planner  even  comes 
with  a  32-page,  four-color 
world  atlas,  detailed  informa- 


BusinessWeek 


tion  about  39  U.S.  and  foreign  cities,  a  wine  vintage 
guide,  plus  many  other  valuable  features. 
The  1999  Business  Week  Planners  are  excellent 
examples  of  fine  bookbinding 
craftmanship  and  are  available 
in  classic  black  or  deep,  rich 
burgundy,  separately  or  in 
matching  skived  leather  sets. 
Call  today  and  take  advantage 
of  this  special  rate:  20%  off  the 
regular  price.  Order  your  1999 
Business  Week  Planners  now. 


I  SA  Credit  card  holders  may  call 

TOLL-FREE  800-553 

Ask  for  Dept  BC49 
We  honor  AmEx/DinersA'isa/MasterCard 


Materials  and  workmanship  fully 
guaranteed  or  your  money  hack. 


For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  fax  to  201-461-9808. 


Name  (Mr/Mrs/Ms) , 

Company  

Address  


City 


Zip/Postcode 
Job  Title  


_State/Country . 
 Tel. 


r  !  Send  me  your  color  brochure  and  information  on  quantity 
discounts  and  customization  options. 


Item 

Code 

Regular 

Your  Price 

Quantity 

Total  US$ 

Black  Desk  &  Pocket  Planner  Set 

BW210 

US$48.95 

USS39.00 

Black  Desk  Planner 

BW207 

USS34.95 

USS27.95 

Black  Pocket  Planner 

BW204 

US$17.95 

US$14.50 

Burgundy  Desk  &  Pocket  Planner  Set 

BW226 

US$48.95 

US$3S.0O 

Burgundy  Desk  Planner 

BW216 

USS34.95 

US$27.95 

Burgundy  Pocket  Planner 

BW218 

USS17.9S 

US$14.50 

Prices  include  delivery  by  surface  mail  but 
do  not  include  local  duties  or  taxes.  Delivery 
commences  in  September  1998. 

Personalization  U$S4  75  per  item 

Handling/Packing  (USA)  US$2  50  per  item 

Handling/Packing  (ex.  USA)  USS5.25  per  item 

N.J.  Residents  add  6%  Sales  Tax 

TDTALUSS 

Full  name  for  blocking_ 


Clip  coupon  and  mail  check  to  BUSINESSWEEK  PLANNER,  Dept.  BC49 
RO,  Box  1.597,  Fort  Lee,  NJ  (17024,  USA  or  Fax  201-461-9808 


□  Check  enclosed  payable  to  "Business  Week  Planner" 

□  Bill  my  Company  (Purchase  Order  8t  Company  letterhead  enclosed) 

□  Charge  to  □  AmEx  ; ,  Diners  Club  Visa 

Card  No.  


Expiration  Dale  _ 


_  Signature  „ 
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nvironment 


TERNATiONAL  TRADE 


VILL  IT  BE  TIMBER!' 
OR  GREEN  LOGS? 

i)iogically  certified  wood  may  run  afoul  of  free-trade  laws 


i  s  president  of  States  Industries 
I  Inc.,  a  Eugene  (Ore.)-based  com- 
I  pany  with  annual  sales  of  $90  mil- 
■lion  in  hardwood  panels  and  ply- 

Diane  Montoya  didn't  wony  much 
It  the  environmental  impact  of  her 
K'l-  pm'chases — imtil  her  children  ex- 
sed  their  concern. 
I  in  August,  Montoya  joined  the 
ified  Forest  Products  Council,  an 
iiization  that  pi'omotes  the  piux-hase 
niber  harvested  in  an  environmen- 

sound  way — that  is,  timber  fi-om 
>  cut  selectively  to  allow  sustain- 
,  long-term  harvests.  Montoya  has 
shifted  some  of  her  purchases  to 
Ik'd  wood,  easing  her  cliildren's  anx- 
Such  voluntaiy  efforts  are  leading 
urowing  market  for  certified  wood, 
problem,  however,  is  that  efforts 
governments  to  recjuire  purchases 
rtified  wood  could,  according  to  the 
(1  Ti-ade  Organization,  be  constined 
irriers  to  free  trade, 
line  envir-onmentalists  ai'e  concerned 


that  international  trade  agreements 
could  threaten  national  sovereignty,  in- 
teifeiing  with  consumers'  right  to  make 
environmentally  friendly  choices — such 
as  buying  certified  wood.  The  U.  S.  got  a 
sample  of  the  wro's  environmental  clout 
in  the  spring,  when  the  U.  S.  tried  to 
block  imports  of  shrimp  unless  they 
were  caught  in  nets  designed  to  pro- 
tect endangered  sea  turtles.  The  wto 
said  the  U.  S.  must  allow  the  imports. 
POOR  SCIENCE?  The  conflict  is  likely  to 
arise  again  with  timber  certification.  So 
far,  trade  in  certified  timber  is  small. 
There  are  just  25  million  acres  of  certi- 
fied forests  worldvride,  and  "gi-een"  for- 
est products  represent  less  than  1%  of 
the  total  mai'ket.  But  large  suppliers 
are  getting  involved.  Tlu'ee  major  pro- 
ducers— MacMillan  Bloedel,  Interfor,  and 
Western  Forest  Products,  all  in  British 
Columbia  and  all  criticized  for  clear-cut- 
ting old-growth  forests — recently  said 
they  intended  to  seek  certification. 
Elizabeth  M.  Pease  of  the  Interna- 


"3  incredible 
ways  to 

prepare  For 

Business 

School." 


The  Most 
EFFective 
GMATTest 
Prep 

Our  revolutionary  combination  of  small, 
focused  classes,  great  instructors,  and 
revolutionary  test-taking  techniques  give 
you  the  personal  attention  you  need  to 
score  your  best.  With  over  600  locations 
worldwide,  we've  got  a  schedule  and 
location  that  are  convenient  for  you.  And 
we're  so  sure  you'll  get  your  desired  GMAT 
score,  we  guarantee  your  satisfaction. 
For  more  information  about  our 
programs,  call  1 -800-2-REVIEW. 
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Environment 


nal  Wood  Products  Assn.,  whose 

mbers  are  responsible  for  about  80% 
U.  S.  tropical  hai-dwood  imports,  says 

!  supply  of  certified  wood  is  limited 

1  too  expensive  to  merit  serious  in- 

5try  attention.  But  Sandy  Mendler, 

ai'chitect  in  the  Washington  office  of 

<,  one  of  the  countiy's  largest  archi- 

tural  firms,  disagi'ees:  "The  supply 

nuch  better  than  it  was  a  few  years 

),"  she  says.  "I 

'e  very  little  sym- 

hy  for  people  who 

it  is  too  difficult." 

'ease's  other  criti- 

n  is  harder  to  dis- 

s:  She  says  timber 

tification  is  based 

poor  science — that 

earchers  do  not 

88  on  how  to  man- 
forests  to  assure 

iainable  harvests. 

eed,  in  one  study, 
j  A.  Bowles  and 
i  hard  E.  Rice  of 
1  Washington-based 
I  ironmental  group 
(  se]'vation  Intema- 
1  il  cleteiTnined  that 
^  ainable  logging  in 
'iivian  forest  was 
very  lucrative 
<  did  not  protect 
i  y  species.  They  say  the  same  may 
1  me  for  other  tropical  forests.  (The 
back  timber  certification  in  some 
t  perate  regions  where  sustainable 
i  stry  seems  likely  to  succeed.) 

he  lai'ger  issue,  however,  is  whether 
t  m'  certification  poses  a  barrier  to 
t  e.  According  to  the  WTO's  Agi'ee- 
)  t  on  Technical  Barriers  to  Tr-ade, 
'  iti'ies  cannot  discriminate  against 
"  products  based  on  how  they  were 
[  laced.  In  other  words,  because  a 
n  Jgany  two-by-four  fi'om  a  well-man- 
a  I  forest  looks  like  a  mahogany  two- 
fa  )ui'  fi'om  a  clear-cut  forest,  the  two 


NEW  CONVERT:  Montoya's 
compantj  iioiv  buys  certified  ivood 


are  the  same  in  the  eyes  of  trade  law. 

"WTiat  the  trade  system  has  done  is 
draw  a  very  broad  line  in  the  wrong 
place:  In  many  cases,  these  products  are 
not  the  same,"  says  Matthew  Stilwell,  an 
attorney  with  the  Center  for  Interna- 
tional Environmental  Law  in  Washing- 
ton. "We  need  a  much  more  nuanced 
approach."  Some  other  lawyei's  say  they 
believe  certification  doesn't  pose  a  bar- 
rier to  trade  because 
labeling  is  voluntary 
and  standards  are  de- 
veloped in  an  open 
process. 

As  timber  certifica- 
f  ion  gains  momentum, 
il  is  eliciting  more  in- 
dustry opposition.  For 
instance,  when  the 
New  York  City  Coim- 
cil,  the  Los  Angeles 
City  Council,  and  the 
California  State  Sen- 
ate recently  consid- 
ered bills  reciuiring 
government  purchase 
(  if  certified  wood,  they 
were  all  warned — by 
Pease's  group  or  by 
the  Canadian  Con- 
sulate— of  a  possible 
trade  violation. 
In  the  absence  of  a 
formal  dispute,  the  WTO  is  reviewing 
the  regulations,  says  Doaa  Abdel-Mon- 
taal  of  the  WTO's  trade  and  envii'onment 
division.  Wliatever  the  wro  ultimately 
decides,  timber  certification  alone  will 
not  save  the  world's  forests.  Only  22% 
of  the  world's  forests  remain  intact  and 
in  large  tracts,  according  to  the  World 
Resources  Institute.  And  the  current 
global  economic  crisis  is  putting  in- 
creasing pressure  on  cash-starved  de- 
veloping countries  to  sell  their  trees. 
When  they  look  at  forests,  they  see 
glimmers  of  another  Idnd  of  green. 
By  Marguerite  HoUoway  in  Ne/v  York 


FREE  TRADE  VS.  ENVIRONMENT 

e-trade  agreements  are  threatening  to  undermine  U.S.  efforts  to  safeguard  the 
vironment.  The  issue  is:  Does  the  U.S.  have  the  right  to  restrict  imports  based 
on  environmental  concerns?  So  far,  the  answer  seems  to  be  no. 

i.S.  law  prohibited  the  import  of  shrimp  caught  in  nets  that  could 
p  and  kill  endangered  sea  turtles.  Last  spring,  the  WTO  ruled  that 
'  U.S.  must  allow  such  imports. 

ome  U.S.  companies  are  choosing  to  purchase  wood  harvested  in 
environmentally  sound  way.  When  Los  Angeles,  New  York  City,  and 
California  Senate  considered  bills  to  require  such  purchases, 

|!  ber  industry  officials  warned  them  that  such  bills  could  violate 

■  '  Brnational  agreements. 
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Guide  to 
The  Best 
Business 
Schools 

Our  Guide  to  The  Best  Business  Schools 
not  only  profiles  schools,  but  also  includes 
the  results  of  some  of  the  largest  student 
and  administrator  surveys  ever  conduct- 
ed. You  will  receive  expert  advice  from 
admissions  officers  on  getting  into  the 
program  of  your  choice  along  v/itfi  the 
Gourman  Report  rating  for  each  pro- 
gram. To  purcfiase  your  copy  of  The  Best 
Business  Schools,  visit  your  local  book 
store  or  call  1  -800-BOOKS-PR 
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AS/400e= Rapid  Deployment 
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Looking  to  jump-start  your  business?  Get  up  and  running  quickly  with  the  AS/400e 

server.  It's  fully  integrated,  tested  and  configured  to  work  with  just  about  anything 

out  there.  Whether  you're  building  bikes  or  building  your  business,  the  fast  track  to 

e-business  starts  at  www.as400.ibm.com/rapid3                                         j  (g)  e-i,„^incss  tools 

IBM,  ASMOij m\  \\\ts'.  business logtidtei'ither  tfdd»;fna(i'_s or  reqislerRd Ir^tdfin^rks nl  Inlefnatinnal  Business  M.ir hint's  Corpni-^tinn  in  thp  MS  mM\y.  othfr  counlriFis  't":i998IRM Corp 


Attend  a  fj;ee 
executiye_se^^ 

on  using 
digital  strategies 

to  win  in 
the  marketplace. 

IBM  AS/400  is  pleased  to 
sponsor  an  information- 
filled  seminar  featuring 
Larry  Downes,  coauthor  of 
the  best-selling  business 
book  Unleashing  the  Killer 
App:  Digital  Strategies  for 
Market  Dominance.  Jhis 
free  seminar  is  for  busi- 
ness executives  who  don't 
want  to  just  plan  for  the 
future... they  want  to  own  it. 
For  the  date,  time  and  loca- 
tion of  a  seminar  in  your 
area,  call  1  800  IBM-7777 
and  ask  for  "Wave  Tour"  or 
visit  www.as400.ibm.com/ 
killerappsS 


Wharton  may  be  tops-again-but 
this  year,  every  grad  is  golden 


Quit  while  you're  ahead.  It's  not 
the  most  complex  principle 
you  might  learn  in  B-school, 
but  it's  the  final  lesson 
Thomas  P.  Gemty,  dean  of  the 
University  of  Pennsylvania's 
Wharton  School,  is  ^—^^^^ 
giving  his  students. 
After  once  again  lead- 
ing Wharton  to  the 
No.  1  spot  in  BUSINESS 


In  This  Report: 


THE  BEST  B-SCHOOLS      Page  86 


to  an  improved  ranking  from  gi-ads  who 
lauded  its  balance  between  academics 
and  other  activities.  It  unseated  the 
University  of  Micliigan,  wliich  suffered  a 
two-place  drop  in  its  ranking  fi-om  re- 
cruiters, and  fell  to  fomth  place  overall. 

Rounding  out  the 
top  was  this  year's 
No.  3,  the  University 
of  Chicago,  which 
made  a  U-turn  after 


Examining  BWs  elite  25  ,       ^.     ,.  ^ 

WEEK  S  ranking  of  the    its  dramatic  slip  to 


best  B-schools- 
it    has  held 


-a  spot 
since 


NUMBER  CRUNCHING 

A  tale  of  two  surveys 


Page  92    No.  8  in  1996.  Chica- 
go's recoveiy  came  as 


1994 — he  has  decided    it  turned  itself  inside 


time    ^.^l'P^t.^]'J'!^!:"!'^^_.^'_^^^^^^^^  versity's  Johnson 


its  time  to  turn  over 
the  reins.  On  Oct.  6, 
GeiTity,  57,  amiounced 
plans  to  step  dowTi  at 
the  end  of  the  cui'rent 
school  term  after  nine 
years  as  dean  in  order 
to  spend  more 
with  his  family.  "I've 
seen  too  many  people 
stay  on  too  long,"  he 
says.  "There's  some- 
thing about  turnover 
which  involves  renew- 
al and  rebirth." 

Of  course,  longevi- 
ty has  its  advantages 
as  well.  The  ninner-up 
in  oiu-  ranking.  North- 
western University's 
J.  L.  Kellogg  School  of 
Management,  is  led  by 
Donald  P.  Jacobs,  who 
has  been  dean  since 
1975 — not  long  after 
many  members  of  the 
Class  of  1998  were 
born.  The  71 -year-old 
Jacobs,  whose  school  monopolized  the 
top  ranldng  from  1988-92,  has  no  inten- 
tions of  passing  the  baton.  "Someone's 
gonna  have  to  fire  me,"  he  jokes.  "The 
reality  is  that  I  really  enjoy  this  job." 
This  year,  Kellogg  bounced  back  to 
No.  2  fi'om  No.  3  in  199(3,  thanks  largely 
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out  to  regain  the  sup- 
port of  its  students 
and  recruiters,  who 
voted  it  most  im- 
proved. It  wasn't  the 
only  one  to  make  a 
big  leap.  Cornell  Uni- 


LUMPY  MELTING  POT   Page  104 
Foreign  students  get  short  shrift 
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Return  on  MBA  investment 
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For  more,  including  all-new  school  profiles 
in-depth  statistics,  and  grads'  comments, 
go  to  www.businessweek.com. 


Graduate  School  of 
Management  vaulted 
10  spots,  to  No.  8, 
thanks  to  an  nev/  cur- 
riculum and  an  admin- 
istration more  inclu- 
sive of  students. 

Elsewhere,  too, 
there  was  plenty  of 
movement — as  fre- 
quently down  as  up. 
Hai-vard's  B-school  fell 
a  notch,  to  fiftli,  large- 
ly because  student  sat- 
isfaction slumped.  One 
big  problem:  contro- 
versy over  the  admin- 
istration's handling  of 
an  alleged  sexual  ha- 
rassment incident  be- 
tween students.  Stanford  University  fell 
two  spots,  to  ninth,  due  in  pait  to  the  ii'e 
of  recniiters  fiiistrated  because  students 
abandoned  them  for  tiny  Silicon  Valley 
startups.  The  University  of  Virginia's 
Darden  School — -the  leader  in  student 
satisfaction  in  1996 — plummeted  from 


Wharton  0  Keiiogg 

Thomas  Gerrity  guided  his  school  to  Ej  QJ^Jq^^^q 
the  top  of  our  hst  for  the  third  straight  ^ 

time  in  1998.  But  Gerrity  won't  be  W%  i\/r:      :  ^ 

Wharton's  guiding  light  for  long:  lu  iVlltlllgdll 

The  dean  will  retire  after  nine  years  r3  , 

to  spend  more  time  with  his  family  t*l  ll3,rV3,ru 


No.  5  to  No.  11  as  the  Class  of  1998  com- 
plained about  the  workload  and  the  abil- 
ity of  the  placement  office  to  prepai'e 
them  for  job  inteniews.  And  this  time 
ai'ound.  there  were  fom*  new  membei"s  of 
the  top  25 — the  Univei"sity  of  ]\Iaiyland's 
Robert  H.  Smith  B-School,  the  Univer- 
sity of  Wisconsin  at  Madison.  Purdue 


Special  Report 
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Univei-sitj's  Ki-annert  School  of  Graduate 
Management,  and  the  University  of 
Southem  CalifoiTiia's  ]\Iai'shall  B-school. 
FaUing  out  of  the  top  25:  the  B-schools  at 
Southem  Methodist  Univei-sity.  \*ander- 
bilt  University.  Thunderbii'd  (American 
Graduate  School  of  International  Man- 
agement), and  the  University  of 
Rochester 


Unlike  other  rankings  projects,  busi- 
ness ^\'EEK  takes  the  customer's  point  of 
\iew  to  rate  the  quahty  of  business  ed- 
ucation. We  believe  the  best  results 
come  fi'om  asking  students  and  the  com- 
panies that  hii'e  them  to  rate  theh-  ex- 
periences. So  we  sent  extensive  ques- 
tionnaires to  9.598  gi-aduating  mbas  at 
61  schools — om-  lai-gest  siu-\"ey  ever — as 
well  as  to  350  companies  that  actively 
recrtiit.  We  heard  back  fi-om  6.020  stu- 
dents and  259  companies  (page  92). 
SAWIER  STUDENTS.  Graduates— who 
judge  only  their  own  schools — were 
asked  to  give  theii*  \iews  on  such  is- 
sues as  teaching  quahty.  progi'am  con- 
tent, and  cai-eer  placement.  Recraiters 
were  asked  to  assess  the  skills  of  the 
students  and  rank  B-schools  on  their 
overall  quality  and  the  success  rate  of 
gi-aduates  in  their  organizations.  Since 
startups  or  companies  without  experi- 


ence recruiting  at  different  school; 
aren't  included  in  om-  sui-vey.  schooL 
that  are  sending  a  higher  percentag( 
of  students  into  entrepreneurial  ven 
tui-es  could  be  affected.  Both  polls  wen 
combined  to  produce  the  hst. 

But  whatever  quibbles  members 
the  Class  of  1998  may  have  had  indi 
\idually.  they  didn't  have  a  lot  to  com 
plain  about  overall.  Many  membei-s  mai 
veled  that  they  were  among  the  iuckies 
group  of  MBAS  ever  to  come  out 
school.  Indeed,  a  suddenly  shakj'  ecom 
my  has  begun  co  wony  those  still  o 
campus.  "If  the  mai'ket  tanks.  wiH  the 
liii'e  one-third  [as  many]  people?"  woi 
ders  Cesar  R.  Conde.  a  second-yea 
^^'harton  student.  "I  hope  to  God  not; 

For  those  who  finished  school  in  th 
spring  of  '98.  an  mba  fi'om  an  ehte 
school  was  a  sizzHng  commodity- 
golden  ticket  into  a  world  of  six-figui 


It  was  a  gi-eat  time  to 
get  an  MBA.  Sure,  you 
might  have  been  able  to 
take  advantage  of  that 
now-disappeai-ing  bull 
mai'ket  had  you  stayed  in 
your  cubicle.  But  if  you 
went  to  any  of  the  schools 
on  this  list,  you  got  a 
great  education — and  hit 
payola,  too. 

With  pay  packages 
reaching  record  levels — 
the  average  median 
salary  and  bonus  was 
$91,560— students  had  the 
luxury  of  weighing  sever- 
al offers,  most  of  which 
came  with  added  perks 
that  made  the  deals  even 
sweeter. 

The  letter  grades  are 
based  on  graduate  and 
recruiter  surveys  from  the 
61  schools  we  sui-veyed 
this  year.  Similar  to  the 
forced  curves  students 
might  face  at  Harvai-d  or 
Chicago,  the  top  20%  in 
each  categoi-y  get  As.  The 
next  25%  get  Bs,  the  next 
35%  are  awarded  Cs,  and 
the  bottom  20%  get  Ds. 
See  page  92  for  more 
infonnation  on  how  we 
crunched  the  numbei"s. 


1998 
RANK 

SCHOOL 

1996 
RANK 

CORP. 
POLL 

ORAO 

POLL 

ANNUAL 

TUITION- 

APPLICANTS 

ACCEPTED 

WOMEN 

ENROLLMEIIT 
INTL  NH 

1. 

PENNSYLVANIA  (\\'hanon)  Philadelphia 

1 

1 

2 

S24.990 

13^0 

29% 

31%] 

2. 

NORTHWESTERN  (Kellogg)  Evanston.  111. 

3 

2 

6 

24.351 

14 

32 

24 

!  3- 

CHICAGO  Chicago 

8 

3 

9 

26.284 

24 

22 

23  ■ 

4. 

MICHIGAN  Ann  Aibor 

2 

5 

3 

25,000 

22 

28 

26 

5. 

HARVARD  Boston 

4 

6 

13 

26.260 

13 

30 

2%m- 

6. 

COLUMBIA  New  York 

6 

4 

21 

26.180 

12 

37 

26j- 

7. 

DUKE  (Fuqua)  Durham.  N.C. 

11 

7 

10 

24.100 

17 

33 

8. 

CORNELL  (.Johnson)  Ithaca.  X.Y.  . 

18 

11 

4 

23.400 

28 

26 

32  j 

9. 

STANFORD  Stanford.  CaUf. 

7 

9 

8 

24,990 

7 

29 

29  l( 

10. 

DARTMOUTH  (Tuck)  Hanover.  X.H. 

10 

13 

7 

24.900 

12 

28 

19  • 

11. 

VIRGINIA  (Darden)  CharlotteOTlle.  Va. 

5 

8 

15 

20.429 

15 

30 

12. 

UCLA  (.\nderson)  Los.\ngeles 

12 

18 

1 

20,093 

14 

28 

24  ( 

13. 

NYU  (Stern)  New  York 

14 

10 

20 

25,884 

18 

38 

34^ 

14. 

CARNEGIE  MELLON  Pittsburgh 

17 

15 

5 

24.000 

30 

24 

39  f 

15. 

MIT  (Sloan)  Cambridge,  Mass. 

9 

14 

19 

25,800 

13 

27 

16. 

UC  BERKELEY  (Haas)  Berkeley 

13 

16 

14 

19.792 

11 

34 

31  1 

17. 

WASHINGTON  U  (Olin)  St.  Louis 

16 

19 

16 

23,920 

34 

29 

36! 

18. 

TEXAS  Austin 

20 

12 

26 

14.762 

23 

25 

22 

19. 

UNO  (Kenan-Flagler)  Chapel  Hill 

19 

23 

17 

16.091 

24 

27 

2ll| 

20. 

YALE  New  Haven 

22 

27 

11 

25.250 

25 

32 

30  i 

21. 

INDIANA  Bloomington 

15 

20 

25 

17.013 

40 

28 

19|t 

22. 

MARYLAND  (Smith)  College  Park.  Md. 

NA 

30 

23 

14.090 

21 

36 

39 

23. 

WISCONSIN  Madison 

NA 

17 

32 

15.380 

47 

31 

32i 

24. 

PURDUE  (Krannert)  VV.  Lafayette.  Ind. 

NA 

21 

29 

14.708 

25 

26 

36  v 

25. 

use  (Marshall)  Los  Angeles 

NA 

55 

18 

22,638 

26 

30 

25  ' 

'1998-99 


*'  Post-MBA  pay  =  Median  salary,  bonus,  &  other  compensation 


For  the  Class  of  1998,  an  MBA  from  an  elite  school 
was  a  ticket  into  a  world  of  six-figure  salaries 


aries  and  jobs  with  real  responsibility, 
e  booming  economy  and  the  need  for 
Derienced  managers  led  recraiters  in 
•  survey  to  hire  10,348  mbas,  up  28% 
m  1996,  the  last  time  we  conducted 

sui'vey.  They  would  have  liii-ed  even 
re  if  they  could  have.  Grads  in  our 

averaged  3.2  job  offers.  Competi- 
1  sent  salaries  soaring:  The  median 
'  package  (salary,  bonus,  and  extras 
h  as  stock  options  or  moving  ex- 
ises)  at  the  top  25  hit  $111,420,  up 
0  from  1996.  Another  telling  figure: 
dian  pay  topped  $100,000  at  18  of 

top  25 — vs.  5  two  years  ago. 

)Ut  soaring  demand  is  only  one  rea- 


son for  those  salaries.  Today's  B-school- 
ers  have  more  work  experience — an  av- 
erage of  3.9  years  for  this  fall's  incoming 
class — so  reci-uiters  expect  them  to  con- 
tribute from  Day  One.  "You  have  a 
much  savvier  individual,  with  more  ma- 
tmity  and  more  experience"  than  a  few 
years  ago,  says  Maury  Hanigan,  CEO  of 
Hanigan  Consulting  Groui)  in  New  York, 
which  helps  companies  recmit  MBAs. 

Just  as  important,  students  ai'e  better 
prepared  for  the  real  world.  As  compe- 
tition has  stiffened,  schools  have  become 
far  more  responsive  to  students'  needs. 
Students  report  that  schools  often  turn 
on  a  dime  to  upgrade  facilities  or  re- 


move poor  teachers  and  that  they  are 
now  included  in  such  decisions  as  a  dean 
seai"ch  or  cuniculum  change.  And  thanks 
to  student  demands,  almost  every  B- 
school  has  devoted  more  resources  to 
classes  on  technology  and  entrepre- 
neurship.  A  few  examples:  Massachu- 
setts Institute  of  Technology's  Entre- 
preneurship  center,  launched  in  1996, 
now  houses  the  fastest-gi'owing  track 
at  the  Sloan  B-school — new-product  and 
venture  development.  And  at  the  Uni- 
versity of  California  at  Berkeley's  Haas 
B-school,  one  of  the  hottest  electives  is  a 
"Ti-ends  in  Technology"  course. 

Add  it  all  up,  and  it's  hardly  surpris- 


AN  PAY  '* 

POST-MBA 


GRADS  EARNING 
OVER$100,."'00 


AVERAGE 
lOB  OFFERS 


MBA  SKILLS  GRADED  BY  RECRUITERS 
ANALYSTS  TEAM  PLAYERS  GLOBAL  VIEW 


SCHOOLS  GRADED  BY  MBAS 
TEACHING  CURRICULUM  PLACEMHI 


H25,500 

83% 

3.2 

Holds  on  to  commanding  lead  with  recruitets.  as  dean  announces  plans  to  step 

(HniA/n    ^ti  iiHontc  oiMd  it  all.ar/^iinH  hiofi  marine 
UUWII.  OLUUclllb  give  11  all  aTUUIIU  Itlgll  nicl(r\b. 

A 

A 

A 

B 

B 

A 

125  000 

72 

3.4 

Grads  and  recruiters  say  it's  tops  m  teamwork.  Recruiters  love  marketmg  skills. 
Will  start  building  a  new  addition  to  B-school  next  year. 

A 

A 

A 

B 

A 

A 

120,000 

80 

3.4 

Impressive  rebound  as  students  say  teachers  tops  in  their  fields,  offers  freshest  materi- 
al. Recruiters  vote  it  most  improved,  best  in  finance,  analytics. 

A 

A 

A 

A 

A 

A 

115  000 

67 

3.5 

Slips  two  spots  in  recruiter  survey,  still  most  innovative,  best  in  operations. 
Partnering  with  Catalyst  for  study  on  why  so  few  women  in  B-school. 

A 

A 

A 

B 

B 

A 

145,000 

86 

4.0 

Students  laud  connections,  recruiters  say  best  in  management  and  communications. 
Despite  tech  push,  students  gave  lowest  scores  on  their  ability  to  deal  with  computers. 

A 

A 

A 

B 

B 

B 

125  000 

76 

3.0 

Students  complain  about  facilities,  unavailable  teachers,  but  recruiters  hike  it 
two  spots.  New  building  set  to  open  shortly. 

A 

A 

A 

B 

A 

109,000 

50 

3.2 

Jumps  three  spots  in  recruiter  poll  and  four  overall  as  strategy  of  developing 
ties  with  key  companies  pays  off.  Oldest  grads  (average  age;  29.2). 

A 

A 

A 

c 

B 

A 

115  000 

64 

3.3 

Dramatic  rise  after  dramatic  fall  in  '95.  Students  give  it  top  scores  for  meeting 
expectations,  responsiveness  of  profs  and  staff.  New  building  |ust  opened. 

A 

A 

A 

A 

A 

rx 

A 

138,000 

74 

3.6 

Students  give  lowest  rank  in  core  teaching,  course  integration,  responsiveness,  but 
laud  analytics,  interpersonal  skills  as  the  best.  Recruiters  frustrated. 

A 

A 

A 

c 

A 

A 

127,000 

83 

2.7 

Gets  top  votes  for  making  tech  part  of  learning  environment.  Most  available 
faculty  out  of  the  classroom,  most  loyal  alums. 

R 

A 

R 
u 

A 

R 

115,000 

64 

2.9 

Student  dissatisfaction  with  job  placement,  overwhelming  workload  drops  school  six 
spots.  Yet  students  also  say  it's  best  in  ethics  and  in  integrating  coursework. 

B 

A 

A 

A 

B 

C 

115,000 

57 

2.7 

Ranked  No.  1  m  entrepreneurship,  summer  job  placement,  best  use  of  technol- 
ogy in  the  classroom.  In  midst  of  lengthy  dean  search. 

B 

B 

B 

B 

B 

A 

120,000 

62 

2.7 

Students  are  happier,  yet  recruiters  drop  school  one  place  after  voting  it  most 
improved  in  1996.  Soon-to-be  expanded  facilities  should  ease  congestion. 

B 

B 

B 

B 

B 

A 

109,000 

55 

3.7 

School  gets  top  rank  from  students  for  info  tech  as  it  tries  to  escape  quant  stereo- 
type. All  students  get  alumni  mentors.  Recruiters  say  it's  No.  2  in  tech,  operations. 

A 

B 

B 

B 

C 

B 

130,000 

74 

3.7 

Recruiters  drop  school  six  spots,  yet  still  say  it's  best  in  tech.  Students  give  highest 
marks  for  diversity,  but  say  profs  most  likely  to  compromise  teaching  for  research. 

A 

B 

A 

C 

c 

B 

117,000 

54 

2.5 

Students  rate  school  lowest  in  number  and  quality  of  firms  on  campus.  Fewest 
average  job  offers  per  student.  New  dean  is  only  woman  in  top  25. 

B 

B 

B 

B 

B 

B 

89,000 

19 

3.4 

New  curriculum  and  grading  system  please  students,  who  praise  intimate  envi- 
ronment. Moves  up  one  spot  in  recruiter  poll. 

B 

B 

B 

A 

B 

B 

97,000 

39 

3.1 

School  moves  up  thanks  to  three-spot  gam  in  recruiter  survey.  Technology  ini- 
tiatives include  world's  largest  Windows  NT  lab,  trading  and  tech  center. 

B 

B 

B 

C 

B 

B 

107,000 

52 

2.9 

New  dean,  new  building  fuel  push  to  boost  technology.  Working  on  developing 
niches  in  environment  and  economic  development. 

B 

B 

B 

A 

A 

B 

116,000 

54 

3.1 

Move  towards  a  more  traditional  MBA  paying  off  some  with  recruiters.  Students 
score  It  lowest  in  info  tech  but  much  higher  overall  than  1996. 

B 

B 

B 

A 

A 

A 

92,000 

31 

2.9 

School  continues  slide,  gets  worst  elective  teaching  score  for  second  straight 
time  Falls  seven  spots  in  recruiter  survey,  six  overall. 

A 

A 

B 

A 

B 

C 

84,500 

28 

3.2 

High  student  and  improved  recruiter  marks  push  school  into  the  top  25.  Youngest  students 
(average  age,  27.6).  Students  give  lowest  marks  for  contact  with  professionals. 

C 

C 

C 

B 

B 

B 

70,000 

11 

3.0 

Student  satisfaction  up,  but  students  least  likely  to  urge  friends  to  take  the 
same  program.  Students  have  lowest  pre-  and  post-MBA  pay  in  top  25. 

C 

c 

c 

C 

C 

B 

86,500 

23 

4.2 

School  bounces  back  into  top  25  after  dean  gets  students  involved.  Recruiters 
praise  its  operations  grads.  Most  job  offers  per  student. 

B 

B 

B 

C 

D 

B 

93,000 

31 

3.0 

Top  marks  in  international  business  from  grads,  thanks  in  part  to  popular 
PRIME  study  program.  Recruiters  give  dismal  grades  for  finance,  analytics, 

D 

C 

C 

A 

A 

A 

A  SCHOOL 
THAT  WORKS 

iJucagi/s 
Hamada  added 
a  concierge 
desk  to  assist 
recruiters 


ing  that  applications 
of  89,031  for  the  cui-rent  class — up  lU^t 
fi'om  just  two  veal's  ago,  thanks  lai'gely 
to  a  sui'ge  in  international  apphcations. 
Given  the  economy's  troubles,  some  wor- 
ly  that  the  ntunbei's  of  foreign  students 
may  drop,  as  the  relative  cost  of  U.  S. 
B-school  increases.  Yet  B-school  can  be 
countercyclical,  drawing  those  who 
would  like  to  sit  out  a  som-  job  market, 
so  domestic  applications  could  rise. 
No  matter  which  way  tilings  go.  it's  a 


Special  Report 


THE  BEST  B-SCHOOLS 


good  bet  that  plenty  of  apphcations  will 
land  on  the  desk  of  Robert  J.  Alig,  di- 
rector of  admissions  and  financial  aid  at 
\\Tiarton.  This  year  alone,  applications 
for  the  school's  765  spaces  rose  14%,  to 
a  record  8,313.  It  has  been  a  crazy 
whh"l\\ind  for  Alig:  His  office  conducted 
6,000  interviews  last  year  and  some 
1,000  "why  deny"  meetings,  in  which 
rejected  students  get  feedback  on  what 
they  need  to  do  to  try  again. 
FINE-TUNING.  Tliat  h'emx  is  in  lai-ge  part 
a  I'esult  of  the  culture  created  by  Gei'- 
rity.  ^^^^arton  is  a  place  where  continu- 
ous improvement  is  a  reality  rather  than 
an  empty  phi-ase  reeking  of  consultant- 
speak.  While  recent  moves  haven't  been 
neai'ly  as  radical  as  the  cun-iculum  over- 
haul of  the  eai  ly  1990s,  an  endless  fine- 
tuning  keeps  students  and  faculty  ex- 
cited. "\\liat  has  clearly  emerged  is  a 
healthy,  organic  process  that's  growing 
in  strength,"  says  Gemty. 

Among  the  small  but  integi-al  changes 
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cited  by 

the  Class  of  '96  were  two  new  majors — 
one  in  technological  innovation  and  an- 
other called  ITSE  (infoiTnation  systems, 
technology',  strategy;  and  economics).  Stu- 
dents also  hked  e-Talk,  an  electronic  chat 
gi'oup  created  for  admitted  students  this 
year  that  resulted  in  the  fonnation  of 
friendships,  living  aiTangements,  and 
even  a  rock  band  before  anyone  liit  cam- 
pus. Other  changes  included  a  fourth  up- 
gi'ade  of  the  school's  intranet,  an  inter- 
active online  alumni  ^^^—""^^ 
dii'ectoiy  that  will  go 
live  this  fall,  and  a 
coui'se-bidding  system 
that  allows  students  to 
signal  which  classes  ai-e 
their  top  priority.  It 
also  helps  the  school  al- 
locate resoui'ces  more 
efficiently. 

Xone  of  these 
achievements  was  seen 
as  particularly  revolu- 
tionary. At  Wharton, 
they're  normal  im- 
provements expected 
to  outhve  then-  useful- 
ness. "We  were  always 
meeting  \rith  different 
people"  in  both  the 
faculty  and  the  admin- 
istration, says  recent 
gi-ad  Ka\ita  R.  Shah, 
"so  there  was  constant 
feedback  and  cross- 
checks." Recruiters 
were  plenty  satisfied, 
too,  citing  a  unicjue 
combination  of  breadth 


The 

Up-and-Comers 

Schools  that 
are  coming  on  strong 


1.  CHICAGO 

2.  MICHIGAN 

3.  KELLOGG 


tbfflj 

1.  MICHIGAN 

2.  WHARTON 

3.  KELLOGG 


PR06IUIIS  SMWliW  GREATEST 


1.  CHICAGO 

2.  CORNELL 

3.  WISCONSIN 


and  depth.  "You  gi 
the  most  for  yo; 
dollar  with  a  Why 
ton   student,"  sa;, 
Paula  Goodman,  \ic 
president  and  seni. 
reciniter  at  Citibaii 
"They're  just  speci; 
ized  enough  but  ji? 
general  enough.  ■ 
there  are  extenuating  circumstance 
the  Wharton  student  is  best  able  to  jii 
go  with  the  flow." 

While  not  all  schools  share  Whartoi 
track  record,  a  few  took  leaps  foi-wai 
after  dropping  in  om*  rankings  the 
time  ai'ound.  Tlie  Univei'sity  of  Chic 
and  Comell's  Johnson  school  were  ti 
that  bounced  back.  After  student 
satisfaction  sent  Chicago  tiunbhng 
spots  in  1996,  the  school  went  thi'ouglj 
serious  bout  of  navel-gazing.  The 
<ulv.  \iitually  evei"ything  but  the  fa 
ty,  which  remains  a  key  strength,  goj 
wholesale  makeover.  "I  think  it's  fai 
say  that  we  just  swept  out  the  ol| 
says  Dean  Robert  S.  Hamada. 
TEAMWORK.  To  im]3rove  communicatio 
Hamada  created  a  deputy  dean  positfc-nv  c: 
to  focus  on  the  needs  of  full-time  s  kLa- 
dents.  A  cash  prize  now  goes  to  t  K-ierL"! 
most  effective  member  of  the  admii  SEf :: 
trative  staff — voted  on  by  studen  mtV: 
Hamada  also  added  a  bit  more  empha  P'jSz 
on  communications  and  teamwork  to  1  il  i<v  i: 
core  analytic  skills  for  which  Chica  fvyr;- 
is  famous.  Similar  efforts  went  into :  Eara? 
gaining  favor  with  recruiters,  WJ-css 
slammed  the  placement  office  in  IQrfevf, 
Hamada  brought  in  a  new  staff  a  k:-  • 
i^^^^^^^^"  added  such  amenit 
as  valet  parking  an( 
concierge  desk.  '. 
also  set  up  an  "accoi 
manager"  system 
which  staffers  wq 
with  specific  indust 
to  ensure  that 
cmiters  get  the 
tance  they  need. 

The  efforts  paid 
Recruiters  voted 
students  most 
proved,  and  stude HiefSe,; 
raved  about  Chica|  >i;-i'e-^g 
abilitv  to  keep  aca  '^y^-- 
mics  'fii-st  and  still 
ten  to  students,  "^^f'^a-] 
administration  was 
tremely  flexible 
responsive  to  stude 
needs."  says  '98 
Lori  Bi-azil  Geiy. 
everyone  was  res 


4.  DUKE 

5.  COLUMBIA 


4.  HARVARD 

5.  CHICAGO 


'8  g-h^^'^^ 


4.  use 

5.  YALE 


DATA:  BW  SURVEYS  Of  RECRUrTERS  AND  GRADUATES 


interested  in  teachi  i>jy*j . 
Tliere  ai-e  a  lot  of  I  j 
young  professors  t 
made  a  gi-eat  impi 
sion  on  the  student 


iiilarly  bruad  changes  took  place 
ii  nell,  which  has  undergone  a  re- 
iinder  Dean  Robert  J.  Swieringa, 
1  cime  on  in  1997.  Students  gave 
!  narks  to  a  revamped  core  ciUTicu- 
1,  hey  designed  together  with  faculty. 
:  -1!  also  added  niai'keting  and  con- 
I  i;  versions  of  the  school's  "immer- 
I    manufacturing  course,  in  which 
1  Us  can  spend  the  second  semester 
ir  ftrst  year  on  one  class.  "[The  ad- 
i   I'ation]  came  through  for  us  with 


everything,"  says  recent  gTad  W.  Danie 
Alvarez.  Most  remarkable  was  that  big 
changes  got  made  after  less  than  a  yeai'. 
"We  asked  for  more  immersion  courses, 
and  they  told  us  it  would  take  two 
years.  We  said  that  wasn't  goofl  enough, 
so  they  did  it  faster." 

It's  a  lesson  that  mit's  Sloan  School  of 
Management  may  soon  have  to  learn. 
Poor  marks  from  both  students  and  re- 
cruiters have  dropped  the  school  from 
No.  9  to  No.  15.  Students  felt  that  pro- 


Best  and  Worst  Placement  Offices 

Who's  got  the  connections?  Who's  got  the  interview  schedules? 
Whose  stvfh'fifs  keep  gettinq  (ii}njcd^ 


THE  BEST 


?ats  as  No.  1.  Recruiters  say  it's 
students,  No.  2. 


1.  UC-BERKELEY 

Students  and  recruiters  agree:  Office 
needs  help. 


IKE 

uiters  give  it  the  No.  2  slot,  laud 
Dnsiveness. 


2.  MARYLAND 

Recruiters  give  it  lowest  placement 
scores. 


ANFORD 

)ugh  many  recruiters  dropped  it, 
;  that  stayed  are  content. 


3.  WISCONSIN 

Students  say  it's  weak  on  profession- 
al contacts. 


U 

jiters  are  happier  than  students, 
hey're  not  complaining  either. 


4.  VIRGINIA 

No  placement  office  gets  lower 
marks  from  grads. 


RNELL 

3  say  it's  the  best.  Aggressive 
s  to  bring  in  new  recruiters  pay. 


5.  INDIANA 

Students  very  frustrated,  but  re- 
cruiters give  it  decent  scores. 


are  based  on  a  statistical  compilation  of  student  and  recruiter  surveys  from  ttie  top  25  schools, 
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THE  BUZZ 
IN  LA. 

Students  loved 
UCLA's  friend- 
ly culture  and 
its  committed 
teachers 


fessors  hadn't  inte- 
gi'ated  the  curricu- 
lum very  well  and 
that  the  school  was 
not  very  responsive 
in  meeting  the  de- 
mand for  electives. 
Some  of  the  guim- 
bling  related  to  few- 
er coi'porate  finance 
choices  in  one  semester,  resulting  in  ex- 
cess demand  for  the  class  taught  by  Je- 
i"emy  C.  Stein,  one  of  the  school's  most 
popular  faculty  members.  Students 
asked  for  more  options,  but  the  school 
wasn't  able  to  solve  the  pi'oblem.  "I 
can't  clone  him,"  sighs  Interim  Dean 
Richai'd  L.  Schmalensee,  who  has  added 
more  corporate  finance  courses. 

Sloan  didn't  fare  much  better  with 
recruiters,  who  continue  to  rave  about 
Sloanies'  technology  slvills  but  gTew  frus- 
trated when  many  spurned  them  for 
more  entrepreneunal  jobs.  That  doesn't 
much  faze  Schmalensee:  "If  there's  one 
thing  you  want  to  be  unhappy  about," 
he  says,  "it's  when  you  hear  'I  tried  to 
hire  your  students  and  couldn't.' " 
CAMARADERIE.  Virginia's  Darden  School 
also  came  under  fire.  While  students 
continued  to  laud  the  accessible  faculty 
and  the  innovative  curriculum  that  in- 
tegi'ates  core  courses,  the  "boot  camp" 
feel  of  the  first  year  left  many  feeling 
exhausted  and  unprepared  for  their  job 
interviews.  "The  fii'st-year  workload  is 
too  much,"  says  one  student,  "and  hurts 
those  people  needing  to  spend  a  signifi- 
cant amount  of  time  in  the  job  search 
process."  Grads  also  complained  about  a 
placement  office  in  transition.  New  Dean 


Favorite  Hunting  Grounds 

Where  companies  say  they  find  the  best  graduates  for  specific  skills 
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1.  HARVARD 

1.  KELLOGG 

1.  CHICAGO 

1.  MIT 

2.  KELLOGG 

2.  HARVARD 

2.  WHARTON 

2  CARNEGIE  MELLON 

3.  MICHIGAN 

3.  MICHIGAN 

3.  HARVARD 

3  MICHIGAN 

w  •  III  1  u  1 1 1  unii 

4.  WHARTON 

4.  WHARTON 

4.  COLUMBIA 

4.  WHARTON 

5.  CHICAGO 

5.  DUKE 

5.  MICHIGAN 

5.  CHICAGO 

6.  STANFORD 

6.  CHICAGO 

6.  KELLOGG 

8.  STANFORD 

7.  VIRGINIA 

7.  STANFORD 

7.  NYU 

7.  KELLOGG 

8.  DUKE 

8.  COLUMBIA 

8.  INDIANA 

8.  HARVARD 

9.  COLUMBIA 

9.  CORNELL 

9.  DUKE 

9.  DUKE 

10.  DARTMOUTH 

10.  UCLA 

10.  STANFORD 

10.  PURDUE 

DATA:  BUSINESS  WEEK 


Edward  A.  Snyder  acknowledged  that 
the  course  load  is  demanding  but  says  it 
better  prepares  students  for  real  life. 
The  school  has  added  a  unit  on  career 
development  to  the  orientation  process. 

Happier  students  were  to  be  found 
across  the  country  at  the  University  of 
California  at  Los  Angeles'  .John  E.  An- 
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THE  BEST  B-SCHOOLS 


derson  Graduate  School  of  Management. 
The  school  got  the  best  overall  scores 
fi-om  gi-aduates  in  the  poll.  Despite  be- 
ing located  in  a  huge  metropolitan  area 
with  plenty  of  distractions,  the  cama- 
raderie and  committed  teachers  left  stu- 
dents feeling  that  they  had  gotten  a  lot 
more  than  a  piece  of  paper  when  they 
left.  "This  is  a  small  commimity  within  a 
sprawling  one,"  says  Dominique  Lit- 
maath  River,  a  recent  gi'ad.  "By  Thurs- 
day [of  each  week],  everyone  always 
had  20  E-mails  from  [others]  sailing  at 


the  marina,  going  to  the  movies,  or  hik- 
ing." The  students  shared  both  good 
times  and  stressful  ones.  "People  were 
totally  unselfish,"  says  Spencei-  Cutter,  a 
'98  grad.  "They  E-mailed  their  notes  to 
the  whole  class.  If  10  people  wanted  a 


job  at  J.  P.  Morgan  and  they  were  hiri] 
two,  they  would  share  informatioi 
Happy  campers,  the  mbas  of  19J 
Here's  hoping  that  the  real  world  trej 
them  as  well  as  B-school  did. 

By  Jennifer  Reingold  in  New  Yo 


CRUNCHING  THE  NUMBERS:  A  TALE  OF  TWO  SURVEYS 


Let  the  customer  speak.  That's 
the  philosophy  behind  business 
week's  ranking  of  the  best 
business  schools.  We  think  B- 
schools  have  two  customers:  the 
graduates,  who  trade  their  suits 
for  backpacks;  and  recruiters,  who 
seek  out  the  best 


and  brightest 
from  among  the 
business  schools' 
ranks.  The  frank 
views  we  receive 
from  both  groups 
have  made 

BUSINESS  week's 
ranking  a  crucial 
source  of  informa- 
tion on  business 
schools  since 
it  was  first 
undertaken 
a  decade  ago. 

We  asked  for 
feedback  from 
gi'aduates  of  the 
Class  of  1998  at  61  top  schools— 10 
more  than  in  1996.  On  the  recruiter 
side,  259  companies  who  hired  a  to- 
tal of  10,348  new  MK.As  this  year 
gave  us  their  input.  We  enlisted  two 
esteemed  statistics  consultants, 
David  M.  Rindskopf  and  Alan  L. 
Gross,  professors  of  educational  psy- 
chology at  the  City  Univei'sity  of 
New  York  Graduate  School  &  Uni- 
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The  Survey 


GRADUATEPOLL 


1994 

1996 

1998 

SURVEYS 

6,353 

7,235 

9,598 

REPLIES 

4,626 

4,891 

6,020 

RESPONSE  RATE 

74% 

67% 

63% 

RECRUITER  POLL 

1994 

1996 

1998 

SURVEYS 

354 

326 

350 

REPLIES 

254 

227 

259 

RESPONSE  RATE 

72% 

70% 

74% 
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versify  Center,  to  analyze  the  data 
and  ensure  that  it  met  our  quality 
standards. 

GRADUATE  SURVEY:  We  sent  a  39- 
question  survey  to  9,598  randomly 
selected  members  of  the  Class  of 
1998.  We  got  back  6,020  replies,  for  a 
response  rate  of 
63%.  For  the  fti-st 
time,  we  let 
gi'ads  complete 
the  survey  either 
online  or  on  pa- 
per, and  two- 
thirds  of  the  re- 
spondents took 
the  digital  option. 
Grads  were  asked 
to  answer  most 
questions  on  a 
scale  of  1  to  10. 
One  example: 
"How  would  you 
judge  the  respon- 
siveness of  the 
faculty  and  ad- 
ministration to  students'  concerns 
and  opinions?"  In  this  case,  an  an- 
swer of  1  meant  poor,  while  10  stood 
for  outstanding. 

The  1998  sui-veys  count  for  50%  of 
a  school's  student-satisfaction  score. 
The  other  50%  comes  from  the  re- 
sponses of  4,891  gi-aduates  in  the 
1996  poll  and  4,626  from  1994.  Each 
carries  a  weight  of  25%.  This  is  done 


to  ensui'e  that  short-lived  changes 
don't  have  too  much  impact.  We  also 
removed  any  sm-veys  that  our  con- 
sultants found  to  be  statistically 
aberrant  (page  94). 
RECRUITER  SURVEY:  A  total  of  350 
companies  that  are  active  recniiters 
of  MBAS  were  polled,  and  259,  or  74%, 
responded.  Recniiters  were  asked  to 
rank  their  top  20  schools  in  order, 
based  on  the  quality  of  the  students 
and  their  company's  experience  with 
the  gi-aduates.  Tlie  top  school  got  20 
points,  and  No.  20  got  one  point.  Each 
school's  total  score  was  then  divided 
by  the  numbei'  of  responding  compa- 
nies that  reciuited  mbas  fi'om  that 
school.  Because  larger  schools  tend  to 
attract  more  recniiters,  we  gave  some 
of  the  smallei-  schools  an  upward  ad- 
justment to  counter  any  possible  bias, 
COMPOSITE  RANKING:  To  come  up 
with  its  overall  ranking,  BUSINESS 
WEEK  combines  the  raw  scores  of 
both  surveys  rather  than  totaling  a 
school's  rank  in  both  polls  and  divid- 
ing it  by  two.  This  approach  accounti 
foi-  the  statistical  significance  of  one 
school's  lead  over  another  in  each 
poll  and  gives  more  credit  to  schools 
with  a  commanding  advantage  in  on( 
area.  Because  there  are  gTeater  dif- 
ferences among  the  schools  in  the 
corporate  sui'vey,  reci'uiter  opinion 
tends  to  have  a  slightly  greater 
weight  in  the  overall  ranking. 


A  goo  J  travel  agent 
always  seems  to  know  exactly 
wnere  you  want  to  stay 


Hyatt  and  UNIGLOBE.  Helping  you  get  where  you  need  to  go. 

preferred  rates  and  programs  such  as  the  UNIGLOBE  Rescue  Line  24-hour  traveler  assistance, 
UNIGLOBE  can  help  you  get  more  out  of  your  Hyatt  stays  when  traveling  on  business.  Once  there,  you'll 
find  everything  from  business-friendly  rooms  and  express  continental  breakfast  to  specially  staffed  Business 
Centers.  All  in  an  inspiring  environment  that  provides  the  added  touch  you  need  to  make  your  next  business 
trip  a  success.  For  reservations  and  more  information,  contact  your  nearest  UNIGLOBE  travel  planner. 
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Hyatt  Hotels  and  Resorts'^  encompasses  hotels  managed,  franchised  or  operated  by  two  separate  companies  — Hyatt  Corporation  ami  its  affiliates  and  affihaies  of  Hyatt  Internaiwnal  Corporation.  'Z-1998  Hvatt  Corp. 
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HOW  WE  KEPT  THE  DATA  UNSULLIED 


RusitKiSsWetik 


Th,i 


reasons  you 
PART 1  OF  3 
Namt  of  School 


When  BUSINESS  week  began  its 
ranking  of  the  best  business 
schools  back  in  1988,  the  idea 
was  to  give  a  voice  to  those  who 
paid  thousands  of  dollars  for  their 
education,  and  the  companies  that 
hired  them.  Over  time,  the  rankings 
have  grown  in  importance— so  much 
so  that  the  day  they  are  released 
resembles  either  a  funeral  or  a  wed- 
ding at  some  schools.  , 

We're  glad  the  rank- 
ings are  taken  so  seri- 
ously. But  this  year, 
some  people  took  them 
too  seriously.  After  an 
investigation  lasting 
several  months,  BW 
determined  that  some 
students  at  five  schools 
tried  to  "game"  the 
system  by  inflating  their 
responses  on  the 
student  portion  of  the 
BUSINESS  WEEK  survey. 
They  urged  their  fellow 
classmates  to  answer 
the  survey  questions 
positively  in  hopes  of  moving  up  in 
the  rankings.  The  five  schools;  Dart- 
mouth, Duke,  Purdue,  the  University 
of  Texas  at  Austin,  and  Washington 
University. 

There  is  no  evidence  that  school 
administrations  or  faculty  had  any- 
thing to  do  with  the  students'  at- 
tempts. The  deans  at  four  of  those 
schools  argue  that  if  any  discussion 
of  the  surveys  did  occui',  it  merely 
reflected  the  enthusiasm  students 
feel  about  impi'ovements  at  their 
schools.  Says  fiamesh  K.  S.  Rao,  di- 
rector of  the  MBA  progi-am  at  Texas: 
"I  hate  to  see  [our  students']  unifor- 
mity and  beliefs  about  the  direction 
we're  going  penalize  us."  Purdue's 
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dean,  Dennis  J.  Weidenaar,  says  his 
own  investigation  uncovered  no  proof 
of  any  discussions  or  transgressions 
at  all. 

Nonetheless,  we  have  strong  evi- 
dence indicating  that  some  of  the 
graduate  sui-veys  at  those  schools 
were  tainted.  As  a  result,  we  adjust- 
ed the  gi'ads'  scores  at  those  schools, 
giving  the  1998  data  a  weight  small- 
er than  its  usual  25%.  We  increased 
the  relative  weighting  of  two  previ- 


ous student  surveys  from  1996  and 
1994.  We  kept  the  weight  of  the  re- 
cruiter survey  intact  at  50%. 

The  student  efforts  tyjjically  took 
the  form  of  boosterism.  At  Washing- 
ton, students  distributed  "mock  sur- 
veys" with  BUSINESS  week's  logo, 
which  showed  how  the  rankings 
were  calculated,  and  reminded  stu- 
dents that  the  business  week  sur- 


1998  B-SCHOOL  SURVEY 


1  lime  lo  fill  aut  ihis  year's  BusinessWeek  sui'xc)  on  husii 
io  the  following  questions  are  strictly  confidentmL 
password  will  expire  when  you  submit  this  survey. 


Home  Addres:s 


Some  students  at 
five  schools  tried  to 
skew  the  poll  results 


vey  was  not  the  right  fonim  for  criti- 
cism. At  Texas,  several  student 
government  leaders  circulated  a 
memo  reminding  students  how  im- 
portant it  was  to  keep  the  school 
competitive  in  the  rankings.  "Let's 
ensure  that  we  place  the  University 
of  Texas  mba  program  on  a  level 
playing  field,"  it  stated.  And  at  Dart- 
mouth, students  told  each  other  that 
the  survey's  1-to-lO  scale  was  iirele- 
vant;  they  suggested  giving  the 
school  "9"s  if  they  hated  the  school, 
"10"s  if  they  loved  it. 

To  maintain  the  integiity  of  our 
data,  we  checked  out  eveiy  i-umor  or 
suggestion  of  misconduct  we  heard. 
We  followed  a  tlu'ee-step  quality-con- 
trol process.  First,  we  called  students, 
faculty,  and  deans  to  deteiTnine  what 
happened.  We  learned  about  some 
events  from  students,  who  wi'ote  say- 
ing they  felt  then-  school  had  been 
misrepresented.  Next,  we  brought  in 


statistical  consultants — David  M. 
Rindskopf  and  Alan  L.  Gross, 
professors  of  educational  psychology 
at  the  City  University  of  New  York 
Graduate  School  &  University  Centerr? 
They  pored  over  the  student  sui'veys,k 
searching  for  abeiTant  data  or  odd 
patterns  that  failed  key  variance  tests: 
both  witliin  one  school  and  relative  to 
others.  They  advised  business  week 
to  remove  anomalous  sur- 
veys, as  well  as  those  of 
anyone  we  felt  answered 
inaccurately. 

nn:y  CONFIDENCE.  As  SL  CI'OSS- 

  check,  we  consulted  with 

David  K.  Ki'ane  and 
Humphrey  Taylor,  execu- 
tive vice-pi"esident  and 
chairman,  respectively,  at|, 
pollster  Louis  Har- 
ris &  Associ 
ates  Inc. 
They  helped 
us  develop  a 
new  survey, 
asking  respon 
dents  if  they 
were  aware  of 
any  attempts  ti 
influence  the 
survey  and 
whether,  if  so, 
they  felt  that  the  efforts  had  suc- 
ceeded. Applying  all  three  methods, 
we  concluded  that  some  data  fr'om 
the  five  schools  was  suspect. 

The  business  week  survey 
process  differs  from  other  rankings 
that  rely  in  large  part  on  one 
source — material  provided  by  the 
schools.  Our  rankings,  by  contrast, 
combine  the  views  of  thousands  of 
people.  With  such  a  volume  of  data, 
we  believe  our  results  continue  to 
offer  the  truest  reflection  of 
customer  sentiment.  And  the  check! 
ing  procedures  we've  put  in  place 
give  us  more  confidence  than  ever  i 
our  data. 

business  week  will  continue  to  d 
what  it  takes  to  maintain  the  integr 
ty  of  the  B-school  surveys.  If  neces- 
sary, we  will  even  remove  schools 
fi-om  our  rankings.  We  will  also  issu 
guidelines  to  students  and  schools  t( 
further  clarify  that  the  sui-vey  is 
meant  to  measure  individuals'  satii 
faction  level  vdth  their  schools.  It's 
an  opportunity  that  mba  students 
didn't  get  just  a  few  years  ago. 

By  Jennifer  Reingold,  with  Hala 
Habal,  in  Neiv  York 


94  BUSINESS  WEEK  /  OCTOBER  19,  1998 


VIDEOCONFERENCING. 


•■d  to  a  new  era  of  videoconferencing  success  witli  Polycom's'  ViewStation"'-  tlie  worldwide  #1  selling  group  videoconferencing  system  ' 
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Save  time.  Save  money.  Save  teeth. 

Direct  Reimbursement  helps  you  three  ways. 

It  helps  you  sa\  e  time  because  it's  easy  for  eveiTone 
to  understand,  and  there  are  no  complicated  claims 
procedures.  It  can  save  money  because,  instead  of  paving 
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Dental 

Benefits  Plan 
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It  was  a  long  journey-but  going 
to  an  elite  B-school  paid  off 
for  the  class  of  1998. 
Follow  them... 


PLEASE  OPEN  THE 
DOUBLE  FOLDOOTON 
THE  FOLLOWING  PAGES 


it  America's  best  B-schools 
9rience-with  exclusive 
1998  at  our  Top  25  schools 
n  us  for  the  ride.  | 


The 
Students 


MINORITIES* 
Most  Least 
TEXAS,  YALE  2% 

N.CAROLINA,  CARNEGIE 
MIT  14%  MELLON  3 

MICHIfiAN   13" "  CHICAGO  '"_{' 
AVERAGE  9% 
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use  a  wireless  phone.  Tl 
digital  phones  the  Navi-Key-a 
feature  and  function.  Guess  yoi). 
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INTERNATIONAL 
Most  Least 
WASHINGTON    40%  VIRGINIA  Iji 
CARNEGIE  MELLON,  bARTMOUTH  IE 
MARYLAND      39   TEX/fi  If 
NYU,  MIT      ]  37 

Most 

COLUMBIA,  N.  CAROLINA' 
BERKELEY,  WASHINGtON, 
WISCONSIN 


COMPETITIVE 
ATMOSPHERE* 

Most  Least 

HARVARD  DARTMOUTH 
'  PURDOe  YALE 

WISCONSIN  BERKELEY 

*EmptuisLi  on  individual  achievemmt  relative 
to  teamwork,  from  student  snrvei/ 


USE  OF  TECHNOLOGY* 


Most  effective 

Least  effective 

CARNEGIE 

MELLON 

STANFORD 

UCLA 

COLUMBIA 

DARTMOUTH 

MICHIGAN 

ENV 

Most  intim; 


riNG 

FIRMS 


*Based  on  ttrhnologi)  related  questions 
in  student  survey 


32% 

of  schools  require 
a  separate  business 
ethics  course 


The 
Classroom 


MEDIAN  PRE-MBA  SALARIES 

Highest 

f  HARVARD  $60.00( 


WISCONSII 
MARYLANl 
PURDUE 


*Fewest  s 
elf 


tliumands) 
Bonus  Total 

$28.0  $124.3 


_2_5.5_  115.4 
2r4"TR7' 


i.sed  OH  compa- 


STANFORD 

55,000 

DARTMOUTH,  WHARTON 

50,000 

Lowest 

WISCONSIN 

$30,000 

WASHINGTON 

32,000 

PURDUE 

33,500 

16.6%  of  MBAs  eyttered 
^-school  mtli  advanced  degrees- 
me  with 
nore  than 
ne.  Thei/ 
•vre: 


SCHOOLS' 
PROVIDE 

Slade: 
Highest 

UCLA 
CHICAGO 


INANCIAL 
'ANIES 

'l/nnsandsj 
i^diiLis  Total 

:i:i.2  $110.4 
3J3.8  m3 

30.1  loao' 


19.3  93.7 

ml  on  ronipd' 


CORNELL 


ElVING 


59.8% 


24.9% 


39.6% 


1.7%?F- 
I  D    M  A   M.D,  M.S.  OTHER 


Least 

CAGO 

22% 

m 

■LLON, 

RD 

24 

MALE/FEMALE 
STARTING  SALARIES 

Median  nanibets,  bij  caivcr  path 
(thousands) 

Female  Male 
ACCOUNTING         $53  $70 


CONSULTING 

90 

90 

ENTREPRENEURSHIP 

71 

75 

FINANCE 

75 

75 

HUMAN  RESOURCES 

62 

60 

INFORMATION 
TECHNOLOGY 

75 

79 

MARKETING 

70 

70 

NONPROFIT 

53 

50 

OPERATIONS 

70 

75 

AVERAGE 

73 

76 

SCHOOLS  WHOSE  WOMEN 
GRADS  EARN  MORE  THAN  MEN 

Median  salari/  and  tionas 
( tliousandsj 

Women  Men 
BERKELEY         $100  $95 


CHICAGO 

97 

95 

PURDUE 

79 

75 

WASHINGTON 

79 

73 

WISCONSIN 

65 

59 

AVERAGE  STUDENT  DEBT 
( Ttwusands) 
Most  Least 
CHICAGO  $54.2    MARYLAND  $19.2 
HARVARD    514   WISCONSIN  2  L6 
WHARTON "  507   PURDUE  218 
AVERAGE  $40.0 


FOR  MORE 
ON  B-SCHOOLS 
GO  TO 

'JlSkuti  www  businessweek  com 

CRtDirs  GRAPHIC  BY  JONI  DANAHER,  ARTHUR  EVES 
ILLUSTRATIONS  BY  LISA  KNOUSE  BRAIMAN/BW,  CHARTS  BY 
RAY  VELLA/BW,  RESEARCH  BY  LORI  BONGIORNO  JENNIFER 
REINGOLD  JUDI  CROWE,  HALA  HABAL.  WENDY  HERNANDEZ 
DATA  BUSINESS  Mf«5  STUDENT  SURVEYS,  SCHOOL  SURVEYS 
AND  RECRUITER  SURVEYS.  AND  FIRST  EDITION  OF  BUSINESS 
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People  like  choices. 

That's  why  we  designed  our  Nokia  5100  Series  digital  phones  with  Xpress-On  covers.  These 
fashionable  faceplates  snap  on  and  off  for  a  quick  change  of  color.  Choose  one  that  fits  you. 
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AND  NOW, 
EXTREME  RECRUITING 

spite  the  global  crisis, 
1 3  struggle  to  hire 
l| )  MBAs  is  as  fierce  as 

il  3r-for  now 

i 

II  Hhe  stock  market  is  plummeting. 
!  The  worldwide  financial  crisis 
!  deepens  by  the  day.  Corporate 
1  profits  are  slumping  as  companies 
r  1  Gillette  to  3M  to  Hewlett-Packard 
=1  ggle  with  the  double  whammy  of 
=]  ply  lowered  demand  and  a  higher 
c  ir.  And  the  finance  industry — whicli 


d  35%  of  all  MBA  gi-aduates  in  thr 
s  of  '98 — has  been  paiticularly  har(  i 
hj  with  the  worst  yet  to  come, 
i  iven  the  carnage,  you  might  think 
tj  the  booming  market  seen  in  recent 
y|  'S  for  newly  minted  mbas  is  collaps- 
b|  IS  well.  But  so  far,  you'd  be  wi-ong. 
[i  Ate  growing  fears  that  the  global  fi- 
ni  :ial  turmoil  could  push  the  U.  S. 
6;  omy  into  layoffs  and  recession,  cor- 
te  recruiters  say  that  for  now,  the 
le  to  hire  top-quahty  mbas  remains 
)Ugh  and  competitive  as  ever 
j  nd  make  no  mistake  about  it:  It  is  a 
b!  >e.  Spend  a  day  with  Catherine  H. 
Bj  ;r,  vice-president  in  chai'ge  of  world- 
wj  recmiting  at  Mercer  Management 
C  suiting  Inc.,  and  that  much  is  clear 
>  ,  as  she  and  her  team  of  Mercer 
M  .  head  for  a  Sept.  22  presentation  to 
fi'j  and  second-year  students  at  the 
rton  School,  they're  riding  a  Metro- 
li))  fi"om  Washington,  D.  C,  to  Phila- 
dii  fiia,  rather  than  a  warship.  And 
tl|  re  using  cell  phones  instead  of  two- 
w  radios.  But  there's  no  doubt  that 
tl;  AHiarton  trip  is  the  fu-st  shot  in  a 
lo!  campaign  for  what  continue  to  be 
scj  I  of  the  most  sought-after  trophies 
ofj  e  late  1990s:  gi-aduating  mbas. 
Rij  i  SKILLS.  The  reason  is  simple. 
Til  ks  to  a  tight  job  market  for  top 
igers  in  recent  years,  most  of  the 
!e'  age  in  the  job-search  mating  dance 
he)  hifted  fi-om  recruiters  to  students. 
Til  average  member  of  the  Class  of 
l£l  at  BUSINESS  week's  top  25  B- 
SC|  lis  boasted  3.2  job  offers,  up  from 
<2-'!  I  1992.  The  median  starting  salary- 
pit  bonus  rose  to  $91,560  this  year,  up 
19|  from  two  years  ago.  That  doesn't 
'1'  le  extras —ranging  from  ft-ee  rent 


RICHER  LURES 

Mercer's 
Baker  has  had 
to  get  creative 
to  battle 
well-known 
competitors 


to  stock  options  to 
tuition  paybacks — 
worth  a  median 
$19,860.  "The  com- 
petition for  mbas 
has  definitely  quick- 
ened," says  David 
L.  Reed,  director  of 
global  recruiting  at 
Andersen  Consult- 
ing. "It's  as  fierce  as  I've  ever  seen  it." 

He  and  others  say  that  there  is  little 
reason  to  expect  change,  despite  the 
global  gloom  and  doom.  In  part,  that's 
because  companies  are  veiy  happy  -with 
the  skills  today's  mbas  possess.  They 
have  a  rare  mix  of  financial,  technical, 
and  communications  skills  that  compa- 
nies have  ti'ouble  finding  in  engineers  or 
other  degree  holders.  Many  companies 
are  also  still  recovering  from  the  disas- 
ters created  when  they  downsized  in 
the  mid-1990s,  fu-ing  far  more  middle 
managers  than  they  should  have.  They 
vow  not  to  repeat  the  error  by  cutting 
hu-ing  too  drastically.  As  costly  as  mbas 
are,  they're  still  cheaper  than  they  will 
be  later,  when  things  improve.  "You're 
making  a  long-teirn  investment,"  says 
Peter  D.  Kiernan,  co-head  of  the  re- 


ciniting  cummittee  at  Goklman,  Sachs  & 
Co.  and  co-chair  of  the  communications, 
media,  and  entertainment  banking 
gi'oup.  "It's  an  illusion  to  think  you  can 
cut  back  now  and  be  in  a  strong  posi- 
tion when  the  markets  begin  to 
recover" 

That's  why  most  recruiters  say 
they're  sticking  to  their  hhing  plans  for 
the  Class  of  1999.  At  the  moment,  how- 
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ever,  it's  a  painless  pledge.  Most  don't 
have  to  decide  how  many  to  hire  until 
it's  time  to  extend  offers — which  won't 
happen  for  a  few  months.  In  the  mean- 
time, there's  little  reason  to  call  off  the 
endless  rounds  of  meeting  with  students 
that  begin  anew  every  fall. 

Indeed,  thanks  to  the  intense  rivahy 
between  the  consulting  and  investment- 
banking  fii-ms,  things  look  no  different 
on  the  fi-ont  Hnes  than  they've  looked  aU 
year.  The  two  fields  pay  the  most,  and — 
no  surprise  here — hire  the  most  mbas. 
In  the  Class  of  1998,  63.3%  chose  one  of 
the  two  industries.  "We're  all  going  after 


Do  I  have  to  spejjj  eve 

to   I  I  I  111  iliiiiiiiiiTfii  i]i  I 


Not  when  you  order  direct  from  Compaq.  With 
products  like  the  Compaq  Deskpro  EP  Small  Business 
Series  oj-  desktops,  and  the  Compaq  Armada  Small 
Business  Series  of  notebooks.  Thev  both  come 
pre-installed  with  Microsoft  Office  97  Small  Business 
Edition.  And  Compaq  Small  Business  servers, 
eqtiipped  with  Microsoft  BackOftice'  Small  Business 
Ser\'er,  give  you  the  most  technology'  for  your  mone\'. 
Order  b\'  calling  us  directly  or  visiting  our  website. 
More  technolog\'  and  more  ways  to  get  it. 


irlel  6300A/4300 


$1,259 

Leasing  price:  S42/Month' 

•  Intel  Celeron  Processor  300A  MHz 

•  4.3  GB-  SMART  II  Hard  Drive 

•  32  MB  SDRAM 

•  Compaq  S700  17" 
(157"  viewable)  monitor 

•  Matrox  MGA  AGP  Graptiics 

•  Towerable  chassis  converts  from 
desktop  to  minitower 

•  3-year  limited  warranty' 


Model  6450/10000 

$2,239 

Leasing  price:  S77/Month 


Intel  Pentium  II  Processor  450 
MHz 

10  GB^  SMART  II  Hard  Drive 
64  MB  SDRAM 
Compaq  S700  17" 
(15,7"  viewable)  monitor 
Matrox  Millennium  AGP  Graphics 
with  8  MB  VRAM 
32X  Max  CD-ROM 
Towerable  chassis  converts  from" 
desktop  to  minitower 
3-year  limited  warranty 


Microsoft 


(Or)';K  (  nmpaq  t.iinijnHcr  Cotpordtion.  All  tights  reserved.  Cx)nipaq,  the  Ompaq  Ixigo,  Deskpro,  ProSignia.  Armada,  and  SupcrDisk  are  registered  trademark:  of  Compaq  Computer  Corporation  Intel  andPcntiJ 
ate  registered  trddeni.irk--;  and  MMX  and  Oleron  are  trademarks  of  Intel  Corporation  in  the  U.S.  and  other  countries.  Microsofr.  the  Mitrosoh  logo,  and  BackOffice  are  registered  trademarks  of  Microsoft  Corporatil 
Dehor  products  mentioned  herein  may  be  trademarks  or  registered  trademarks  of  their  respective  companies.  Operating  system  pre-installcd  on  all  desktop  and  portable  products.  Compaq  is  not  Hable  for  pictorial 
r>-pograpliical  errors  in  this  advcrtisenunt  ,All  prn.cs  and  discounts  shown  refer  to  I'  S,  estimated  selhng  prices  on  select  models  Reseller  prices  may  var)-  Specifications  and  prices  arc  subject  to  change  or  cancclUfi 
wiihoiH  notice.  'Leasing  Available  through  Compaq  Capital  Corporation  to  qualified  businesses  for  a  term  of  %  months  with  a  Fair  Market  Value  purchase  option,  and  is  subject  to  approved  credit 
tc-rUHi  terms  and  conditions.  Does  not  uulude  taxes,  fees,  or  shipping  charges,  'For  hard  drives.  GB  -  billion  bytes.  *  20X  Max  CD-ROM  data  transfer  rates  may  vary  from  150  KB/s  to  3000  KB/s;  Z 
Mav  <  n-lU)M  data  transfer  rates  may  vary  fioni  HO  KB/s  to  3600  KB/s;  .ind  32X  Max  c:D-RO.M  from  ISO  KB/s  to  4800  KB/s,  "^Designed  only  to  allow  twister  downloads  from  KS6flex-comp!iant  soutjl 
Maxuiuim  achievable  download  transmission  rates  currently  do  not  reach  S(t  KB/s.  and  will  vaiT  with  line  conditions.  ^Sofrware  is  prebundled  and  uill  c.ime  ssith  limited  user  documentation.  ^After| 
davs,  monthlv  Ji.irgcs  and  resinciions  apply.   Some  rcstriLiions  and  exclusions  applv  Call  (HOOl  OK  COMPAQ  for  warrant^'  details. 
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rmada  Notebooks 


Ida  1573 

,599 

tg  price:  S54/Month' 

'le  Intel  Pentium  Processor 
MMX  '  Technology  233  MHz 
l&  SMART  Hard  Drive 
IB  RAM 

indable  to  96  MB) 
CSTN  SVGA  display 
Max'  CD-ROM 
ex  modem' 
rated  AC  Adapter 
1  battery 

ir  limited  warranty' 


Armada  1700 


Armada  3500 


$2,999  $3,299 


Leasing  price:  $101 /Month 

•  Mobile  Intel  Pentium  II 
Processor  266  MHz 

•  4,0  GB-  SMART  Hard  Drive 

•  32  MB  SDRAM 
(expandable  to  160  MB) 

•  13.3"  CTFT  (1024  x  768)  display 

•  24X  Max'  CD-ROM,  optional  DVD 

•  K56flex  modem' 

•  Integrated  AC  Adapter 

•  Multibay  design 

•  1  -year  limited  warranty' 


Leasing  price:  $111/month 

•  Mobile  Intel  Pentium  II 
Processor  266  MHz 
4.1  GB'  SMART  Hard  Drive 
32  MB  RAM 
(expandable  to  160  MB) 
12.1"  CTFT  SVGA  display 
512  KB  L2  Cache 
Optional  CD-ROM  or  DVD 
via  Mobile  Expansion  Unit 
4.4  lbs.  and  1.3"  thin 
Magnesium  display  for  durability 
3-year  limited  warranty' 


Options 


Armada  1573: 

•  Convenience  Base 
(pass-through):  $189* 

•  Additional  Li-lon  battery:  $189* 

Armada  1700: 

•  Compaq  Value  Case:  $49* 

•  32  MB  Memory  Module:  $95* 

Armada  3500: 

•  Mobile  Expansion  Unit 
24X  Max' CD:  $199* 

•  Mobile  Expansion  Unit 
with  DVD:  $399* 

•  Additional  Li-Ion  battery:  $209* 


I 


499 


a  I  price:  $84/IVlonth' 

n  entium  Processor  with 
it  Technology  233  MHz 
].  3  SMART  Hard  Drive 

-   ..TFT  SVGA  display 
nl  3ted  56K  modem  ;  24X 
t  :D-R0M.  and  AC  Adapter 
^i  soft®  Office  97 
!n  Business  Edition^ 
!iee  Internet  access 
:lirough  GTE' 
imited  warranty' 


Deskpro  EP  6300X/4300/CDSM       ProSignia  200  6/300 

$1,699 

Leasing  price:  $57/IVIonth' 


$4,719 

Leasing  price:  $157/IVIonth' 


Intel  Pentium  II  Processor  300  MHz 
4.3  GB  SMART  II  Ultra  ATA 
Hard  Drive 
32  MB  SDRAM 
S700  Color  Monitor 
ATI  RAGE  lie  AGP  64-bit  Giaphics 
Controller  with  2  MB  VRAM 
24X  Max  CD-ROM 
56K  Data/Fax  modem' 
Microsoft  Office  97 
Small  Business  Edition 
3-year  limited  warranty 


Intel  Pentium  II  Processor  300  MHz 
4.3  GB-  Wide-Ultra  SCSI-3 
hard  disk 

64  MB  ECO  Memory 
(upgradable  to  384  MB) 
4/8  GB  SLR  enterprise-class 
tape  drive 

Microsoft  BackOffice® 

Insight  Agent  Events  Notification 
Tool  detects  potential  server  issues 
3-year  on-site  limited  warranty 


Deskpro  EP  Series: 

•  Additional  32  MB 
SDRAM  Memory:  $99* 

•  Upgrade  to  Compaq  1  £ 
monitor:  $220* 

•  SuperDisi<  LS-120 
Diive-  $119* 

•  Compaq  C-Series  810 
Handheld:  $499* 

Armada  SB: 

•  Armada  1700/3500 
Convenience  Base 
(pass-through):  $189* 

•  Additional  Li-Ion 
battery:  $195* 


h  direct  from  Compaq  at  1 800-888-0365 
isit  www.directplus.compaq.com/bw 

or  if  you  prefer,  call  1  800-AT-COMPAQ  for  a  reseller  near  you. 


COMPAa 

DirectPlus 

Better  answers: 


Many  companies,  burned  by  overzealous  downsizing 
in  the  mid-'90s,  are  loath  to  cut  hiring  now 


the  same  talent,"  says  Baker,  "so  we're 
having  to  be  more  competitive." 

That  has  made  Baker's  job  even 
tougher,  because  Mercer's  name  is  not 
as  hallowed  as  that  of  rivals  Boston 
Consultuig  Group  or  McKinsey  &  Co.  To 
compete,  Mercer  has  developed  a  strat- 
egy that  resembles  a  brand-awareness 
campaign,  complete  with  pitches  aimed 
at  different  "sales  channels" — othei'wise 
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known  as  alums,  students,  and  facul- 
ty— and  a  host  of  tactics  that  range 
from  sending  birthday  cards  and  get- 
tmg  faculty  to  use  books  written  by 
Mercer  consultants,  to  the  obligatory 
multimedia  presentation. 

Baker  also  tai'gets  students,  using  fai" 
more  sophisticated  tools  than  Mercer 
did  in  the  past.  After  parsing  data 
showing  that  mbas  fii'st  hired  as  sum- 
mer associates  do  better  at  "i"^^™ 
the  company  than  those 
hired  after  B-school,  for  ex- 
ample, she  now  works  extra 
hard  to  get  first-year  stu- 
dents to  take  summer  in- 
ternships. "The  old  days  of 
putting  brochures  out  and 
buying  enough  shrimp  and 
champagne  to  seduce  [stu- 
dents] are  gone,"  she  says. 

Not  that  such  tactics  can 
be  ignored,  however.  For 
schools  and  reciiiiters  alike, 
the  rush  begins  in  the  fall, 
when  scores  of  companies 
hurry  to  the  campus  to  ped- 
dle their  charms.  Recniiters  ask  place- 
ment directors  to  set  up  meetings  early, 
before  students  start  to  burn  out.  At 
Duke  University's  J.  B.  Fuqua  School 
of  Business,  frantic  recruiters  began 
calling  at  7  a.m.  on  Apr.  15,  the  day 
the  fall  intemew  schedule  opened.  With- 
in five  business  days,  240  companies  had 
been  scheduled. 

CLASS  ACTION.  That's  why  one  pre- 
emptive tactic  is  gaining  favor:  getting 
to  students  through  the  sales  pitch 
that's  not  really  a  pitch.  .Jeffrey  D. 
Weedman,  Procter  &  Gamble  Co.'s 
licensing  manager  for  corporate  new 
ventures  and  the  head  of  its  recruiting 
at  University  of  California  at  Los 
Angeles'  John  E.  Anderson  B-school, 
•-•omes  to  school  each  winter  to  teach  a 
;;ase  study  on  P&G  to  all  first-year 
•narketing  classes,  giving  students  a 


better  glimpse  of  the  P&G  culture  than 
a  45-minute  meet-and-greet.  Because 
recruiters  only  get  a  little  time  for  offi- 
cial recruiting,  some  are  now  also  hold- 
ing meetings  on  broader  subjects  in 
which  high-level  execs  present  their 
firms'  ideas — and  drum  their  brands 
into  the  minds  of  young  mbas. 

But  getting  in  the  door  early  and  of- 
ten is  only  the  fii'st  phase  of  the  fight. 
Some  recruiters  have  also  begun  ex- 
tending offers  as  quickly  as  possible  in 
the  fall  in  hopes  of  keeping  tai'gets  fi'om 
succumbing  to  later  temptations.  Sweet- 
eners sometimes  used  by  consultants 
and  banks  include  tuition  reimburse- 
ment for  second-year  students  who  sign 
early.  "It's  being  used  as  an  exploding 
bonus  to  pi'eempt  the  competition,"  says 
Peter  E.  Veruki,  director  of  career 
planning  and  placement  at  Vanderbilt 
University's  Owen  Graduate  School  of 
Management. 

Yet  there's  not  a  lot  of  proof  that 
such  tactics  have  worked — at  least  for 
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"STARTING  SALARY.  BONUS,  AND  OTHER  COMPENSATION 
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the  Class  of  '98.  Recruiters  say  their 
"yields" — the  number  of  acceptances 
relative  to  offers — dropped  as  students 
sat  back  and  played  it  cool.  "I  was 
playing  Lei's  Make  a  Deal,"  says 
Porter  F.  Erisman.  a  recent  grad  of 
Northwestern's  .J.  L.  Kellogg  Graduate 
School  of  Management.  "In  most  years, 
you  have  to  turn  down  door  No.  1  and 
No.  2,  and  then  you  get  the  grand 
pi-ize.  This  time  it  was  like  doors  No.  9, 
10,  and  11." 

Adding  to  the  intensity  was  the  in- 
crease in  the  number  of  students  who 
rejected  Corporate  America  for  small 
startups  and  entrepreneurial  ventures. 
Although  the  numbers  remain  small 
overall — 4.5%  in  the  top  25  schools — 
there  were  particularly  large  clusters 
at  West  Coast  schools,  where  many 
students  headed  for  Silicon  Valley.  "In 


one  week,  I  saw  the  ceo  of  Morg; 
Stanley  and  the  next  week,  a  24-yej 
old  who  stalled  his  own  company,"  sa 
Sheung  L.  Li,  a  recent  Stanford  gra 
uate  who  turned  down  five  offers  h 
fore  starting  his  own  job  search,  Ian 
ing  at  3Com  Corp.  as  a  line  managi 
"On  one  hand,  I  can  wait  15  years  ai 
be  [the  ceo  guy],"  he  says.  "On  t 
other  hand,  I  can  be  the  guy  wh( 
four  years  younger  than  I  am."  Ev 
the  most  selective  firms  had  troub 
Goldman  Sachs  got  acceptances  frc 
only  40%  of  its  Stanford  offers,  relati 
to  80%  at  other  top  schools. 
CHINA  CARD.  The  frothy  competiti 
also  led  others  to  bend  the  rules  to  la: 
top  candidates.  After  Kellogg's  Erism 
rejected  an  offer  from  his  summ 
employer,  Ki-aft  Foods  Inc.,  Kraft  ask 
him  his  plans.  When  he  said  he  w 
going  to  China — job  or  no  job — Krj 
abandoned  its  practice  of  only  hiri; 
new  MBAS  for  North  American  jol 
Soon  Erisman  met  the  head  of  Ki'af 
Greater  China  office,  and 
is  now  an  assistant  prodt 
manager  there.  "The  ecor 
my  helped  me,"  says  E 
man.  "Kraft  didn't  get 
[mbas]  they  expected 
North  America,  so  they  be 
over  backward." 

Will  good  times  soon  en 
Already,  the  economic  gyi 
tions  may  have  made  soi 
students  think  harder  befc 
rejecting  offers  for  next  su 
mei'.  "The  students  sitting 
offers  fi-om  investment  bar 
who  may  last  yeai'  have  be 
pretty  cocky  and  taken  thi 
time  are  thinking  about  signing  oi 
says  Daniel  R.  Nagy,  Fuqua's  assistJ 
dean  for  mba  progi'ams. 

Indeed,  despite  the  insistence 
Wall  Street  and  elsewhere  that  no  hj 
ing  slowdown  is  coming,  some  n(j 
vousness  is  beginning  to  permeate  j 
school  campuses.  Past  history  suggeii 
that  the  investment  banks  are  the  ft 
to  slow  hiring  when  economic  problel 
hit.  Although  no  recruiters  have  cii 
celed  any  campus  visits  set  for  tl^ 
fall,  Nagy  says,  "daily,  we  hold  c' 
breath."  He  thinks  if  companies  do  ( 
back,  they'll  do  so  mainly  at  scho 
further  down  the  list.  For  now,  how(; 
er,  recruiters  are  soldiering  on — : 
both  students  and  their  B-schools  hc| 
they'll  continue  the  onslaught. 

By  Jennifer  Reingi' 
in  Pliiladelpl] 
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Giving  kids  a  chance  to  live  out  their  dreams  is  just  one 
of  the  commitnnents  Little  League  Baseball®  makes. 

CNA  not  only  provides  Little  League  Baseball  with  general  liability  insurance,  but  also  covers  the  players, 
loaches  and  volunteers  with  accident  medical  expense  insurance.  CNA  can  help  you  keep  your  commitments 
ly  offering  a  broad  array  of  insurance  products  and  services  for  your  business,  home,  auto  and  life.  What  CNA 
¥ings  to  the  game  is  over  a  century  of  experience  and  more  than  $60  billion  in  assets.  http://www.  cna.  com 


For  All  the  Commitments  You  Make 


CNA  is  a  registered  service  marl<  and  trade  name  of  CNA  Financial  Corporation. 


Most    firewalls    are    like    b  u  I  I  e 


Enter  the  Gauntlet  Active  Firewall. 

Ever  wonder  if  your  firewall  really 

WORKS?  How  would  YOU  KNOW  BEFORE 

it's  tdd  late?  those  nagging 
ouestidns  are  easy  with  network 
associates'  patent  pending  gauntlet 
Active  Firewall  technology. 
Gauntlet  is  the  only  firewall  that 
COMES  with  CyberCdp  intrusion 

DETECTION  built  IN,  GIVING  YOU 
INTEGRATION  THAT  CAN  ONLY  COME  WHEN 
BOTH  PRODUCTS  ARE  ENGINEERED  BY  THE 
SAME  TEAM  AT  THE  SAME  COMPANY. 

^•^  Intrusion  Detection  8  Antivirus  Built  Right  In. 

CYBERCOP  SCANNER.  DUR  VULNERA- 
bility assessment  module.  tunes 
Gauntlet  by  simulating  an  actual 

HACKER    attack    AND    CRACKING  PASS- 
words inside  your  network.  when 
CyberCdp  Scanner  compromises 

YOUR    network    SECURITY.    IT  CAN 
PROACTIVELY    TERMINATE  EXTERNAL 
WAN    ACCESS    WrTHOUT  ADMINISTRATOR 
INTERVENTION.   PREVENTING  THE  BRELAK-IN 
FROM    BECOMING    A    RELAL   WORLD  ATTACK. 
MEANWHILE.     CYBERCOP  NETWORK 
PASSIVELY  MONITORS  YOUR  NETWORK 


oof  vests 


That's    the  problem 


hacker   signatures  while 
erCdp  Server  audits  system 
files  in  real  time.  together 
-I  WebShield   (  awar  d -wi  N  N  I  n  e 

IVIRUS    scanning    FDR  INTERNET 

:ways  and  MicrdSdft  NT  proxy 
'ERS).  Gauntlet  Active  Firewall 

VIDES     the      only  complete, 

:grated  security  solution 
-able  today. 

?st-of-Breed  S  Integration  without  Compromise. 

/  YOU  NO  LONGER  HAVE  TO 
IFICE  BEST-DF-BREED  TECHNOLOGY 
TIGHT    INTEGRATION    AND  SINGLE 

7l|  )OR  SUPPORT.  With  Gauntlet 
aI  i/e  Firewall,  any  suspicious 

A  ITY  automatically  GENERATES  A 
■"P    3LE   TICKET   TO    OUR    MAGIC  TOTAL 

;     ICE  Desk  and  then  activates 
Tool's  event  manager  and 
"iG  module  —  all  without  any 
I  intervention.  It's  like  dou- 

.^DUR    NETWORK  ADMINISTRATION 
DWER  OVERNIGHT. 

'  Product  of  Choice. 

FLET   AND    NETWORK  ASSOCIATES 
R     HE    CHOICE    OF   THE    US  MILITARY 


AND  THE  INTELLIGENCE  COMMUNITY,  NOT 
TO  MENTION  BEING  THE  WORLD  LEADER  IN 
SECURITY  SOFTWARE.  WE  OFFER  A 
COMPLETE  FAMILY  OF  NET  TOOLS  NETWORK 
SECURITY  AND  MANAGEMENT  SUITES, 
MAKING  US  THE  ONLY  COMPANY  TO 
CHOOSE  WHEN  SECURITY  REALLY  MATTERS. 

Net  lools;  Ihe  Solution  for  Securing  and  Managing 
your  NI  Network. 

NET  Tools  combines  the  complete 

SECURITY  OF  OUR  NET  TOOLS  SECURE  SUITE 
OF  ANTIVIRUS,  FIREWALL,  INTRUSION 
DETECTION,  VPN,  ENCRYFTHDN  AND  DIGfTAL 
CERTinCATE  AUTHENTICATION  WTTH  NET  TOOLS 
MANAGER,  THE  WORLD'S  LEADING  NETWORK 
PERFORMANCE  MANAGEMENT  SOLLTTION  AND 
INTEGRATED  SERVICE  DESK.  COMBINED,  THEY 
ALL  BECOME  NET  TOOLS,  THE  ONLY 
COMPREHENSIVE  MICROSOFT  WINDOWS  NT 
DISTRIBUTED    SYSTEMS  MANAGEMENT 

SOLUTION.    Call    aao-3  3  z-g  9  6  6  . 

DEPT.    1  943    FOR   OUR   WHITE  PAPER 

ON  ACTIVE  Firewall  Integrated 
Security  Solutions  or  visit  our 
website  at  www.nai.com.  now 
that's  bullet-proof  pru  i  ec  i  ion  you  can 

COUNT  ON.  HASTA        VISTA  HACKERS. 


PGP  Tciiil  A'l'/irort  SL\iiniv 


McAfee  Total  Virus  Dejens^ 


Sniffer  Total  Network  \%il'ilitv 


Ma^ie  Total  Service  Desk 


wMiGtwork 

ASSOCIATES 

Who's  watching  your  network 


THE  MELTING  POT 
STILL  HAS  A  FEW  LUMPS 

Schools  get  mixed  grades  for 
smoothing  foreign  students' 
way-and  fostering  a  global 
experience  for  Americans 

Sunwook  Kong  was  a  little  anxious 
when  he  showed  up  at  Pui'due 
University's  Ki-annert  Graduate 
School  of  Management  from  Seoul, 
South  Korea,  last  fall.  A  media  planner 
with  little  business  experience,  he  was 
imcomfoitable  with  his  English  and  des- 
perately feared  speaking  out  in  class — a 
hallmark  of  the  U.  S.  B-school.  "Kore- 
ans ai'e  accustomed  to  the  kind  of  edu- 
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cation  that  forces  students  to  learn  by 
heart,"  says  Kong. 

Thanks  to  his  study  team,  he  didn't 
have  much  of  a  choice.  Kong"'s  gToup — 
African-American  Jevon  Gordon;  Jatu- 
phat  Tangkaravakoon,  a  Thai  national; 
Chinese- American  Steven  H.  T^ang;  and 
Shawn  A.  Vij,  an  Ameiican  bom  in  In- 
dia, forced  Kong  to  do  the  writing  and 
presentation  part  of  a  statistics  project. 
The  experience  got  Kong  over  his  fear 
and  helped  galvanize  the  group.  Now, 
they're  not  only  effective  study  buddies, 
they're  close  pals.  This  Cliiistmas,  they're 
planning  a  trip  to  Asia  to  visit  the  liomes 
of  Tangkaravakoon  and  Kong.  "They 
were  fiiends  outside  of  class,"  says  Kong. 
"They  showed  me  Idndness." 
"ABRASIVE."  If  only  all  foreign  B-school 
students  could  say  their  experience  had 
such  a  happy  ending.  Sui"e,  nearly  every 
B-school  has  gone  global,  hanging  flags 
for  each  country  represented,  offering 
sushi  and  couscous  nights,  Latin  dance 
parties,  and  study  trips  to  Africa  and 
China.  But  even  as  most  have  embraced 
classroom  diversity  as  the  best  way  to 
teach  global  management,  deans  at  many 
B-schools  have  been  negligent  in  maldng 
the  reality  live  up  to  the  promise  for 
many  students.  Foreign  students  often 
still  find  themselves  isolated  academical- 
ly and  socially.  Many  also  have  trouble 
finding  a  job.  And  some  domestic  stu- 
dents, too,  aren't  getting  the  global  in- 


SUCCESS 
STORY 

Kong  (left) 
was  pushed  to 
do  presenta- 
tions by  his 
Purdue  team 


teraction  and  deep 
cultui-al  understand- 
ing they  thought 
they  paid  for. 

Start  with  the 
most  obvious  diffi- 
culty: The  culture  of 
most  U.  S.  business 
schools  remains 
strongly  American, 
both  in  the  classroom  and  out.  Many  for- 
eign students  aren't  used  to  a  system 
that  reciuires  class  participation  and  di- 
rect communication.  "At  the  beginning,  I 
found  the  more  outgoing  nature  of  people 
in  the  U.  S.  abrasive,"  says  Eammonn 
T.  O'Sullivan,  an  Irish  member  of  the 
class  of  1998  at  Dartmouth's  Amos  Tuck 
B-school.  "I  was  uncomfortable  being 


very  up-front,  saying,  for  exampl 
want  to  work  with  you  in  youi'  st" 
gi'oup."  With  team-based  projects  an 
creasingly  important  part  of  cour 
work — and  of  each  student's  gi-ade— 
reticence  can  be  a  problem. 

Moreover,  B-school  places  a  huge 
mium  on  keg  parties  and  ski  trips 
provide  students  the  opportunity 
make  connections  that  will  endure 
the  workplace.  That's  a  veiy  differ 
idea  of  school  than  most  non-Ameri 
have.  And  it's  not  always  clear  that 
important  to  show  up  for  happy  h 
even  if  you're  a  teetotaler.  Beca 
many  of  the  international  students 
manied,  any  free  moment  is  likely  to 
spent  at  home  vdth  one's  spouse, 
ticularly  if  that  person  is  new  to 
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ignized  'by  the  American  Council  on  Education  and  accredited  in  the  U.S.. 
Ilanada  by  the  Accrediting  Council  for  Continuing  Education  &  Training.  ^ 
fnght©1998  Dale  Carnegie  &  Associates,  Inc.  All  rights  reserved. 


endy  Jeansonne, 
ice  president 
racle  Corporation's 
BM  Products  Division, 
alks  about 


ale  Carnegie  Training® 


Management:  "Dale  Carnegie 
Training®  has  been  vital  to  me  as 
have  assumed  increased 
isponsibiiity." 


isk-taking:  "I  have  been  able  to 
.tep  out  onto  the  edge  and  lean  into 
ituations  with  confidence." 


Sates:  "I  am  more  effective  when 
meeting  with  customers,  making 
presentations  and  representing 
Oracle  in  public  forums." 

Leadership:  "Being  able  to  confi- 
dently step  up  in  front  of  a  group 
and  enthusiastically  focus  on  the 
message  makes  me  a  much  more 
effective  leader." 


To  read  more  of  Wendy's  story — 
and  to  see  how  you  can  give  your 
employees  this  kind  of  edge — 
visit  our  web  site  at: 
www.dalecarnegie.com  f,^^ 

You'll  learn  about  all  of  our  training 
options,  including  team-building, 
leadership,  and  relationship  selling. 
Or,  to  find  the  licensed  representa- 
tive nearest  you,  contact  us: 
1  -800-231  -5800  Ext.  707  ' 
www.dalecarnegie.com  ^^i^ 


Well,  why  not?  Why  can't  things  be  different?  After  all,  nothing  n^ 
up  those  possibilities  is  every  bit  as  fascinating  as  where  they  lei 
should  talk  to  us.  You'll  discover  that  we're  not  just  any  bank,  but  t| 


Pnvate  Banking,  Institutional  Asset  Management  (UBS  Brinson),  Investment  Banking  (Warburg  Dillun  Read),  Private  Equity  (UBS  (lapital)  Issued  by  UBS  AG  regulated  ii| 


uld  ever  be  created  if  someone  didn't  thinly  of  it  first,  and  dreaming 
you  expect  your  banl<cer  to  look  beyond  the  obvious,  perhaps  you 
•ht  banl^  for  you.  ^  UBS 


The  pressure  to  socialize  is  very  different 
from  what  most  non-Americans  are  used  to 


countiy  and  doesn't  have  Ms  or  her  o\ra 
social  network.  "It  wasn't  impressed  on 
[international  students]  that  much  of 
the  MBA  experience  was  a  social  aspect," 
says  Sheung  L.  Li,  a  recent  gi'aduate  of 
Stanford  University's  B-school  bom  in 
Hong  Kong  but  raised  in  the  U.  S. 
"There  is  a  veiy  aggi'essive  social  sched- 
ule here,  and  that's  something  most  of 
the  East  Asian  crowd  stays  out  of." 
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Such  cultiu'al  misunderstandings  can 
sometimes  have  serious  consequences. 
At  Hai-x'ai'd  Univei-sity's  B-school,  a  case 
involving  a  Chinese  student  accused  of 
plagiarism  caused  schoohdde  tension  in 
1996-97  when  the  student  defended  liim- 
self  in  a  mass  E-mail  message.  He  as- 
serted that  the  problem  was  a  cultui-al 
one  and  that  he  only  did  what  was  con- 
sidered nonnal  at  home.  After  lengthy 
deliberation  by  the  school,  the  stu- 
dent  was  expelled. 
HIRING  BLOCK.  Finding  a  job,  a 
key  reason  for  going  to  B-school,  is 
another  challenge  for  international 
students.  Placement  offices  tend 
to  be  set  up  for  U.  S.-based  coipo 


tions  to  class  discussion,"  says  Tessa  J. 
Jackson,  a  recent  graduate  of  the  Uni- 
versity of  California,  Berkeley's  Haas 
School.  "So  you  don't  know  how  busi- 
ness is  conducted  in  Europe  or  the  Pa- 
cific Rim."  Jackson  also  laments  the  lack 
of  international  faculty  at  a  school  that 
heavily  markets  itself  as  global.  "It's 
like  a  company  where  you  have  diversi- 
ty at  the  bottom  level  and  none  in  up- 
per management,"  Jackson  says. 

Some  U.  S.  students  also  resented 
slowing  down  for  those  with  language 
difficulties  and  felt  they  bore  an  unfair 
burden  in  team  projects.  Says  Rodney  M. 
Latu"enz,  a  1998  graduate  of  Michigan 
State  University's  Eli  Broad  B-school: 
"On  a  team  of  sLx,  there  were  generally 
two  or  thi'ee  international  students.  You 
could  assume  that  one  couldn't  do  any 
reading  or  writing.  You  couldn't  really 
leam  fi'om  yoiu'  peers." 

At  Micliigan  State,  the  problem  was 
exacerbated  because  the  school  got  more 
acceptances  than  it  had  planned  on  fi-om 

How  Smart  B-Schools 
Avoid  Culture  Shock 

particularly  in 


►  Assign  diverse  study  teams 
the  first  few  months 


visa  problems  have  access  to  lawyerl 
kept  on  retainer  by  the  imivei-sity.  Wasli 
ington  University's  John  M.  Olin  bI 
school.  Tuck,  and  the  Univei-sity  of  Texal 
at  Austin  have  recently  hii'ed  full-timl 
staffers  to  work  exclusively  on  globa 
placement.  And  for  incoming  foreign  stii 
dents  with  $3,000  to  spai-e,  the  Econonj 
ies  Institute,  a  Colorado-based  nonprofi] 
offered  for  the  fii'st  time  this  past  sun| 
mer  a  five-week  crash  course  callel 
"Language  &  Culture  of  U.  S.  mba  Prd 
grams."  Among  the  topics:  the  case-studj 
method  and  hoW'  to  join  a  team. 
BONDING  OPTION.  In  the  classroom,  ad 
signed  study  teams  ai'e  becoming  moij 
common  as  a  way  to  force  people 
work  together.  At  the  University 
Rochester's  William  E.  Simon  B-schoc 
which  boasts  an  international  populatio| 
approaching  509c,  teams  have  been 
successful  that  General  Electric  Co.  ga>l 
the  school  a  $220,000  grant  to  study  hoi 
teams  leani.  Even  at  the  indi\idualistj 
University  of  Chicago,  all  students  noj 
iimmm  ha\"e  the  option  to  take  theii'  clasj 
es  together  in  a  cohort  for  the  firj 
quaiter.  More  than  half  ai"e  doiij 
so  in  the  cun-ent  semester. 

Students,  too,  are  coming  li 
with  schemes  for  getting  peop] 
to  interact  at  a  deeper  level. 


rate  recrtiiting,  with  few  opportu-    Columbia  University's  B-scho( 


nities  for  students  who  wish  to  go 
back  to  then-  home  countries.  "If 
schools  ai'e  claiming  that  SS^c  of 
the  student  bodv  is  international 


►  Encourage  international  students  to  speak  out, 
both  for  their  own  benefit  and  their  classmates' 

►  Create  a  full-time  staff  position  devoted  to 


Pijrash  Dogi-a";  a  recent  grad-    l"Ae_^'^ational  job  placement   ^^^^^       ^^^^  pl^^-^  f^^. 


say: 

uate  of  Northwestem's  J.  L.  Kel 
logg  School  of  Management  origi- 
nally from  India,  "definitely,  S^i9c  of 
the  resources  are  not  being  spent  to 
cater  to  theii"  needs."  Things  ai"e  even 
tougher  for  those  who  wish  to  stay. 
Many  U.  S.  companies,  fearful  of  red 
tape,  either  won't  liire  non-U.  S.  nationals 
or  will  hire  them  only  if  they  agi'ee  to 
w^ork  in  then*  home  countries.  Andersen 
Consulting,  for  example,  one  of  the 
lai'gest  hii'ers  of  new  mbas,  recruits  at 
more  than  100  B-schools — but  foimally 
holds  presentations  for  noncitizens  at 
only  eight  of  them. 

There's  a  flip  side  to  the  internation- 
al equation — the  unmet  expectations  and 
gi'owing  fi'ustration  felt  by  American 
students,  \\nien  students  fi-om  abroad 
aren't  encouraged  to  become  active 
members  of  the  class,  Americans,  too, 
are  robbed  of  the  window  into  other 
cultui'es  that  the/ve  been  told  will  be  a 
key  element  of  their  education.  "Do- 
mestic students  made  all  the  contribu- 


►  Offer  many  opportunities  to  socialize;  include 
spouses  or  start  a  group  for  them 


Asia,  paiticularly  mainland  Cliina.  That 
created  a  few  large  subgi'oups  of  stu- 
dents wiio  rai'ely  interacted  with  others. 
"Socially  and  cultm'ally,  it  was  a  real  dis- 
appointment," says  Orhan  M.  Ovacik,  a 
recent  T.u-kish-American  gi-aduate.  "You 
hope  to  make  contacts  with  people  who 
ai'e  like-minded  and  will  be  in  the  global 
diaspora.  But  [this  class  was]  chquish 
and  claimish."  Dean  James  B.  Heray  ad- 
mits that  the  school  overshot.  Tliis  yeai; 
the  international  percentage  has  ch'opped 
to  33%  fi'om  'id'Vt.  and  interviews  are 
now  required  for  all  students,  both  to 
help  test  English  skills  in  the  case  of 
foreigners,  and,  more  generally,  to  get  a 
better  read  on  an  applicant's  personality. 

Many  schools,  cognizant  of  the  frus- 
tration felt  by  both  foreign  and  domestic 
students,  are  trying  to  become  more  re- 
sponsive. At  New  York  University's 
Stem  School  of  Business,  students  with 


tudent  peer  adnsei-s  ai'e  match( 
with  international  students  to  hel 
solve  problems  ranging  fi'om  gej 
ting  a  Social  Secmity  number 
a  god 

Filipino  lunch.  At  Purdue,  tK 
school  is  moving  to  catch  up  wil 
others  by  organizing  an  Asia 
Business  Club  to  provide,  in  Vij's  worq 
"a  comfort  zone."  And  the  Whartc 
Graduate  Assn.  (wga)  has  launched 
progi-am  this  year  called  the  WTiarto  ^ 
World  Tom-,  in  which  five  regions  of  tl  ' 
world  will  be  higMghted  for  one  week 
a  time.  In  addition  to  cultural  demo 
strations,  there  will  be  a  regional  finan 
conference,  a  series  of  case  studies,  ai 
extra  classes.  Each  week  will  be  spo 
sored  by  a  company — preferably  oij 
with  job  links  in  the  ai'ea.  "Wlien  you  ?c 
it  coming  to  the  classrooms,"  say?  V  ' 
Pi-esident  and  second-yeai-  student  Ces| 
R.  Conde,  "people  say.  '0.  K..  this  is  f| 
real.' "  The  message:  Living  in  a  globj 
village  is  easy.  Becoming  an  integi^al  pa,' 
of  one  is  anjiiliing  but. 

By  Jennifer  Reingold  in  Neiv  Yo 

For  custom  reprints  of  this  Special  Report,  cij 
I     609  426-5494  (minimum  order  of  1,000). ' 
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A  FAMILIAR  NAME  WIT  : 


We're  focused  on  what  we  do  best.  For  over 
\  ^  It' 

1  J     J  J      (  years  we  ve  been 

a  destined  ana  manujac-  ^  ^ 

1  turrd  overl  65  saltllitts 


Today  we're  producing  a 


new  one  every  mcti 


th.       pioneers  in  the  field 


of  satellite  communications.  We've  led  the  vjisatp 

lver\  day  millwns  of         .  .  ,  .  .  J 

,        '       in  sate    ite  suste( 

people  rely  on  our  "  J 

iatellne  systems  to  do 
cverythtngjTom  paging 

ro  paying  for  gas.  Developed  state 
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t  satellite  and  wireless  services.  And 
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a.,nneraal  prouder  TC  VO  lu  1 1  O  n  I  Z  6  d  digital 

of  salellite-hased  services, 
PanAmSat  covers 

99%  of  the  worU.        satellite  television 


with  DIRECTV.  No  wonder  we're  called  the  world 


Ch'er    5  million  .         ,  f- 

people enjo, DiREcn-    leader.  If  anyone  can 
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Legal  Affairs 


ANTITRUST 


THE  BEST  LEGAL 
SHOW  IN  TOWN 

In  Microsoft  s  upcoming  trial,  nvo  star  litigators  square  off 


t  was  the  type  of  situation  most 
la\\yer?  strive  to  avoid.  On  the 
morning  of  Sept.  11.  Xew  York- 


I  biiseti  attorney  .Jolui  L.  \^'ai-den.  who 
is  leading  Microsoft  Corp.'s  defense 
against  the  Justice  Dept.'s  landmai-k 
aiitimist  suit,  fotuid  himself  in  the  mid- 
dle of  a  long  \^Tangle  %nth  U.  S.  Dis- 
tinct Judge  Tliomas  Penfield  Jackson  in 
a  \\  ashington.  D.  C.  federal  couit. 

Hie  subject  was  Mici-oson's  coiur. 
with  comp;inies  that  con- 
nect people  vriih  the  In- 
ternet— agi-eements  that 
tnistbustei-s  say  iUegally 
prevented  these  compa- 
nies n\^m  promoting  a  ri- 
val ^^  eh  bivwser  made  by 
Netscape  CommuniciJtions 
Coi"p.  "If  yoiu'  browser  is 
all  tJiat  gooii.  why  do  you 
need  restrictive  eoven;ints 
to  begin  with?"  Jacksor. 
asked  Wai-den. 

■■"Wliy  does  Coke  have  a 
de;il  with  Disney?  Pivmo- 
xional  mA  ntu-keting  agi-ee- 
ments  :ii*e  p;in  of  business 
and  oonipetiiion."  respondevi 
^^?J^ien.  a  burly  native  o: 
Indiana,  who.  in  spite  o: 
decades  at  W;i]l  Street's 
stiU-chy  Sullivan  A:  Cron> 
well.  h.iis  a  gentle  soutb.er-. 
accent  and  is  ronowTseii  for 
his  folksy  comtrooni  ma:.- 
ner  A!-g;u::g  that  the  judc- 
should  disi'iiss  the  depai':- 
men:"s  case,  ^^';u■de!:  insis:- 
e<.i  that  the  t}~i>es  of  co::- 
trac's  Micjvson  sig:.eii  wit:. 
Internet  senioe  pro\ide!-> 
;^re  coniiJion  m  the  blisinr^^ 
world.  "C\>ke  h:is  a  p3-et:;. 
eo3nn:andi!ig  position  in  it; 
busi!:ess.  yoiu'  honor,  iind 
;iss?u3'e  yo-i:  they  save . . .  nii:.; 
:'■  :2jese  pror.v-tit-^^ii^i  ajid  r;-.uv: 
kerir.g  ag3*eenier.:s." 

"Of  course,  they  dor.' 
have  a  nionopoly."  Jacks: 
.-it::  '"ack.  Ti'ar.,  Wai-dei".  re. 


ognized.  was  the  end  of  that.  Bowing  to 
the  judges  "skepticism  about  my  prior 
points."  the  experienced  litigator  quick- 
ly mo\"ed  on.  To  nobody's  sm-piise.  Jack- 
son later  rejected  ^yiia-osoft's  motion  to 
disniiss. 

\\  elcome  to  Jolm  \\'arden"s  world.  On 
Oct.  15.  the  5S-yeai-old  trial  lawyer  is 
scheduled  to  begin  defending  ilia-osoft 
aarainst  a  iudee  who  is  cleai'lv  hostile  to 


liis  cUent's  ai'guments.  As  daimting 
Wai'den's  challenge  is,  though,  it's 
bigger  than  the  one  facing  liis  advej 
saiy.  Jtistice's  lead  litigator.  Da\id  Boie 
Although  Boies.  57.  appears  to  ha\ 
Jackson's  s\-mpathy.  his  ai-guments 
likely  to  be  less  poptilai-  with  a  more 
poitant  audience:  Jackson's  superior 
the  jmists  of  the  District  of  Colimit 
U.  S.  Comt  of  Appeals.  In  June,  the 
peals  comt  dealt  a  blow  to  Justice's 
when  it  iniled  in  a  related  suit  tt 
judges  should  avoid  second-guessingj 
company's  softwai*e-design  choices 
decision  that  appears  to  limit  Jackso^ 
ability  to  find  w-rongdoing  by  ilicrosc 

The  confi-ontation  between  the 
vetei*an  litigatoi"s  shotild  be  quite  a  si 
A  i-enowned  coui"Utx)m  magician.  Bo| 
will  need  all  of  his  skills  to  navig 
ai"Ound  the  seemingly  foi"bidding  app 
ootnt  dedsioru  But  ali^dy.  he  has  sh 
a  willingness  to  boldly  re\ise  his  or 


A  COURTROOM 
MAGICIAN 

VS. 

AN 

UNFLAPPABLE 
VETERAN 


fflCROSOFTS  JOHN  WARDEN 

EDUCATION  -  ^ 


PROFESSIOKAL  -  e  :  g  r  -a' 
SuUivan  &  C^: '  ■  e    '"'e  qu.ntesser 
V. :-.    S'.'  rr'  firm 


BIG  CASES 


Eastman  Kodak  i 

:  ,  :e;  2:  z-^'^ 

.  -  -    -  ■  -  • ;  55 


SARTORIAL  QUIRKS  -  iv  :e  s.  ts  £| 
KEY  CHALLENGE  IN  MICROSOFT  cA 


Jackson,  wtio  has 

'•\/l!crosot:  s  :a 


If©:? 


On  the  road 
On  the  ball 
On  the  phone 
But  always  on 


And  you'll  find  the  right  attitude  i 


by  Sheraton.  Because  we  provide  the  thi 
the  job  done,  like  quality  AT&T  in-room 
communications*  that  enhance  your  productivity. 
Plus  essentials  like  a  restaurant,  room  service, 
meeting  roomed  a  fitness  center.  All  for  less 
than  you'd  expect.  For  reservations  or  to 


need  to 


than  you'd ; 
become! 


iheraton  Club  International 
r  call  1-800-325-3535,  your 
/el  professional  or  click  to 
www.fourpoints.com. 


Now  when  you  switch  your  Residential  Long  Distance  service  to  AT&T,  you'll  receive  1 .000 
Bonus  Miles  in  Sheraton  Club  International  (SCI),  our  frequent  guest  program.  Plus  you  can  look 
forward  to  an  additional  Clubl^ile  for  every  dollar  you  spend  on  qualifying  AT&T  calls.  All  of  which 

can  add  up  to  a  free  hotel  stay  in  no  time.  Just  call  1-800-288-2662  ext.  50231  for  details. 
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Sheraton 
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Yes,  it's  only  a  vision.  But  what  if  it  came  true?  Heart  and  circulatory  diseases  are  still  the  major  cause 
of  death.  That's  why  the  scientists  at  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  are  puttin 
their  hearts  into  research  and  development  to  find  new  ways  of  improving  the  lives  of  cardiac  patient 
So  that  some  day  the  only  cure  necessary  for  an  aching  heart, will  be  a  smile  on  the  face  of  a  loved  or 


Imagine  lovesickness  being  the  only  thing  that  can  cau!e 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  of  C|3| 


ea^  g  innovation  in  Life  Sciences. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 


Legal  Affairs 


strategy.  Soon  after  the  May  appeals- 
couil  decision,  he  repositioned  the  gov- 
eiTunent's  suit  away  ii'oni  a  nmTow  focus 
on  Microsoft's  alleged  mistreatment  of 
Netscape  towai'd  a  broader  attack  on  its 
alleged  pattern  of  bullying  competitors. 

Warden,  meanwhile,  will  focus  on 
shredding  the  government's  evidence. 
While  Boies  tries  to  weave  together 
testimony  from  Mi- 
crosoft rivals  and  dam- 
aging intemal  E-mails 
into  a  portrait  of  a 
dangerous  corporate 
predator.  Warden  will 
attack  the  government 
witnesses'  credibility 
and  attempt  to  demonstrate  that  the 
E-mails  have  been  taken  out  of  context. 
He  will  also  hammer  home  the  point 
that  Microsoft's  decision  to  combine  the 
browser  into  the  operating  system 
helped  consumers — and  therefore,  by 
definition,  would  not  be  illegal. 

Both  men  have  impressive  portfolios. 
Although  Warden  is  not  as  widely 
known  as  Boies,  he  put  Sullivan  & 
Cromwell  on  the  antitrust  map  when  he 
helped  reverse  a  huge  jury  verdict 
against  client  Eastman  Kodak  Co.  The 
private  suit  had  accused  Kodak  of  ille- 


gally protecting  its  film  monopoly  by 
making  new  film  that  worked  only  with 
a  new  Instamatic  camera,  much  as  Mi-^ 
crosoft  is  accused  of  tying  its  browser  to 
the  Windows  operating  system.  After 
another  firm  botched  the  trial,  Warden's 
appellate  woi'k  led  to  a  1979  circuit  court 
ruling  that  "any  finn,  even  a  monopolist, 
may  generally  bring  its  product  to  mar- 


chemistry  with  the  judge,"  says  Ps 
C.  Jasinski,  general  counsel  for  Briti 
Airways  in  the  U.  S.,  who  has  tapp 
Warden  to  defend  antitrust  suits  fl] 
against  the  British  carrier  by  Virj 
Atlantic  Aii-ways  and  us  Airways. 

Away  fi'om  the  comtroom,  Wai'den 
joys  playing  tennis  and  bridge.  A  bos 
member  of  New  York's  American  Bal 
Theater,  he's  fond 


ii  [Boies]  is  a  guy  who  knows  every  trick 
a  monopolist  can  play  in  litigation^ 

—  ALAN  K.  McADAMS,  Cornell  University 


ket  whenever  and  however  it  chooses." 

An  unflapi:)able  advocate  who  is  par- 
tial to  Saville  Row-like  pinstripe  suits 
and  bowler  hats.  Warden  was  tapped 
to  take  over  Microsoft's  defense  after 
Jackson's  temper  boiled  over  in  deahng 
with  the  company's  previous  attorney, 
Sullivan  &  Cromwell's  aggressive 
Richard  J.  Urowsky.  Already,  Warden 
has  rebuilt  Microsoft's  credibility  with 
Jackson  by  toning  down  its  once-shrill 
attacks  on  the  government  and  cooper- 
ating more  fully  with  courtroom  edicts. 
"One  of  his  strengths  is  establishing 


tlSENT, 


thiiUers  but  hates  Jo 
Grisham    novels,  pest 
found  his  fii'st  book 
ridiculous    I  ne\ 
picked  up  another  on 
Warden  laughs. 
Like  Warden,  w 
is  a  casual  friend,  Boies  has  participat  ses, 
in  some  of  the  most  important  antitn 
cases  in  recent  history.  The  Sycam( 
(111.)  native  first  rose  to  prominer  ewei 
when  he  helped  ibm  defeat  the  gove:  !a 
ment  in  its  epic  suit  against  the  com] 
ny,  which  dealt  with  business  practi(  (rick, 
similar  to  those  in  the  Microsoft  ca  iijiioas 
'This  is  a  guy  who  knows  every  tr 
that  a  monopolist  can  play  in  litigatio 
says  Alan  K.  McAdams,  a  Cornell  U 
versify  professor  who  was  Justice's  d 
economist  on  the  IBM  suit,  duiing  wh 
he  was  cross-examined  by  Boies 


iiiitt 

SIBO 

ill 


toli 


lime  I' 


Both  of  these  men  are  traveling  2,000 


feting. 


i 

Tired  ol  ,scun  viii<i  llndu^h  aii|)(iil>?  Blcar\ -eyed  iiifriiiii;>?  \ii»iui;  \uu\  laiiiiK  ?  Oii-iicl  lioiri  M(il  WorldC 
has  the  answer,  (ilohal  ciMifrii'iiciuii,  We  can  jjrox  idc  ex  cia  I hiiiii  xoii  need  (oi-  \(iur  mccliiiu'  — audio.  viC 
Nl'.T  roiifcrciiciiiu  (tr  a  lomliiiialioii  ol  all  ihrcc.  Well  rxcn  uroxidc  die  lalol  \  ideo  (M|iiipiiicnl.  \o  mailer  I 
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Boies  can  be  a  cunning  tactician.  In 
^5,  he  successfully  defended  CBS  in  a 
al  suit  brought  by  General  William 
Westmoreland.  George  Vradenburg 
,  who  hired  Boies  to  defend  t"BS  in 
.t  suit,  recalls  that  the  judge  had  im- 
ied  a  100-hour  limit  on  each  side's 
'sentation.  Every  evening,  he  says, 
es  would  compliment  Westmoreland's 
Dmey  on  his  cross- 
imination    of  the 
jngest  witness  for 
;.    "Why?  David 
ited  the  other  at- 
ney  to  use  up  all 
time  with  one  of 
least  vulnerable 
nesses,"  says  Vradenburg,  now  gen- 
1  counsel  for  America  Online  Inc. 
E  AGENT.  Frequently  teased  foi'  his 
[pensive  Macys  suits  and  wealing  his 
Casio  watch  over  his  sleeve,  Boies  is, 
a  corporate  attorney,  something  of  a 
^erick.  In  1997,  when  New  York's 
tigious  Cravath,  Swaine  &  Moore 
sed  to  let  him  represent  the  Yan- 
in  an  antitrust  dispute  because  it 
a  long-term  conflicting  relationsliip 
Time  Warner  Inc.  (owner  of  the 
mta  Braves),  he  left  and  started  his 
litigation  boutique,  Boies  &  Schiller 


in  Armonk,  N.  Y.  For  the  Justice  Dept., 
because  "this  is  one  of  the  most  inter- 
esting pieces  of  litigation  going  on  i-ight 
now,"  Boies  agi'eed  to  halve  the  usual 
$550-an-hour  rate  he  charges  coi-porate 
clients.  He  unwinds  by  four-wheeling  in 
his  jeep  and  gambling  in  Las  Vegas. 

Boies  is  admii'ed  for  his  photogi'aphic 
memory  and  liis  ability  to  cut  tlirough  a 

ii  One  of  [Warden's]  strengths  is 
establishing  chemistry  with  the  judged  ^ 

—  PAUL  JASINSKI,  British  Airways 


morass  of  minutiae  to  present  the  big 
picture — an  important  skill  in  this  case, 
which  could  easily  bog  down  in  technical 
jargon.  In  court  argximents  and  briefs 
for  the  case,  Boies  has  tried  to  tell  a 
simple  story:  that  Microsoft  engaged  in 
illegal  acts  to  protect  its  monopoly  in 
the  Windows  operating  system.  "The 
core  issues  that  the  couits  have  to  de- 
cide are  very  simple,"  Boies  says, 
adding  that  he  can't  afford  to  "get  lost 
in  some  of  the  details." 

But  for  all  his  cleverness  in  the  court- 
room, Boies  will  have  a  tough  time 


proving  that  each  of  Microsoft's  meet- 
ings with  Netscape,  Intel,  Apple  Com- 
puter, and  other  companies  was  con- 
ducted for  illegal  gain — especially  with  a 
12-witness  limit  on  each  side.  Warden 
has  argued  that  such  meetings  between 
competitors  ai'e  common  practice  in  high 
tech  and  never  harmed  rivals.  Says 
Chicago  antitrast  attorney  Hillard  M. 

Sterling:  "Justice  has 
a  steep  uphill  climb  in 
tying  these  anecdotes 
together  into  a  coher- 
ent theme  of  anticom- 
petitive behavior." 

Although  a  last- 
minute  settlement  is 
always  possible,  both  camps'  public 
statements  suggest  that  any  middle 
ground  will  be  hard  to  find.  And  that 
means  David  Boies  and  John  Warden 
may  be  spending  a  lot  of  time  together 
before  Judge  Jackson — perhaps  contin- 
uing theii'  tug-of-war  all  the  way  to  the 
Supreme  Court. 

By  Susan  Garlaiid  in  Washington 


mmmsmmm 


For  ongoing  coverage  of  the  Microsoft  trial,  go  to 
www.businessweek.com  and  www.courttv.com 


Bseting.  Which  one  would  you  rather  be? 


-/ 


MCI  WORLDCOM 


•sive  your  needs,  we  can  liandle  it.  Anfl  if  there's  ever  a  concern,  we  ha\e  people  ready  to  assist  you.  24/7. 
!  changing  die  way  the  world  meets.  So  you  can  get  where  you  have  to  go.  Without  ever  reallv  ha\ing  to...  go. 
li'oyage.  hitroducing  MCI  WorldCom  On-Net.  For  details,  vish  mciworldcom.com  or  call  l-o00--i75-3555. 


25  years  from  now, 
you  won  t  remember 
this  merger. 
But  you  11  still 
be  feeling;  its  effects. 


ZURICH 

FINANCIAL  SERVICES 

Your  aspirations.  Our  passion. 


Threadneedle,  it  wasn't  just  to  make  headlines, 
value.  And  intangibles,  like  peace  of  mind 
be  in  25  years?  Let's  figure  it  out.  Together. 


Science  &  Technology 


I 


DISPLAYS 


FLAHER,  BRIGHTER- 
AND  EASY  TO  MAKE? 

A  new  screen  technology  has  the  industry  charged  up 


In  a  crowded  room,  amid  the  clink 
of  champagne  glasses,  a  woman 
stares  at  a  new  kind  of  postcard, 
thinks  for  a  minute,  and  says  "Wish 
you  were  here."  On  the  way  home  that 
evening,  she  slips  the  card  into  a  mail- 
box. A  few  days  later  and  half  a  world 
away,  a  friend  flicks  a  switch  on  the 
card,  hears  the  clink  of  the  glasses,  and 
watches  the  sender  and  her  friends  jos- 
tle in  front  of  the  card.  He  chuckles, 
and  forgives  the  cliche. 

"Video  postcards"  won't  be  ready  in 
time  to  commemorate  that  big  millenni- 
um paity  you're  j^lanning.  But  they  may 
arrive  early  in  the  next  century,  thanks 
to  a  global  race  to  perfect  a  powerful 
new  kind  of  flat  display.  The  screens 
are  known  as  oleds,  for  organic  light- 
emitting  diodes.  They'll  be  light  and 
bright,  ultrathin  and 
flexible,  and  easier  to 
produce  than  most 
other  types  of  flat 
screens  for  computers 
and  TVS.  And  since 
the  diodes  can  also 
act  as  photodetectors, 
the  new  screens  may 
someday  be  able  to 
capture  and  store  im- 
ages as  well  as  play 
them  back. 
POSSIBILITIES.  That's 
the  concept  behind 
video  postcards.  And 
the  technology  has  in- 
spired many  other 
flights  of  engineering 
fancy.  Designers  at 
Philips  Electronics — a 
leading  player  in  this 
budding  field — have 
sketched  out  newfan- 
gled laptops  with 
screens  like  delicate 
sails  that  furl,  so  they 
take  up  less  .space. 
Marketeers  at  Cam- 
bridge Display  Tech- 
nology, an  OLED  start- 
up   in  Cambridge, 


England,  talk  of  long,  thin,  luminescent 
ceiling  panels  that  could  replace  the 
heavy  lighting  fixtures  on  jetliner  ceil- 
ings. Product  designers  also  talk  of  giant 
video  screens  that  consumers  could  one 
day  I'oll  like  wallpaper  across  an  entire 
living  room  wall.  From  "smart  maps" 
Hnked  to  databases  on  the  Net  to  glow- 
ing neon  stock  tickers  or  poetiy  banners 
stitched  into  T-shirts,  "the  possibihties 
are  literally  endless,"  declares  Cam- 
bridge Display  ceo  Daniel  R.  Chapchal. 

Like  the  more  common  light-emitting 
diodes  that  are  used  for  dot-matiix-style 
message  boards  at  aiiports,  oleds  rely 
on  materials  that  give  off  light  when 
tweaked  with  an  electric  cun-ent.  But 
these  new  screens  are  fai"  more  versatile 
than  the  crystalline  arrays  that  make 
up  message  boards.  In  OLEDs,  the  light- 


THE  PLUSES  OF  PLASTIC  DISPLAYS 


FLEXIBLE 


Advantage  Durable  displays  can  be  fashioned  on  nov 
el  substrates,  including  plastic,  instead  of  glass. 

Dream  Products  Clothlike  screens  that  roll  up  like 
scrolls,  reducing  the  size  of  laptop  computers.  Lumi- 
nescent strips  could  also  be  sewn  into  clothing  for 
decoration  or  advertising. 


THIN  AND  INEXPENSIVE 


Advantage  Produced  in  fewer  layers  than  LCDs,  witii 
fewer  manufacturing  steps.  Don't  need  backlights. 

Dream  Products  Devices  will  be  very  light  and  cheap, 
paving  the  way  for  video  "postcards"  that  could  record 
and  display  five-second  videos.  You  create  a  video 
message  and  then  drop  it  in  the  mail. 


SCALABLE  PICTURE  ELEMENTS 


-are 


Advantage  Pixels — dots  of  colored  light 
deposited  in  variable  sizes  and  shapes. 

Dream  Products  Could  lead  to  giant  video  screens 
applied  like  wallpaper  to  living  room  walls.  Aircraft 
makers  could  replace  heavy  ceiling  lights  with  one 
long  ceiling  panel. 


emitting  materials  ai'e  deposited  in  fii 
and  combined  with  a  matrix  of  e  j 
tronic  circuits  that  switch  on  indivici 
pictm-e  elements,  or  pixels.  The  first . 
plications  for  such  screens  are  ungln 
orous  backlights  for  liquid-ciystal 
plays  (LCDs)  in  notebooks.  But  wit 
two  years,  oleds  will  start  compet 
with  LCDS  in  handheld  computers, 
phones,  and  camcorders. 

For  the  more  exotic  applications, 
furling  notebook  screens,  many 
searchers  are  banking  on  a  plastic  v 
ety  of  OLED — sometimes  called  hg: 
emitting  polymers.  Here,  the  glow 
organic  materials  consist  of  long,  rej ; 
itive  chains  of  large  molecules  that 
suspended  in  solution  and  spun 
sprayed  onto  a  substrate.  No  fewer  t. 
65  companies  have  jumped  into  the  f 
including  Philips,  L,ucent  Technolog 
DuPont,  and  Dow  Chemical,  as  well  ; 
host  of  Japanese  giants.  "This  is  pre 
bly  the  hottest  research  area  in 
whole  field  of  flat-panel  displays," 
David  E.  Mentley,  vice-president  j 
display-industry  research  at  Stanf 
Resources  Inc.  in  San  Jose,  Cahf 
ELEGANCE.  For  now,  Mentley  chalks  i 
wall-size  screens  to  hy]3eractive  im 
nations.  But  even  without  them, 
says,  OLED  sales  are  Hkely  to  soar  fi 
almost  nothing  today  to  $400  millior 
2004.  That's  small  change  eompai'ed  \ 
sales  of  LCDS,  wl 
will  hit  $12.4  bil 
this  year,  but  OL 
are  on  a  steep  ra 
up.   "I   don't  i\ 
there  has  ever  bef'| 
new  display  techii(| 
gy  that  went  fi«| 
nothing  to  65  pla^ 
in  just  three  or  ^ 
years,"  he  says.  j  | 
The  excitement 
easy  to  explain, 
spite  the  eff^l•t^ 
display  titans  siid 
Sharp,  NEC,  Tusli 
and    Hitachi,  i 
have  never  beeiiii 
elegant  solution  to  i 
flat-display  challe 
They  consist  of  iri 
layers  of  mater  I- 
and  electronics,  ^ 
sembled  in  a  long  n 
costly  series  of  m;u 
facturing  steps.  IVk 
important,  liquid  cs- 
tals    don't  actulj 
emit  light.  They  n 
ply  shutter  light ). 
ing  fi-om  a  fluoresnl 
tube  at  the  baclol 


My  favorite  liquor  store.  Pete's 
Oasis,  has  been  burglarized  on  two 
occasions.  Both  times,  only  the 
Maker's  Mark  was  taken." 

-J  B..  Apalachicola.  FL 

I  guess  we  should  be  flattered 
that  some  folks  will  go  to  such 
extremes  for  a  few  bottles  of 
our  whisky.  But  robbery  may 
be  going  a  bit  far,  even  for  a 
serious  Maker's  Mark  fan. 

After  all,  we  have  a  tough  enough 
time  spreading  around  what  little 
whisky  we  make  for  those  willing 
to  acquire 
it  by  legal 
means. 
And  we 
apologize 
if  you're 
sometimes 
unable 
to  find  a 
bottle  at 
your  favorite 
liquor  store.  Be 
assured  there's 
always  a  little 
more  on  the  way. 

Except  at  Pete's  Oasis 
in  Apalachicola  Florida 
It  seems  Pete  stopped 
buying  Maker's  Mark 
to  keep  from  being 
robbed  again. ..and 
from  having  his  insur- 
ance cancelled. 


Bill  Samuels,  Jr. 
President 

Maker's  Mark  Distillery 

Maker's 
Marfc 


Visit  us  at  www.maltersmark.com 


Shadow  of  Bobby  Jones  Falls  Across 


THE  TOUR  ChampionshS 


THE  TOUR 

CHAMPIONSHIP 


IS  hcmg  held  ,it  Atlaiu.rs  Hast  Lake  CioU 
Cluli,  the  home  eoiirse  of  the  iniinortal 
Bobby  Jones. 

Fast  Lake  Ciolf  C^kib  was  foiinel- 
eel  in  1904.  It's  where  Jones 
moved  with  his  family  in  1907, 
when  he  was  five  years  old.  And 
It's  where  the  golfing  legend 
learned  to  play  the  game 
i>h  <(>  v\ell. 

an  amateur  career 
filled  with  many  high- 
ights,  one  clearly 
stands  out.  In  1930, 
ones  won  what  was 


East  Lake.  One  will  walk  away  with 
the  $720,000  first  prize  that's  part  of 
a  $4-million  purse. 

Defending  his  title,  not  always  a  give 
at  THE  TOUR  Championship,  which  hd 
had  five  winners  fail  to  qualify  the  nexfl 
year,  will  be  David  Duval.  Last  year,  ir 
the  second  TOLIR  Championship  playl 
at  Champions,  Duval  posted  a  one-strq 
victory  over  Jim  Furyk.  PGA  Champioi 
ship  winner  Davis  Love  III  was  two  strol 
back.  Will  Duval,  a  four-time  All-Amer 
at  nearby  Georgia  Tech,  enjoy  somethini 
of  a  "home-course  advantage"  at  the  fir| 
TOLIR  Championship  held  in  Atlanta? 


In  Its  1  1  pre\  ions  pLu  ings 
THE  TOUR  Championship 
has  been  contested  at  some  of 
America's  most  famous  golf 
courses:  Oak  Hills  (Joiintr\ 
Cdub  in  San  Antonio, 
TX;  Pebble  Beach  Colt 
Links  on  C  aliform.rs 
Monterey  Peninsiil.i; 
Harbour  fown  Coif 
Links  on  Hilton  Head 
island,  Si,;  Cdiampions 
Golf  CJub  in  Houston; 
Pinehnrst  No.  2  in  the 
Sandhills  of  North 
C^arolina,  San  Francisco's 
Olympic  CJiib  and  Southern 
Hills  Country  (  lub  in 
Tulsa,  OK. 

A  very  large  shadow  vvil 
fall  across  the  12th  TOUR 
Championship,  presented 
by  Mercedes-Ben/  of  North 
America  and  Southern 
Company  For  this  year's 
season-ending  tournament, 
featuring  the  top  M)  PGA 
1  OUR  members  on  the 
ofticial  TOLIR  money  list. 


<9 


Official 
PGA  TOUR 
Event 


David  Duval 


THE  TOUR  Championship 
Television  Schedule 

Thursday,  October  29 
First  Round  of  Competition 
ESPN  -  2:00-5:00  p.m.  EST 

Friday,  October  30 

Second  Round  of  Competition 

ESPN  -  2:00-5:00  p.m.  EST 

Saturday,  October  31 
Tjiird  Round  of  Competition 
ABC -  1:30-3:30  p.m.  EST 

Sunday,  November  1  - 
Final  Round  of  Competition 
ABC -  2:00-5:00  p.m.  EST 


then  considered  the  Grand 
Slam  of  Golf  -  the  U.S. 
.Am.itenr,  US.  Open,  British 
I    Amateur  and  British  Open. 
That  feat  is  considered  one 
of  the  greatest  accomplish- 
ments in  golf  history. 

Legendary  gt)lf  course 
architect  Donald  Ross 
redesigned  the  course  in 
1914.  In  1963,  East  Lake 
was  the  site  of  the  I  ^th 
Ryder  (Aip  Matches, 
won  by  the  LImted  States 
over  Great  Britain  and 
Ireland,  2  ^9. 

The  week  of  Oct.  26- 
Nov.  1,  some  of  the  TOUR's 
finest  players  will  look  to 
leave  their  own  mark  on 


Last  fall,  Duval  was  on  a  definite  rol 
when  he  arrived  in  Houston.  In  his  twc 
previous  starts,  he  won  the  Michelob 
C;hampionship  at  Kingsmill  and  the 
Walt  Disney  World/Oldsmobile  Classic 
his  first  and  second  TOUR  titles.  Winnil 
THE  TOLIR  Championship  gave  him  ii- 
a  3-for-3  finish  in  1997.  Not  a  bad  strell 
at  any  point  alf)ng  the  line,  let  alone  to|i  jn 
conclude  the  season. 

"1  don't  think  you  can  ever  envisioij 
a  streak,  winning  three  starts  in  a  row,! 
Duval  said  following  his  victory.  "Threl 
victories  111  a  row,  no  matter  how  they'j 
spaced  out,  is  something  I  think  thaty<!  ' 
look  back  on  as  a  great  year.  ■  , 

"I'm  just  glad  I  get  that  trophy,"  add|jj,| 
L:>uval,  who  earned  $720,000  for  his  wi 
"I  think,  because  of  the  size  of  the  purj 
and  because  of  the  field  and  the  golf  ] 


IJIl  Mil 


SPECIAL    ADVERTISING  SECTION 


use  on  which  this  toLiriianient  is  held, 
s  certainly  one  of  the  biggest  and 
St  important  tournaments  of  the  year, 
link,  if  anything,  that  makes  you  real- 
how  big  a  tournament  it  is.  You  don't 
ik  as  much  of  the  money" 
THE  TOUR  Championship,  presented 
^Southern  Company  and  Mercedes- 
z  of  North  America,  provides  the 


Classic  in  February,  the  Shell  Houston 
Open  in  May  and  the  NEC]  World  Series 
of  Golf  in  August.  C^ouples  captured  the 
season's  second  event,  the  Bob  Hope 
Chrysler  Classic,  then  won  the  Memorial 
Tournament.  Mayfair,  who  won  the  1995 
TOUR  Championship  by  three  strokes 
over  Steve  Elkington  and  Corey  Pavin, 
defeated  Tiger  Woods  in  a  playoff  to 
win  the  Nissan  Open,  then  followed  with 
a  victory  at  the  Buick  Open. 

Mickelson  took  one  of  the  more 


is  another  key  element  for  THE  TOUR 
Championship.  Mercedes-Benz  of  North 
America,  which  also  sponsors  the  season- 
opening  Mercedes  Championships,  is 
serving  as  a  presenting  cosponsor  for  the 
fourth  consecutive  year. 

Making  its  first  sponsorship  appear- 
ance at  the  1998  TOUR  Championship 
is  Southern  Company.  Southern  Company 
(NYSE:  SO),  the  largest  producer  of 
electricity  in  the  United  States,  is  the 
parent  firm  of  Alabama  Power,  Georgia 
Power,  Gulf  Power,  Mississippi  Power 
and  Savannah  Electric.  Based  in  Atlanta, 
Southern  Company,  through  its  Southern 
Energy  Inc.  subsidiary,  supplies  electric- 
ity in  10  countries  on  four  continents. 
Southern  Company  also  provides  energy- 
I  elated  marketing,  trading  and  technical 
services  and  Southern  LINC  wireless 
telecommunications. 

From  a  television  standpoint,  ESPN 
and  ABC  will  provide  1 1  hr^urs  of  cover- 
age of  THE  TOLIR  Championship,  which 
will  be  broadcast  internationally  by  Fox 
Sports  International,  BSkyB  and  NHK. 

In  1999,  the  tournament  returns 
to  (Champions  Golf  Club  for  a  third 


ning  touch  to  yet  another  exciting 
TOUR  season.  It  also  should  serve  to 
mine  the  winners  of  the  Jack  Nicklaus 
r  of  the  Year  Award;  the  Arnold 
sr  Award,  which  goes  to  the  TOUR's 
ng  money-winner;  and  the  Byron 
)n  Award,  which  goes  to  the  scoring 
r.  Additionally,  the  tournament  likely 
'ecide  the  winner  of  the  season-long 
:rCard  PGA  TOUR  Charity  Team 
petition  for  TOUR  events. 
'HE  TOUR  Championship  epito- 
golf  competition  at  its  best,"  said 
TOUR  Commissioner  Tim  Finchem. 
30  is  doing  exactly  what  it  was 
led  to  do:  provide  a  fitting  climax 
TOUR  season. 

very  fall  since  1987,  the  30  players 
lad  the  best  years  on  TOUR  have 
led  skills  with  one  another  over 
of  the  game's  toughest  challenges, 
nd  results  have  been  skillful  shot- 
ig,  close  finishes  and  definite  fan 
nent,"  added  Finchem. 
e  TOUR  Championships  have  ended 
/offs,  including  four  in  a  row  from 
hrough  1991.  In  the  most  recent 
I,  Mark  McCumber  defeated  Fuzzy 
I  m  1994. 

is  year,  six  players  -  Duval,  Fred 
f,  es,  Mark  O'Meara,  Billy  Mayfair, 
Pfiij  lickelson  and  Vijay  Singh  -  were 
rouj  le  winners  on  TOUR  (through 
,1.)  Duval  enjoyed  last  year's  finish 
h,  he  won  the  Tucson  C^hrysler 


Phil  Mickelson 


unusual  routes  to  his  second 
win:  by  waiting  more  than 
half  a  year.  The  28-year-old 
lefthander  began  the  season 
by  winning  the  Mercedes 
Championships.  Then,  on 
Aug.  17,  he  won  the  weather- 
delayed  AT&cT  Pebble  Beach 
National  Pro-Am  more  than 
six  months  after  it  began. 
Singh  wrapped  his  two  victo- 
ries around  Mickelson's 
second  one,  winning  the  PGA 
Championship  the  day  before 
Phil  won  at  Pebble  Beach, 
then  f(jllowing  one  week  later 
with  a  win  at  the  Sprint 
International. 

One  of  the  season's  biggest 
stories,  ht)wever,  was  O'Meara. 
The  41-year-old  followed  his 
first  major  championship  at  the 


THE  TOUR  Championship  Results 


Oak  Hills  CC,  San  Antonio,  TX 

1 987  Tom  Watson         Two  strokes  over  Chip  Beck 

Pebble  Beach  GL,  Pebble  Beach,  OA 

1988  Curtis  Strange      Won  playoff  over  Tom  Kite 

Harbour  Town  GL.  Hilton  Head  Island,  SC 

1989  Tom  Kite  Won  playoff  over  Payne  Stewart 

Champions  GC,  Houston,  TX 

1990  Jodie  Mudd         Won  playoff  over  Billy  Mayfair 


Pinehurst  No.  2,  Pinehurst, 

1991  Craig  Stadler 

1992  PaulAzinger 


NC 


Won  playoff  over  Russ  Cochran 

Three  strokes  over  Lee  Janzen 
and  Corey  Pavin 


The  Olympic  Club,  San  Francisco,  CA 

1993  Jim  Gallagher,  Jr   One  stroke  over  David  Frost, 

John  Huston,  Greg  Norman 
and  Scott  Simpson 

1994  Mark  McCumber    Won  playoff  over  Fuzzy  Zoeller 
Southern  Hills  CC,  Tulsa,  OK 

1995  Billy  Mayfair        Three  strokes  over  Steve  Elkington 

and  Corey  Pavin 

1996  Tom  Lehman        Six  strokes  over  Brad  Faxon 
Champions  GC,  Houston,  TX 

1997  David  Duval         One  stroke  over  Jim  Furyk 


Masters 

Tournament  with  yet  another  at  the 
British  Open,  making  him  the  oldest  play- 
er to  win  two  majors  in  the  same  year. 

Justin  Leonard  captured  THE  PLAY- 
ERS Championship  in  March,  continuing 
the  come-from-behind  heroics  that  pro- 
duced 1997  victories  at  the  Kemper  Open 
and  the  British  Open.  In  each  case,  the 
26-year-old  Texan  came  from  five  strokes 
behind  entering  the  final  round  to  claim 
the  victory 

Along  with  its  strength  of  field  and 
challenging  venue,  corporate  sponsorship 


time,  the  most  for  any  golf  course. 
Champions  also  has  been  the  site  of 
five  Houston  Champions  International, 
the  1967  Ryder  Cup,  1969  U.S.  Open 
and  1993  U.S.  Amateur.  Jack  Burke,  Jr., 
who  won  the  Masters  Tournament 
and  PGA  Championship  in  1956,  is 
the  president  and  majority  owner  of 
Champions. 


Presenled  b 


Mercedes-Benz  sou^iRN 


A 

COMPANY 


Small  Business 
Spoken  Here! 

Visit  Enterprise,  BusinessWeek  Online's 
daily  resource  for  small-business  execs 

http://enterprise.businessweek.com 

Enterprise  is  where  entrepreneurs  can  find  hard-to-get  news,  information, 
and  analysis  every  weekday  on  topics  important  to  their  business.  We  look 
at  everything — the  economy,  business  trends,  technology,  finance — and  tell 
how  they  will  affect  your  company.  There's  plenty  more,  including  an  array  of 
databases,  story  archives,  and  business  tools.  Check  out  these  resources: 


ADVICE 


 Ask  our  experts  for  business  tips,  read  the  diary  of  a  budding 

entrepreneur,  and  learn  to  strike  a  balance  between  work  and  family  life. 


FINANCE 


 Raise  money,  get  in  on  lucrative  government  programs,  cut 

your  taxes,  and  find  the  best  deals  on  bank  rates  and  credit  cards. 


TECHNOLOGY 


 Find  the  best  computers,  office  products,  and  services, 

and  learn  how  to  manage  them. 


BENEFITS^ 


 Is  your  pay  package  up  to  par?  What  do  your  rivals  offer? 

Take  a  look  at  our  nationwide  surveys. 


YOUR  MONEY 


 Plan  your  investments,  taxes — and  your  retirement. 

Build  a  portfolio  that's  right  for  a  small-business  owner. 

Also  look  for  us  on  America  Online  at  keyword:  BW.  For  online  events 
about  small  businesses  and  entrepreneurs,  go  to  the  Talk  &  Conferences 
screen  and  check  out  BW  Online's  Conference  Calendar 


A 

A  M  E  Ryl^C  A 


BusinessWeek  ONL  INE^ 


For  a  free  trial  diskette  including  50  free  hours  on  AOL, 
call  1-800-641-4848  and  mention  Business  Week. 


the  sci'een  tlirough  a  complicated  ar 
of  polanzers  and  color  filters.  And  L 
rarely  look  good  viewed  from  the  si 

Compared  to  all  that,  an  (jled  is 
gance  itself.  It  requires  just  a  few  laj| 
of  glowing  material.  And  just  as 
pigments  come  in  many  colors,  diffei 
organic  molecules  emit  their  ov/n  lij 
in  different  colors,  when  excited  b| 
voltage.  So  it's  good-bye  to  filters, 
larizers,  oi-  backlights.  What's  more, 
molecules  can  be  deposited  on 
strates  using  straightforwaixl  technic 
borrowed  from  inkjet  printing.  T! 
don't  recjuire  the  expensive  vacu 
manufactui'ing  gear  found  on  LCD 
duction  lines.  And  the  resulting  scri 
look  great  from  any  angle. 

Some  of  the  fu'st  oled  breakthroi 
came  from  Eastman  Kodak  Co.  rese; 
labs.  In  the  mid-1980s,  the  comp 
patented  tecliniques  for  depositing  si 
organic  molecules  on  a  substrate 
day,  Kodak  maintains  a  team  of  al 
40  OLED  reseai'chers.  And  it  has  licer 
its  technology  to  Pioneer  Electroi 
which  has  demonstrated  a  full-color, 
inch  display  for  car  stereos. 
FAST  MOVES.  But  the  biggest  br( 
tln'ough  came  in  1989,  when  Cambr 
University  physicist  Richard  H.  Fri 
and  liis  coUeagiies  discovered  light-e 
ting  organic  polymers.  They  for: 
Cambridge  Display  Technology  to  ' 
these  into  oleds,  licensing  the  tech 
ogy  to  Philips,  Seiko  Epson, 
Hoechst,  wliile  doing  joint-developn 
work  with  DuPont.  Seiko  developed! 
inkjet  production  technique  and  qui| 
demonstrated  2-inch  prototypes. 
Seiko  is  gearing  up  to  make  0| 
screens  for  notebooks.  Says  phys: 
P^'riend:  "We've  been  able  to  move 
faster  than  I  ever  thought  possiblei 

OLED  makers  face  plenty  of  hurc- 
With  dozens  of  manufacturer's  locke  u 
fierce  competition,  LCD  screen  qu; 
keeps  impi'oving  while  prices  ch'op.  tj 
ventui'es  wiU  also  have  to  beat  a  hoi| 
rival  technologies.  When  it  come 
flat,  wall-hanging  TVs,  for  example,! 
front-nmners  ai"e  plasma  displays,  w[ 
have  drawn  huge  investments  from! 
likes  of  Fujitsu,  NEC,  and  Sharj). 

Prices  for  such  displays,  however,  ' 
$7,000  and  up.  That's  not  at  all  the  ni 
of  economics  Richard  Friend  and  o  e 
OLED  pioneers  have  in  mind.  "It'sftJ 
fanciful,"  says  Friend,  "to  think  of  a*;' 
electronic  circuits  that  are  no  more 
ficult  to  make  than  the  glossy  Sui 
newspaper  supplement,  which  you  tl 
away  on  Monday."  Or  recycle,  if  pi: 
wins  the  day.  The  fhghts  of  fancy  i!^ 
only  just  begun. 

By  Neil  Gross  in  New 
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A  Division  ofnicMcGrmv-HilU'iniifiantcs 


BEYOND  MANAGED  CARE: 
HOW  THE  NEXT  HEALTHCARE 
REVOLUTION  WILL  CHANGE 
YOUR  COMPANY 


A  Business  Week 
Special  Advertising  Section 


The  Benefits  of 
Healthcare. 


From  the  powerful  impact  of  HMOs  to  the  accelerating  advances 
in  computer  networks,  BusinessWeek  provides  a  complete 
diagnosis  of  the  healthcare  revolution.  It's  the  perfect  condition 
to  reach  over  5.1  million  BusinessWeek  readers*  seeking  the 
best  medical  benefits  for  their  companies  and  for  themselves. 
Plus,  your  ad  will  receive  a  bonus  circulation  of  50,000  when  the 
sections  runs  in  the  November  issue  of  Healthcare  Informatics. 
So  advertise  in  BusinessWeek  and  look  forward  to  a 
robust  future. 

*Source:  1998  Spring  MRI 

Issue  Date:  November  16,  1998 
On  Sale  Date:  November  6,  1998 
Ad  Close  Date:  October  5,  1998 


For  more  information,  contact  David  Johnson, 
Director, Worldwide  Special  Sections,  at  212-512-6546 
or  e-mail  david_johnson@businessweek.com 
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NetWare  5.  Today. 


This  is  NetWare^  5,  the  world's  most 
advanced  network  software  from  Novell, 
the  network  software  specialist. 

NetWare  5  uses  Java".  NetWare  5  is  pure  IP, 
unique  in  its  ability  to  extend  your  business 
to  intranets  and  the  Internet.  NetWare  5 
will  save  you  money  becouse  of  its  simple, 
straightforward  administration  tools. 
NetWare  5  can  host  applications.  NetWare  5 
leverages  Novell  Directory  Services« 
technology  to  monage  the  desktop  and  NT 
application  servers. 

And  NetWare  5  is  ready.  Today. 

It  makes  your  network  better.  It  makes  your 
business  better.  It  is  better. 

Of  course,  you  can  wait  for  some  other 
company's  next  beta  release.  We  just  didn't 
think  you  had  that  kind  of  time. 


Novell 


® 


NetWare  5 


Developments  to  Watch 


EDITED  BY  CATHERINE  ARNST 


WHO  DECIDES 
WHO'S  FIRST  IN  LINE 
FOR  KIDNEYS? 

THERE  IS  A  CONTROVERSY 
raging  in  the  ti^ansplant  world 
right  now  over  wliich  patients 
receive  scarce  organs.  The 
Health  &  Human  Services 
Dept.  issued  regulations  in 
March  requiring  nationwide 
standards  for  allocating  or- 
gans based  on  medical  need 
to  ensure  "a  level  playing 
field"  for  patients,  no  matter 
where  they  are  treated.  But 
several  states  and  transplant 
centers  have  taken  legal  ac- 
tion to  keep  the  old  system, 
in  which  organs  are  allocated 
by  regions  and  individual  hos- 
pitals have  their  own  criteria 
to  determine  which  patients 
get  priority.  No  matter  which 
side  prevails,  minorities, 
women,  and  the  poor  may 
still  lose  out — because  they 
often  don't  get  on  the  lists  in 
the  fii-st  place. 

Drs.  Caleb  Alexander  and 
Ahwini  Sehgal  of  Case  West- 
ern Reserve  University  in 
Cleveland  studied  the  records 
of  7,125  patients  receiving 
kidney  dialysis  from  1993  to 
1996  in  Indiana,  Kentucky, 
and  Ohio.  Reporting  in  the 
Journal  of  the  American 
Medical  Assn.  (JAMA),  they 
found  that  when  all  other  fac- 
tors, such  as  age,  overall 
health,  and  reason  for  kidney 
failure,  were  equal,  African 
Americans  were  32%  less 
likely  than  whites  to  complete 
a  pretransplant  workup — a 
requirement  for  being  placed 
on  a  waiting  list.  Women 
were  10%  less  likely  to  com- 
plete the  preliminary  step 
than  men,  and  poor  patients 
were  23%>  less  likely  than  the 
well  off.  Lisa  Koiy,  executive 
director  of  the  patient  advo- 
cacy group  Transplant  Recip- 
ients International  Organiza- 
tion (trio),  says  the  study 
provides  further  evidence 
that  "there  has  got  be  stan- 
dardized listing  criteria."  □ 


TWILIGHT  OF  THE  GOURDS 


HERE  S  A  SCARY  HALLOWEEN  STORY:  A  MYSTERIOUS  DISEASE  IS 
attacking  the  symbol  of  the  holiday — the  pumpkin.  For  the 
second  year  in  a  row,  the  plague  is  striking  pumpkins  across 
New  York,  turning  plant  leaves  yellow  and  causing  the  fruit 
to  rot.  The  condition  has  already  destroyed  700  acres  of 

pumpkin  fields  and  has  been 


and 


spotted   in  cucumber 
squashes  as  well. 

Botanists  at  Cornell  Uni- 
versity in  Ithaca,  N.  Y.,  have 
yet  to  come  up  with  the  cause 
of  the  blight.  When  it  was  first 
discovered  a  year  ago,  they 
thought  it  was  yellow  vine  dis- 
ease, a  scourge  that  caused 
substantial  damage  to  water- 
melons in  Oklahoma  and  Texas 
in  1991.  Lab  experiments, 
however,  mled  that  out.  Now 
they  suspect  some  new  bac- 
terium. Thomas  A.  Zitter,  a 
plant  pathology  professor  who  heads  the  investigating  team, 
says  the  microbe  most  likely  spends  the  winter  in  an  insect 
body,  a  weed,  or  a  shrub. 

Once  unleashed,  the  blight  turns  into  the  Freddie  Ki-uger  of 
the  pumpkin  patch.  Wlien  Zitter  fii'st  spotted  the  disease  in 
1997,  only  a  few  pumplun  fields  in  one  county  were  affected. 
This  year,  crops  in  five  counties  suffered  damage,  and  Zitter 
expects  the  disease  soon  to  spread  to  neighboring  states — 
haunting  pumpkin  fanners  everywhere.       Nellie  AndreeiKi 


THE  NEWEST  WRINKLE  IN  SKIN  LASERS 

WHEN  SKIN  RESURFACING  LASERS  BURST  ONTO  THE 

dermatological  scene  four  years  ago  as  a  way  to  zap 
wrinkles,  face-lifts  seemed  headed  for  obsolescence.  By 
delivering  a  precise  burst  of  light  to  a  wrinkle,  the  laser 
heats  up  the  skin  enough  to  stimulate  the  production  of 
new  collagen,  plumping  up  the  crease. 

But  patients  seeking  smoother  faces  have  to  endm-e 
weeks  of  discomfort  and  months  of  redness  as  they  heal. 
The  latest  effort  to  improve  the  process  is  a  "tunable" 
skin  resurfacing  laser,  introduced  on  Oct.  2  by  Cynosur-e 
Inc.  in  Chelmsford,  Mass.  Surgeons  can  constantly  recal- 
ibrate the  intensity  of  the  laser,  dubbed  the  C03,  deliver- 
ing short  bui'sts  of  energy  to  erase  crow's  feet  or  longer 
bursts  to  smooth  out  deep  wrinkles. 

Clinical  trials  indicate  that  by  vaiying  the  laser's  in- 
tensity, doctors  are  able  to  promote  beneficial  collagen 
growth  more  effectively  at  reduced  healing  time.  Dr. 
David  D.  McDaniel,  an  independent  dermatologist  in 
Virginia  Beach,  Va.,  who  participated  in  the  clinical  tri- 
als, says  "the  C03  appeal's  to  be  just  as  effective  as  eajr- 
lier  lasers  at  reducing  wrinkles,  but  people  healed 
quicker,  with  less  discomfort."  However,  he  cautioned, 
"it  still  hurts."  That's  the  price  of  looking  forever 
young,  it  seems.  Paul  Judge 


GOOD  CHIPS 
COME  IN  SMALLER  i 
PACKAGES 

CHIP  PACKAGES  ARE  A  PROS,' 

but  essential  pait  of  the  sea 
conductor  business.  Usu;i; 
made  of  plastic  or  ceraR 
they  seal  out  heat  and 
ture  but  also  swell  the 
of  the  cliip,  forcing  consunr 
goods  designers  to  sacri» 
performance  for  fit.  Now,ji 
ultrathin  package,  the  sizo 
a  pin-head,  is  poised  to  bi  >. 
about  smarter,  cheaper,  t 
more  power-efficient  devi-i 

The  package  from  Dai: 
Semiconductor  Corp.  cons; 
of  minute  layers  of  plai 
film   and   metals  wrap} 
around     digital  sens«,: 
switches,  and  timers — sori 
like  a  plastic-wi'apped  s4i- 
wich.  The  combination  is  cL 
tenth  the  size  of  oldei'  p; 
ages.  "They  should  find 
of  happy  homes  for  these 
vices,"  says  James  Tiuiey.^ 
alyst  at  market  researcif. 
MicroDesign  Resources,  ii 
company  predicts  that  sir 
cell-phone  batteries,  \n-\v 
cartridges,  and  medical  i- 
will  all  use  its  packages,  i 

To  showcase  the  pa(.  l;a 
durability,  Dallas  Seiiiii 
ductor  and  Texas  Weather 
struments    Inc.    in  DA 
devised    a   digital  roofil 
weather  vane  vdth  tiny 
sors  to  track  wind  spefdjl- 
rection,  and  temperaturi4- 
many  as  100  of  the  (levj;; 
can  he  comiected  to  a  PC  ip 
a  single  phone  line — aWo^ 
home  owners  to  create  tiij 
own  weather-forecasting  p 
works.       Gary  McWilli-h 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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is  yet.  But  he  does  understand  how 
vital  information  is  to  the  success  of 
the  company.  And  with  a  StorageTek® 
solution  in  place,  he  knows  his  users 
can  access,  move  and  share  that 
information  effortlessly,  across  the 
enterprise.  (Not  a  bad  thing  when  you're 
the  new  guy.) 


S  f  IRST  DAY  ON  THE  JOB. 

cckirse  he  already  knows  everything) 


With  the  latest  StorageTek  innovations, 
you  can  manage  information  in  ways 
you  never  thought  possible.  Our  unique 
OPENstorage™  solutions  combine  the 
best  of  disk  and  tape  with  ultra-SCSI 
and  fibre  channel  connectivity,  for 
exceptional  speed  of  access  across  NT® 
NOS  and  UNIX®  platforms.  And  you'll 
have  the  power  to  control  it  all  from  a 
single  location. 


StorageTek  solutions  give  you  maximum 
scalability,  so  you  can  handle  growth 
with  ease.  And  built-in  redundancy 
eliminates  single-point  failure,  so  your 
data  is  always  available.  All  of  which 
means  storage  you  can  feel  confident 
about  from  day  one.  To  learn  more,  call 
1-800-STORTEK  today,  or  visit  us  on 
the  Web.  Next  thing  you  know,  you'll 
know— well,  pretty  much  everything. 

www.storagetek.com/firstday. 


StorageTek. 

Information  Made  Powerful 


is  a  registered  trademark  and"  OPENstorage  and 
Technoiogy  Corporation.  All  other  trademarks  and 


Government 


CAMPAIGN  FINANCE 


PLAYING  THE  MARKET 
WITH  CAMPAIGN  GASH 

Candidates  are  investing-with  varying  degrees  of  success 


When  Jeffrey  J.  Parker  started  in- 
vesting his  company's  excess  cash 
in  the  stock  market  back  in  June 
of  1996,  he  didn't  even  tell  the  boss. 
Working  with  a  discount  broker,  Parker 
paid  $58,000  for  shares  in  a  software 
company.  Soon,  he  bought  shares  in  oth 
er  tech  companies,  then  exotic 
equity  derivatives,  until  he  had 
nearly  $240,000  tied  up.  When 
he  sold  everything  14 
months  later,  the  boss  was 
pleased:  Ti'ading  profits  to- 
taled $143,000— a  60%  gain. 

Parker's  mai'ket  dabbling 
wouldn't  be  so  unusual  ex- 
cept that  his  employer  is 
Representative  Bob  Inglis 
(R-S.  C),  who  is  trying  to 
unseat  Democratic  Senator 
Emest  F.  Hollings.  And  the 
company  is  Inglis'  campaign 
committee.  Its  capital:  cam- 
paign contributions. 

Inghs  isn't  the  only  can- 
didate to  use  the  stock 
market  to  fatten  a  cam- 
paign chest.  The  practice 
isn't  illegal,  and  it  paid  off 
big  for  a  handful  of  politi- 
cians as  the  bull  market 
was  roaring  ahead.  It  cer- 
tainly beats  rubber-chicken 
dinners. 

CONFLICTS.  On  the  other 
hand,  there's  the  chance — 
especially  in  today's  volatile 
market — of  losing  those 


To  avoid  such  conflicts,  Inglis  in- 
structed Parker  not  to  tell  him  which 
companies  he  had  invested  in.  Parker, 
the  campaign's  treasurer,  bought  9,000 
shares  of  Datastream  Systems  Inc., 
based  in  Greenville,  S.  C,  just  before  it 
posted  quarterly  earnings  that  beat  an- 
alysts' projections 
and  just  prior  to 
several  new-]3rod- 


Keep  up  Progress! 


WINNERS  AND  LOSERS 


REPRESENTATIVE  BOB  INGLIS  (R-S.C.)  invested 
$240,000  in  eight  companies  from  June  '96  to 
August  '97  and  showed  a  $143,000  gain,  or  60%. 

REPRESENTATIVE  PETER  DEUTSCH  (D-FLA.)  invested 
$500,000  over  18  months  ending  in  June  '98  in  large-cap 
stocks,  for  about  a  40%  gain. 

REPRESENTATIVE  TOM  CAMPBELL  (R-CALIF.)  invested 
$200,000  from  February  '97  to  September  '98  in  mutual 
funds  managed  by  Robertson  Stephens  Investment  Man- 


agement. He  showed  a  net  loss  of  $63,000 


put  the  money  into  such  large-caps 
Johnson  &  Johnson,  Intel,  and  Microso 
It  gained  over  40%,  or  about  $240,0C| 
over  the  18  months  ending  last  Jur| 
Deutsch  didn't  choose  which  shares 
buy,  but  he  received  reports  that  list«| 
each  of  the  stocks  and  their  perfo 
mance.  In  July,  he  placed  his  funds  wi 
a  less  aggi'essive  money  manager  thj 
seeks  to  match  rather  than  beat  marl 
indexes.  Playing  the  market  "has  ma 
my  job  easier,"  says  Deutsch.  "I' 
spent  less  time  fund-raising  and  mo| 
time  being  a  congi-essman." 
BAD  BETS.  Not  all  pols  have  such  lu 
Campbell  put  $200,000  into  a  glob] 
small-cap  equity  mutual  fund  manag 
by  Robertson  Stephens  Investme 
Management.  When  he  lost  $.32,000 
nine  months,  Campbell  moved  most 
his  money  to  four  other  funds  that 
vest  in  small  and  midsize  companif 
but  they  too  lost  value 
September,  when  he  cashi 
out  completely,  his  losses  t 
taled  $63,000.  Campbell,  w 
represents  Silicon  Valley,  sa 
putting  money  into  equiti 
isn't  a  bad  move  but  conced 
his  choice  of  funds  was  u 
wise.  Seeking  advice  from 
investment  counselor  "is  o 
of  the  tilings  I  might  consid 
next  time,"  he  says 

Interestingly,  the  lawmi 
ers  willing  to  risk  their  h; 
won  campaign  dollai's  were 
House  members,  who  ne| 
ready  access  to  their  c; 
every  two  years.  Senat 
face  voters  only  once  ev^ 
six  years.  Yet  they  appear 
be  more  financially  conse: 
tive.   Senator   Kay  Baili 
Hutchison  (R-Tex.)  is  typicj 
She  is  seeking  reelection  ;. 
2000  and  so  far  has  invest 
.$4.2  million  in  Ti'easury  not; 
with  maturities  of  three 
five  years  and  interest  rat 


contributions.  Representa-  '  '   averaging  around  6%.  "We 


tive  Tom  Campbell  (R- 
Calif.)  lost  almost  one-third  of  the  mon- 
ey he  invested  in  equity  mutual  funds 
over  the  past  18  months.  Then  there 
are  ethical  hazards — the  potential  for 
conflict  of  interest.  If  companies  they 
invest  in  seek  special  favors,  or  legisla- 
tion threatens  their  bottom  lines,  law- 
makers might  be  tempted  to  vote  their 
portfolios.  Investing  campaign  funds  "in- 
creases the  incestuous  relationship  be- 
tween deep-pocketed  special  interests 
and  politicians,"  says  Charles  Lewis,  ex- 
ecutive du"ector  of  the  nonpartisan  Cen- 
ter for  Public  Integiity. 


DATA,  BUSINESSWEEK 

uct  announcements.  The  shai'es  zoomed, 
allowing  Parker  to  make  a  quick 
$40,750.  Inglis  had  advised  Datastream 
when  it  incorporated  in  1986.  But  both 
he  and  Parker  deny  they  knew  about 
the  positive  news  in  advance.  "Seeing  as 
how  I  had  no  idea  who  we  were  invest- 
ed in,  there  was  never  any  conflict  of  in- 
terest," says  Inglis. 

Democratic  pols  can  make  money  in 
the  stock  market,  too.  Representative 
Peter  Deutsch  (D-Fla.)  entrusted 
$600,000  in  excess  campaign  cash  to 
First  Long  Island  Investors  Inc.,  which 


not  in  the  business  of  makii 
vast  amounts  of  money  off  of  contrin- 
tors,  who  expect  [their  money]  to  \ 
used  in  her  campaigns,"  says  campail 
treasurer  Kenneth  W.  Anderson  Jr.  I 
Like  ordinary  investors,  lawmaktf 
must  choose  investments  that  mat? 
their  ability  to  stomach  risk.  But  tj: 
downside  can  be  greater  than  losing 
nest  egg — pols  could  alienate  contrill- 
tors.  And  those  whose  investments  ra^' 
ethical  questions  risk  losing  the  tn^ 
of  voters — and  possibly  their  jobs,  i 
By  Paula  Dwyer  and  Ai^ 
Bomis  in  Washingil 
 — 
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Could  there 
be  a  new  IRA 
in  your  future? 

Perhaps  you've  heard 
about  the  new  Roth  IRA. 
It  sounds  interesting, 
but  you  wonder-what's 
in  it  for  you? 

An  Annerican  Express 
financial  advisor  can 
shov\/  you  how  the  Roth 
IRA  expands  eUgibihty 
to  almost  everyone. 
It  also  offers  tax-free 
withdrawals  and  the 
ability  to  save  for 
financial  goals  other 
than  retirement-like 
education  and  the 
purchase  of  a  first  home. 
Get  the  expertise  and 
insight  you  need  to 
make  smarter  decisions. 
So  you  can  take  control 
of  your  future. 

Call  1  800  GET-ADVICE 
and  own  your  world. 

www.americanexpress.com/advisors 


Financial 


Governments 


COIVIIVIENTARY 

By  Lorraine  Woellert 


U.S.  AIRLINES:  MAKE  SURE  YOUR  PARTNERS  ARE  SAFE 

American  caniers  are  rushing  to      same  concern.  Inspector  General  But  that's  often  as  far  as  it  goes, 
go  global — but  not  just  by  buy-      Kenneth  M.  Mead  says  he'll  be  look-  One  executive  at  a  major  aii"line  con- 
ing new  jets  and  adding  routes.      ing  into  code-share  pacts  later  this  fides  that  his  carrier  won't  perform 
Instead,  they're  teaming  up  with  for-    year.  "I  get  multiple  explanations  safety  audits  on  code-share  partners 
eign  carriers  to  create  huge  world-       [ft'om  the  faa]  to  what  extent  U.  S.  because  the  company's  lawyers  fear 
wide  alliances  that  generate  healthy      safety  rules  apply  to  foreign  carri-  legal  exposure  in  the  event  its  for- 
profits  at  little  extra  cost.                   ers,"  Mead  told  business  week.  eign  partner  has  an  accident. 

United  Aii-lines  Inc.  set  the  stan-       "Doesn't  the  consumer  have  a  rea-  faa  Administrator  Jane  F.  Garvey 

dard  last  yeai"  with  its  eight-aii'line        sonable  expectation  that  the  level  of  wants  the  International  Civil  Avia- 

Star  Alliance.  American  Airlines  Inc.  safety  on  that  code-sharing  partner  tion  Organization,  a  U.  N.  group  that 
followed  suit  last  month  in  a  monitors  world  aviation  laws,  to 

deal  with  four  foreign  earners  AniQTI/^OO  f^Ql CiVd  ^^^^       ^^^'^     policing  safety 

called  oneworld.  Continental  xjJ.lld/llL'tJo  vJcllUltJ  for  all  earners.  That's  well-in- 

and  Northwest  are  in  talks  with  (jg^  airlines  are  in  a  rush  to  form  alliances  tentioned,  but  icao  isn't  known 
KLM,  Ail-  France  and  Alitalia.  -^^^  ^  ^  •  ^      •  ^  f"^' Plf^yi^g      aggressive  role. 

NO  AUTHORITY.  Travelers  might  ■       f  t         f  If  U.  S.  airlines  don  t  tackle 

cheer  the  convenience  offered   ^3^L^M^JM'^?r}?V'^L   this  problem,  they'll  likely  be 

by  such  "code-sharing"  deals,        AMERICAN  Partner  with  Central  America's       forced  to  take  dii-ection  from 
which  allow  them  one  ticket  for     JACA  Group,  with  members  from  countries       the  coui-ts.  In  the  fir.st  suit  aris- 
a  multicarrier  itinerai-y.  But         that  fail  to  meet  global  safety  •  - 

regulators  and  watchdog  guidelines  *"*'  sLi-ai 

groups  are  growing  worried —   

as  well  they  should.  In  the  DELTA  Deal  with  AeroPeru, 

ft-enzy  to  get  a  foothold  in  which  has  fatality  rates  that  are 

emerging  markets,  many  deals      significantly  higher  than  Delta's 

are  pairing  U.  S.  carriers  to  CONTINENTAL  Allied  with  Ase'r-' 

foreign  airnnes  with  sub-par  or  ....      ,,  ,     ,  ., 

suspect  safety  records.  Delta  Airlmes  Venezuela,  despite 

Air  Lines,  for  example,  teams       Venezuela  s  failing  air-safety  ^    ^_  , 

up  AeroPei-u.  Continental's  [^.^A^  j_rorTi_      j^^A  A 

partners  include  Brazil's  vasp.  ^^^^^^  UNITED  Partner 

All  have  fatal  accident^^^^^^|^^^J  Thai  Airways  has 
rates  4  to  32      ^^^0"^^^^^^^HRA  a  fatal  accident  rate  about  of  an  international  code- 

times  higher  ^^^^^^^1  eight  times  the  rate  of  United     sharing  deal.  Delta  Aii-  Lines 

than  major  U.  S.  ^^^^^  ^i^^gg^njma^m    Ync.  has  been  sued  by  several 

earners.  P^^  V0X  ~V^^^^  data,  business  week,  airsafe  survivors  of  Delta  ticket  hold- 

„   ,^     .  -  \       ^SOl     \.  riNANCIAL  CONSULTANTS  ,  u        j  o     •  ■ 

Delta  IS  now  \^  ^         .  ^  ers  who  were  aboard  Swissair 

negotiating  with  S^^^^^^.i^^ilitlt0^^  comparable?"  111.  which  crashed  off  the  coast  of 

Aeroflot.  And  ^^^^^^^^BHH^^^HA      At  least  one  airline  Nova  Scotia  on  Sept.  2.  Although 

American  passen-      ^^^KK^^^SSf^^^^^  "^ay  be  getting  the  Swissair  had  one  of  the  industiy's 

gers  to  Beijing  -^K^m^flSS!^^^*^^      message.  This  summer,  best  safety  records,  the  suits  allege 

could  end  up  flying   ,.^2*6^'^  '      big  DEAL:      United  reached  an  accord  Delta  was  responsible  for  its  passen- 

China  Eastern,  Umted's  alliance      with  its  Star  Alliance  on  gers'  safety.  Delta  and  Swissair  say 

which  has  a  fatal-accident    includes  Thai  safety  standards.  Among  it's  Swissair's  problem.  If  the  courts 

rate  almost  20  times  high-   Airways  (right)        other  things,  it  calls  for  side  with  passengers  in  this  case, 

er  than  the  average  of  the  internal  safety  audits  and  imagine  how  vulnerable  airlines  will 

major  U.  S.  earners.  protection  for  whistle-blowers  who  be  if  they  hook  up  with  a  earner 

What  can  the  FAA  do?  Not  much.       spot  flaws.  But  even  that  small  with  a  poor  safety  record. 
The  U.  S.  Ti-ansportation  Dept.  has       step  was  slow  going.  "One  just  Here's  some  cheap  legal  advice: 

no  authority  to  impose  safety  rules       doesn't  leap  out  and  take  an  'ugly  U.  S.  ah'lines  shouldn't  wait  for  the  i 

on  foreign  carriers  unless  they  touch     American'  position  and  say,  'By  the  subpoenas.  They  should  demand  ' 

down  on  U.  S.  soil.  But  just  because      way,  we're  going  to  come  audit  higher  standards  from  partners  in 

the  government  lacks  authority  to        you,' "  says  Edmund  L.  Soliday,  return  for  gi'anting  easy  access  to 

regulate  code  shares,  U.  S.  airiines        United's  head  of  corporate  safety  U.  S.  travelers.  Safety  should  never 

should  insist  that  their  partners  ad-      and  security.  take  a  backseat  to  profits, 
here  to  the  same  safety  standards           Other  earners  say  they'll  carefully 

required  of  them.  assess  a  foreign  can-ier's  safety  stan-        Woellert  covers  aviation  policy 

The  dot's  top  watchdog  has  the        dards  before  considering  an  alliance.  from  Washington. 
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DO  NOT  READ  THIS  AD  IF: 

YOU  HAVE  HIGH  CHOLESTEROL  •  HIGH  BLOOD  PRESSURE  •  FOOD  IN  YOUR  MOUTH 
HOT  DRINK  IN  YOUR  HAND  ARE  EASILY  EXCITABLE  •  CROSSING  THE  ROAD 
OPERATING  HEAVY  MACHINERY  •  USING  SHARP  OBJECTS  •  WALKING  DOWN  STAIRS 


jbjecl  lo  change  Monitor 
Kkatd  Company  PPG5I9 


US  registered  trademarlii  of  Microiofr  Cotp 


799 


HP  BRIO  BUSINESS  PC 

Intel'  Celeron  processoi  2b6MH/.,  J2MB  RAM, 
2.1GB  HDD,  16-bit  sound. 
■■/]00  Base-T  LAN  card.  Windows  98.  Model  D6750T, 
monitor  sold  separately 


1.218 

HP  VECTRA  VE  BUSINESS  PC 

Intel  Peiiiiurn  II  processor  350MH7,  512KB  t.ache, 
32MB  RAM,  3.2GB  HDD.  Motrox  MGA  GlOO  graphics 
with  4MB  SGRAM.  Windows  95,  Model  D6570T, 
monitor  sold  separately 


For  technology  and  manageability  at  prices  you  can't  afford  to  pass  up,  check 
out  HP  PCs  for  business  at  wv/w.hp.com/go/vectra  or  call  1-800-322-HPPC  x4088. 
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Expanding  Possibilities 


The  New  Era  of  Content 
and  Communications 


THE  1993 
GLOBAL 

CDNVERGENCE 

SUMMIT 


c  a  m  -E   G  -E  7 


A  Conference  for  Senior  Executives  in  | 


^^/£orO  KNOW 


Convergence  is  back.  With  a  vengeance.  And  what  once  was 
a  question  of  bandwidth  is  now  more  a  matter  of  content. 
Of  programmability.  Availability.  And  choice. 

With  a  public  voracious  for  entertainment  and  information,  what 
are  the  opportunities?  The  limitations?  Who  will  benefit  most? 
Cable  companies?  Internet  providers?  Movie  studios? 

Who  will  own  what?  And  will  the  government  intervene?  Will 
governing  bodies  react  with  a  policy  of  laissez-faire?  Or  a  firmer 
hand,  encouraging  markets  or  restricting  them? 

Come  find  out  who  is  best  prepared.  Who  isn't. 

Who  will  prosper  most.  And  who  has  the  most  to  lose. 

On  hand  will  be  corporate  leaders  in  media,  entertainment  and 
communications.  To  speak  their  minds,  share  points  of  view,  and 
answer  these  questions  and  yours  at  the  BusinessWeek  1998 
Global  Convergence  Summit. 

Reserve  your  seat  now.  It  promises  to  be  electrifying. 


itert 


LSD 


October  28, 1998 

The  Waldorf-Astoria  Hotel 

New  York  City 
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LEO  J.  HIIMDERY,  JR.  SHELLY  LAZARUS 

President  Chairman  &  CEO 

Tele-Communications,  Inc.  (TCI)  Ogilvy  A  Mather  Worldwide 


I'LUGG-ED  IN 

\  tertainment,  Media  and  Communications  Industries 


QBTen  GY:  Sir  DAVID  FROST,  Award-Winning  Journalist 

KEVIN  K.  CARTON,  Global  Entertainment  and  Media  Practice  Leader, 
PricewaterhouseCoopers 


LBD  F-E-HTURING: 


E;  'ARD  D.  BREEN,  Chairman  &  CEO.  General  Instrument  Corporation 

p|  IPPE  R  DAUMAN,  Deputy  Chairman,  Executive  Vice  President,  General  Counsel, 
&  lef  Administrative  Officer,  Viacom  Inc. 

Fl  )  FROMM,  President  &  CEO,  Siemens  Telecom  Networks 


ISTIE  A.  HEFNER,  Chairman  &  CEO,  Playboy  Enterprises.  Inc. 

EN  J.  HEYER,  President  &  COO,  Turner  Broadcasting  System,  Inc. 
]C      R  NACCHIO,  President  &  CEO,  Qwest  Communications 
y  E  PERLMAN,  Co-founder  &  President,  WebTV  Networks.  Inc. 

)MON  TRUJILLO,  President  &  CEO,  U  S  WEST 


HREGIST-RFlTiaN  lN<=DRrYlf=lTiaN: 

To  register  or  for  more  Information  on 

THE  1998  GLOBAL  CONVERGENCE  SUMMIT, 

please  contact  Julie  Terranova,  Registration  Manager 
Plione:  800-682-6007 
Fax:  212-512-6281 

E-mail:  julie_terranova@businessweek.com 
Fax  on  Demand:  800-682-6007,  Document  #40 
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Sports  Business 


LABOR  RELATIONS 


THE  BALLS 
IN  HIS  COURT 

The  NBA  contract  fight  may  hinge  on  an  arbitrator's  decision 


As  the  official  stan  of  the  season  ap- 
proaches, the  National  Basketball 
Assn.  and  its  players  are  at  a  stand- 
off: The  players  refuse  to  sign  a  new 
collective  bai'gaining  agreement,  and  the 
N'BA  is  locking  them  out  untO  they  do. 
On  Oct.  5.  the  impasse  led  the 
NBA  and  Commissioner 
Da\id  Stem  to  cancel  all 
its  preseason  games. 

But  fans  shouldn't 
throw  in  the  towel 
yet.  By  mid- Octo- 
ber, an  arbitrator 
will    rule  on 
whether  owners 
must  honor  indi\id- 
ual   player  con- 
tracts— and  pay  some 
of  its  priciest  stars — 
duiing  the  lockout  that 
began  in  July.  \Miichever 
side  loses  may  be  a  lot  moi*e 
willing  to  compromise. 

The  stakes  are  high:  At 
least  S720  million  is  owed  on 
220  contracts  for  the  season 
that  is  set  to  begin  on  Nov.  3. 
If  players  lose,  they  would  go 
%\ithout  then*  multimillion-dol- 
lar paychecks  for  as  long  as 
the  lockout  lasts.  If  o%\Tiers 
lose,  they  ■will  have  to  shell 
out  an  amount  equal  to  10'7c 
of  last  year's  total  pajToll. 
"It's  a  hell  of  a  lot  of  money 
for  (owTiers)  to  gamble  if  they 
lose  the  ai-bitration."  says  Jef- 
frey L.  Kessler.  the  outside 
lawyer  for  the  National  Bas- 
ketball Players  Assn. 
NO  PRECEDENT.  The  central 
Lssue  the  arbitrator  must  de- 
cide is  whether  individual 
player  contracts — multiyear 
pacts  between  free  agents  and 
teams — ai-e  part  of  the  collec- 
tive bargaining  agreement, 
which  expii-ed  on  June  30  and 
is  at  the  heart  of  the  lockout. 
The  agi-eement  sets  such  lules 
as  who  can  be  a  fi'ee  agent 
and  the  cap  on  each  team's 
pajToll.  The  owners  say  the 


free  agent  c-onti-acts  couldn't  exist  with- 
out it.  So  no  agreement,  no  contracts, 
no  paychecks.  ""We're  legally  &*ee  to  pi-e- 
vent  players  fi*om  working  by  locking 
them  out.  and  when  you're  not  working, 
you  don't  get  paid."  says  xba  Chief  Le- 
Td\  Officer  Jeffrey  A.  Mishkin. 
Not  so.  say  the  play- 
ers, pointing  out  that 
when  the  agreement 


The  NBA's  Stern  and  the  players  are 
waiting  to  see  if  there  will  be  a 

basketball 
season  this  vear 


e.xpired  in  19SS.  ownei-s  honoi-ed  indivic 
i;al  player  conn-acts  as  the  two  sides  coi 
tinued  to  negotiate.  And  in  a  couple  ( 
cases,  some  prescient  teams  even  wei 
on  to  put  clauses  in  player  contraas  sp& 
i^ing  that  playei-s  don't  get  paid  dunn 
a  woi-k  stoppage.  Since  teams  Med  to  c 
so  in  the  220  c-onn-acts  now  in  dispufc 
they're  still  in  force,  players  say. 

So  who's  right?  That's  uncleai*.  sum 
no  prec-edent  exists  in  federal  labor  la 
"The  relationship  between  indi\idn 
and  coUective  contracts  has  never  real 
been  addi-essed  before."  says  A^'iUia 
B.  Gould  IV.  the  foiTner  chainnan 
the  National  Labor  Relations  Boar 
which  enforces  federal  labor  law. 

The  arbiQ-ator.  Johji  D.  Feerick,  De? 
of  Foitiham  Univei-sitj"  School  of  Law 
New  York,  must  rale  by  Oct.  18.  Aft 
he  does,  the  two  sides  will  go  back 
the  table  on  the  collective  bai'gaini 


agi'eement.  The  key  issue  ] 
mains  the  ownei-s"  demand 
di-op  the  so-called  Lany  B: 
exception,  which  lets  teai^ 
go  over  the  salaiy  cap  to : 
sign  fi*ee  agents.  The  clai 
has  diiven  up  total  salar 
:o  571:  of  the  xba's  SL76I 
lion  revenue  last  season, 
above  the  cuiTent  51.8%  c 
But  a  huge  new  pot, 
money — S2.65  billion  fr 
:ele\ision  contracts,  a  14 
increase — has  both  part 
digging  in  theii"  heels.  Own 
want  to  tighten  the  sals 
cap  to  make  sm-e  that  11 
keep  more  of  the  new  m<H 
Players  ai-e  just  as  eager 
get  theii*  piece.  Feerick  d 
break  the  logjam  if  he  cor 
down  decisively  for  one  Si 
But  the  parties  must  hu| 
and  stiike  a  deal  if  the  seal 
is  to  start  on  time.  Otherw 
fans  could  end  up  feeling  '1 
basebaD  devotees  did  din 
the  1995  strike:  angiy  t 
ball's  not  being  played, 
blaming  both  sides  foJ 
spoiled  season. 

By  Aaron  Ben 
in  Washi 
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There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS®  Software  is  the  Real  Breakthrough. 

•  Achieve  a  rapid  return  on  your  ERP  investment 

•  Enhance  profitability  through  data  mining 

•  Unleash  the  business  potential  of  R/3  or  other 
ERP  systems  using  integrated  SAS  capabilities  for 
CRM,  balanced  scorecard,  quality  improvement, 
and  more 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 
Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 

SAS  IS  a  registered  trjdeniark  o1  SAS  Instilute  Inc  Copyright  ©  1998  by  SAS  Institute  Inc 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business.  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software— from  the  world's  leader  in  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


0 

www.sas.com/erpsolutions 


E-mail:  bw@sas.com 


919.677.8200 


Marketing 


CARS 


THOSE  HIGH-END  ITALIANS 
ARE  REVVING  UP  AGAIN 

Ferrari,  Ducati,  and  other  makes  are  pulling  out  of  the  pits 


In  their  heyday,  Italian  sports  cars 
were  synonjTnous  with  record-break- 
ing speed,  elegant  design,  and  astro- 
nomical price  tags.  Cutting-edge  tech- 
nology and  racetrack  glories  put  autos 
built  by  Maserati,  Lamborghini,  and 
Fen-ari  at  the  top  of  car  lovers'  wish 
lists  around  the  world.  These  days, 
though,  the  names  evoke  more  nostalgia 
than  desii'e. 

That  may  be  about  to  change.  Itahan 
car-  and  motorcycle  makers  are  betting 
they  can  resurrect  celebrated  brand 
names  to  gain  an  edge  in  the  world's 
highly  competitive  luxury  markets. 
Maserati  and  Lamborghini,  as  well  as 
motorcycle  companies  Ducati  Motor  and 
Moto  Guzzi,  are  unveiling  new  models, 
overhauling  aging  plants,  and  biuTiishing 
theii-  images  through  merchandising  and 
museums.  "There's  huge  power  in  the 
brand  name,"  says  Salomon  Smith  Bar- 
ney analyst  John  Lawson. 

Lawson  thinks  many  cannakers  have 
neglected  the  luxuiy  segment,  which 
can  be  hugely  profitable.  Now,  some  of 
the  industry's  biggest  names,  such  as 
Fiat  and  Volkswagen,  are  paying  it 
more  mind.  With  financial  markets 
crashing  around  the  world,  their  tim- 
mg  may  seem  off.  But  Italy's  cannakers 
intend  to  sell  just  a  handful  of  cars  in 


select  markets.  And  companies  such  as 
Maserati  and  Lamborghini  will  benefit 
from  their  parents'  distribution  net- 
works, management,  and  technology. 

Italy  ah'eady  has  one  success  stoiy  in 
this  sector:  Ferrari.  Near  bankiaiptcy 
after  the  death  of  founder  Enzo  Fer- 
raii  in  1988,  the  company  got  a  fi"esh  in- 
jection of  capital  from  pai'ent  Fiat.  After 
renewing  its  product  range  over  six 
yeai's,  FeiTaii  posted  consohdated  sales 
of  $600  million  in  1997  and  pretax  prof- 
its of  $22  million.  In  the  U.  S.,  its  bread- 
and-butter  market,  an  enlarged  dealer 
network  helped  sell  3,581  cars  last  yeai*. 
"These  kinds  of  cars  appeal  to  the  su- 
peiTich,  who  ai'e  not  affected  by  gener- 
al economic  cycles,"  says  Michael  Smith, 
an  analyst  with  Standard  &  Poor's  DRI. 

Now,  Fiat  wants  the  company  to 
work  the  same  magic  on  Maserati,  also 
a  subsidiary.  Last  year.  Fiat  sold  a  50% 

They're  not  only 
revamping  plants 
but  also  burnishing 
brand  names 


$88,000  TOY:  The  3200  GT  coupe  is 
Maserati's  first  new  model  i)i  years 


stake  in  Maserati  to  Ferrari.  Since  the 
FeiTari  has  pom'ed  $15  milhon  into  r( 
vamping  Maserati's  factor^'  in  Moden 
Another  $60  milhon  went  to  develo] 
ing  Maserati's  fii'st  new  model  in  moi 
than  eight  years.  The  two-door  Masera 
3200  GT  coupe  will  go  on  sale  in  Januai 
at  $88,000.  With  a  tiu-bocharged  V8  e: 
gine  and  a  choice  of  14  designer  coloi 
the  GT  is  expected  to  push  total  sales 
$135  million  in  1999,  from  an  estimatt 
$55  million  this  year.  Next,  Masera 
plans  to  introduce  another  model,  tl 
Spyder,  in  the  U.  S.  before  2002. 

A  similar  renaissance  is  under  way 
Bologna,  where  Lamborghini  has  foui 
a  German  savior.  Volkswagen's  Au 
luxuiy  carmaking  unit  pui-chased  Lai 
borghini  in  .July  for  an  estimated  $1 
million  and  already  has  new  models 
the  pipeline.  Thanks  to  cost-cutting,  t , 
company  eked  out  a  $120,000  net  pro| 
in  1997 — its  fii-st  in  yeai's.  Lamborghirl 
successful,  eight -year-old  Diablo,  pricl 
at  $250,000,  is  soon  to  be  duplicated  ir| 
smaller  version  called  the  Baby  Diall 
that  will  cost  about  half  as  much.  | 
ROYALTIES.  Motorcycle  makers  are  f  J  j 
lowing  the  same  strateg;\^  After  years!  j 
losses,  Italy's  7S-year-old  motorbil  | 
company,  Moto  Guzzi,  is  seeking  to  m  i 
vive  itself.  The  company  recently  I 
stalled  a  new  ceo  and  manageme; 
team  and  filed  with  the  U.  S.  Securitj. 
&  Exchange  Commission  to  hst  on  t|  i 
NASDAQ  mai'ket.  The  move  would  helpl  t 
nance  improvements  to  its  plant  in  cij  ( 
tral  Italy  and  increase  production  thr- 
fold,  to  20,000  units  per  year 

Meanwiiile,  Italy's  second-largest  r-.  I 
torcycle  company,  Ducati,  may  list^  I 
the  Milan  bourse  and  the  New  Yd  I 
Stock  Exchange.  After  a  reorganizatS  I 
two  years  ago,  sales  in  1997  cUrnli  " 
88%  from  1996,  to  $230  million,  <it 
Ducati  eaiTied  $3  million.  Now,  it's  apt  ■ 
ing  outlets  in  the  U.  S.,  Europe,  it  m 
Australia  to  sell  biking  geai'.  In  Octor  * 
it  will  open  a  museum  in  Bologna,  i-- 
pla>ing  27  bikes  from  its  collection. 

In  fact,  merchandising  is  cmcialo 
the  brand-name  revival.  FeiTari  ma-B 
$11  milhon  per  yeai-  from  merchandiig  B 
and  licensing  royalties.  Its  Grand  IJ  ^ 
T-shirts,  watches,  and  hats  are  so\0 
FeiTari  stores  worldwide  and  at  IB  ^"i 
mula  One  races.  Similai-  plans  are  b(|  . 
developed  for  Maserati,  which  alre  j  '^^ 
1  offers  a  set  of  luggage  that  fits  into  lE  f;;, 
tmnk  of  its  new  coupe.  Maserati  hcs 
that  customers  who  can't  afford  theU  i^i'} 
may  at  least  spring  for  the  suitcase       ,  . 

By  Monica  Lanier  iyi  Mod'f     ''  ^ 
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YOU'VE  GOT  TO  SEE  IT  IN 


'  Chtnneleons'S 
A  Dance  J 


Our  1440  dpi  lets  you  see  them.  How  many  are  you  able  to  find Two?  Three?  Thanks 
to  an  EPSON  Stylus'  Color  printer,  these  amazing  dancers  are  now  appearing  right 
before  your  eyes.  Of  course,  with  other  printers  you  might  see  how  well  they 
blend  m.  But  with  ours,  you  see  how  much  they  stand  out.  All  four  of  them. 

PRESENTING  THE  WORLD'S  FIRST  1440  DPI  INK  JET  PRINTERS. 


Only  Epson'  ink  jet  printers  have  the  Perfect  Picture^  Imaging  System  for: 
1440  X  720  dpi  •  Micro  Piezo"  technology  for  a  cleaner,  more  consistent 
dot  •  Quick-drying  inks  •  Up  to  9  PPM  black  on  the  Stylus  Color  850  •  PC 
and  Mac  compatibility  •  Optional  internal  ethernet.  For  more  information, 
call  1-800-GO-EPSON  (ask  for  Oper.5100)  or  visit  us  at  www.epson.com. 


Epson  Stylus  Color  850  Our  fastest  business  printer  ^349 
Epson  Stylus  Color  1520  Our  wide-lotitial  business  pnnter  ^799 


[yiaximum  print  speed  is  9  PPM  in  economy  mode  Additional  processing  time  will  vary  depending  on  system  configuration,  software  application  and  page  complexity  Prices  may 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKHPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  201D 
CHICAGO.  IL  60611 


Executive  Gifts 


MANAGEMENT  TOOL 


The  Shamrock  4  in  1  is  a 
unique  wnting  instrument 
with  black,  blue,  and 
red  ballpoint  pens  and 
a  0  5mm  pencil  Elegant 
European  styling,  precision 
crafted  in  brass,  multi-coat 
black  lacquer  finish  and 
gold  trim.  Here  are 
PROVEN  TECHNIQUES 
that  get  results: 

•  For  a  positive  response 
sign  your  name  in  blue  ink 

•  To  emphasize  &  edit,  use  red 

•  For  reproduction,  use  black 
•WTiere  changes  are  needed. 

use  a  pencil  with  an  eraser 
A  prestigious  gift  for 
chents  and  friends.  Includes 
engraved  company  or 
personal  name,  gift  box, 
5  guaranteed.  Only  $30.00 
Prepaid.  M'C-Visa,  Call  or  fax 

Shamrock  Pens 

Tel  760-770-0266 
Fax  760-770-7896 

49  Lincoln  Place 
Rancho  Mirage,  CA  92270 


Corporate  Gitts/Apparei 


IMAGEWEAR 
FREE  LOGO  &  EMBROIDERY 


Denim  Shirts  As  Low  As..,S  |  Q  L  ■» 
CAU  FOR  m  CAWioG  800-670-3050 


Corporate  Gifts/Premiums 

NO  time  to 
wait  for  a 
catalog? 

Order  ^ 
thousands 
of  imprintable 
business  gifts  online 
...  24  hours  a  day. 

OMART 

wwTv.promomart.com/bw 


Year  2000  Consulting 


YEAR  2000 

COMPLIANCE  TEAM  . 


22  Million  Businesses 
Need  Us  Now! 

•  Y2K  Audit  Software 

•  Comprehensive  Compliance 

Report  for  each  PC 

•  Evaluate  Hardware  &  Software 
Plus  FREE  Y2K  Survival  Guide 

$89  /  PC 


800-Y2K-6650^ 


Business  Software 


A^AIL  ORDERS  WEB  ORDERS 


Onlcrcnt-      .  ,   '  ,,  'C  \R..\I! 

immtorv'  managcmenc.  recomng,  lisi  majuKment  and 
nuiiine — e\enlhing  \t3U  need  for  order  oking  Dv  phone,  maij 
even  rhe  Worid  Wide  Web  m  one  sunple  eas\'-ro-use  and 

affordable  Wmdow^  program  from  CKilacDmp 
Call  1-400-85S-3666  ot  vim  wwwx(vdaa)mt).a)m/bwk 

.IMO^r/prManagef 


Internet  Services 


FREE  WEBSITE 

WORLDWIDE  WEB  ISSTITVTE 
Free  6  page  web  site  design 
and  domain  name  registration 

Call  our  Student  Office 
1-800-522-6456  Ext.  300 


Legal  Services 


LEGAL  EXPERTISE 

Theodore  F.  Schwartz, Esq. 

Business  Litigation 
No  attorney  fees  if  no  recovery 
Client  responsible  for 
pre-approved  costs  only 

314-863-4654 

 iSt  Lows.  MO)  


Home  Furnishings 


W    Buy  Direct!  ^ 

I  from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAY  FURNrrURE  CoMPA^nr 
P.O.  Box  1548.  Mt.  Airy,  NC  27030 
(800)  334-9094  1336)  786-6151  > 


W  (8 


Publishing  Services 


Publish  Your  Book 

7.5-year  u-aduion  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guidewnte  Dorrance- 
B\V.  643  Smithfield.  Pittsburgh,  ?.\ 
or  call  l  -«()()-69.S-9.599 


Franchising 


your  btasinessZ 

Call  tor  inlormation  on  franctiising 

your  business  or  seminars 
sctieduled  ttiroughout  ttie  country. 

Francorp' 

Spacialists  m  FranchiSB  Dev9lopmen( 


Venture  Capital 


Strapped  for  Cash? 
Wearing  too  Many  Hats? 

We  will  invest  time  &  money  in  your  small 
2nd  stage  Direct  Marketing  Mail-Order 
company.  Send  direct  marketing  history, 
business  summary.  &  list  info  to: 
Activa  Marketing.  10800  Biscav-ne  Blvd. 
Suite  580k.  Miami.  FL  33161 

Fax:  (305)-895-8593 
E-Mail:  activa98@aoLcom 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  Hassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


Financial  Services 


I  $7  500  to  $95,000  J 
[  6  00%  to  12.00% 


NoCnditCheck-72hr  Svce.-EZ  approval 
1 0OK  to  5  mil.  5.5%  -  Borrowing  Made  Easier 
nidi  compensating  balance  deposits. 


1  1-888-745-6752  ext.  1005  J 


Education/Instruction  I  iw' 


CoHege  Degree  by  Distance  Leaiuft 
'  B.S.,  B.A.,  B.B.A.  -  M.S.,  M.B.A., 

*  Accredited  by  AECS  &  ICDE 

*  Credit  for  tile  exp  Scholarshipti  ,  . 
Prestige  &  Success  through  educii'^''™ 


'Hi  0, 


The  Leader  in  Distanc 
Learning  for  20  Year? 


•Associate»Bachelor»Masier»Do 

Business  (Mgmt,  HRM,  Health  Cai 
Management  of  Tecfinology. 
Pschology.  Law 

Southern  California  Univers 
for  Professional  Studies 

1840  E  17th  St  BW  Sana  Ana  CAJ 
800-477-2254     www  scups.i 


fell!  3 


MBA  BY  Distance  LEAm%ii 

Maior  Britisti  universiry  otters  accredited 
Bachelor's  or  GMAT  needed  Chosen  Sy  f 
Intelligence  Unit  as  one  of  ivortd's  best  MBA  pra 


HERIOT-WAH  UNIVERSITY     (800)  MBA-  xci 

North  American  Distributor  '   •Ask  fore 

For  immediate  FaxBack  literature:  from 
fax  mactiine's  ptione.  call  (510)  486-89 


University  Degrei 


jRlD 


Bachelor's.  Master's.  Ph.E 
Taking  courses  using  texts  phi 
mailEmail.  No  classes.  Low  c<| 

COLLTVIBU  P.\CIFIC  UNTVE 
105  Digital  Dr.,  Novate,  C| 
94949 
800-552-5522 

•^ae  aii  ( 


MONTICELL 
UNIVERSITY 


mi 


The  Practitioner's  MBA  &I-MS-622- 
Programs.  .\ccredited'S- — _ 
Doctor,  Master,  Bachelo^ 
www.monticello.e^gjjM 
Fax  913-661-941i?.m  .1 
800-405-7935!  !^*  B 

Advanced  Educatior''li& 

■■'■>}-\U)'>i 


^  PRESTON 

UNIVERSITY  ^ 

Distance  Learning 
Masters  &  Ph.D  Prog^'f^^^f^^^ 

i;04  .Airpon  Pcrkway  ILg^ 
Cheyenne  \\\  SlOOi  VS/^T 
Tel:  800-549-2111  FAX.  3n7-63< 
Email:  admissionsiEpreston.i, 


Investment  OpportunH 


TIME  SHARING 
LARGE  LUXURY  YACi  J^ 

S100K  to  S3. 5  Mil.,  100  -alfrou 
secured  investment,  «  '  "Jia'v 
return  over  SCo  every  y'' 


954-537-3334 

Principals  only  pleast 


1000  Temporary  Tatfoos  with  your  Logo, 

Just  siid.oo!! 

plus  S10.00  S&H  (CAidd  7.25%  sales  fax) 
Customized!  Futtolor!  2"x2" 


i  Calico 

•  300O  Alamo  Drive.  Ste  2bl  •  Vacaville.  CA  95687 

Tel:  707/448-7072  •  Fax:  707/446-8273 


FOR  AD  RATES  AND  INFORMATIDN 

PHONE:  (312)  464-D500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Financial  Services 

1,000 $500,000 

or  expand  your  business 
a  business  loan  that  is 
aranteed  by  the  Go\  t. 
v.business-capital.org 

8-74S-67S6  Ext  8006 
siness  Opportunities 


m 


5Tr 


ige  Business  Loans  and 
oment Leasesfiom  $1,000  to 
lillion.  No  co-brokering.  Work 
tly  w/Nalional  Lenders, 
ilted  earnings  potential  and 
jal  income. 
R  brochure  and  FREE 
computer  disk 

-L  1-800-336-3933 

The  Loan  Consultants,  Inc.  . 


Fl  SHORE  BANK 

FOR  SALE 
FREE  report" 
m)-l^^-2\^)\ 


<)  R  L  D  W  I  D  E 

'  I  >  E  S  S    r,  O  N  S  t  '  L  T  A  N  T  S 


h  JAGER'S  NEEDED 

-t-Time  or  FuU-Time 

i|  [ome  and  Commercial 
1  Environments" 

I  50,000  -  $75,000 

a]  -888-622-0432  (24  hrs» 


Ri  NET  EMTREPRENEURS 

[)i  /er  #1  Home  Based  Oppty 
*  Tonsulting  /  Billion  $  BLz! 
B]  loney,  On-going  Training 
w.800netspace.coni 
!  800-NETSPACE 
(6  3  8  7  7  2  2) 


Most 

Cucrative* 

H\  -based  tjiz  to  hit  nation! 

M  successful  company  -  not  MLM  | 
I  verful  educational  program 
■"   I  initial  product  cost  required 
iuaranteed  Training  provided, 
ai  888-891-3460  (24  urs) 


•■<iu  spend  up  to  S60-100K 
fin  a  franchise,  check  this: 
x  'ven  Figure  Income 
^    ntial  from  HOME 

ne  and  fax  *No  employees 
'<  ■'  hours  *Fewer  expenses 
Free  information 

8  1-432-0018  x5252 

F  EDOM  ASSOCIATES 


Business  Opportunities 


Enter  one  of  the  fastest  growing  fields  today... 

TRAINING  &  DEVELOPMENT 


Resource  Associates  ('orporalum  nflVrs  you  a  unique  oppoitunity  in 
this  exciting  field  ..helping  businesses  meet  the  challenges  of 

tomorrow  by  developing  their  people  today. 
As  a  member  of  our  network,  you  can  achieve  success  as  an 
entrepreneur  while  enjoying  the  immediate  support  and  security  of 
a  nationally  recognized  organization. 

RAC  offers: 

•  Extensive  training  &  support       •  Proven  techniques  for  attaining  clients 

•  Outstanding  products  &  processes  that  provide  measurable  results  &  much  more 

To  learn  more  call  800.799.6227  ext.  12 

Fax  resume  to  610.775.9686  Email  resume  to  ractqi@fast.net 


CAPTURE  WEALTH 

CONQUER  TAXES 
CREATE  FREEDOM 
Homebased  Opportunity 

[not  MLM) 

www.gpgonline.com/rjs 
1-800-322-6169  ext  8425 


Business  Services 


SAVE  30%  to  50% 


3  TO-A-PAGE 

Bl>.i\ess  Cjieck.s 
& 

Laser/InkJet 

CoMPi  TER  Chec  ks 

(  .ill  lor  .1  i  RH  hn.elUHL 

1-800-239-4087 

Designer  Checks 

w  w w  dcsignerchccks  com 


100%  SATISFAQION  GUARANTEED 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  S2  for  the  290  page  catalog 

RESEARCH  ASSISTANCE 

1  1322laaho,Ave,*206BF 

TOLL  FREE  HOTLINE:  800-351  0222 


http://www.research-assistance.coin  ' 


INCORPORRTE 


■  FREE  Information 

'  All  U.S.  States  and  Offshore 

'  Attorney  owned  and  operated 


www.corpcreations.com 


1-800-672-9110 


TRHDEMRRK 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       ddorpro       Draft  Master 
Desk-Jet        Draftpro  Design-Jet 
Electrostatic  Plotters        Ruggedu  riter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-11 08 


$$  Virtual  Goldmine  $$ 


Monthly  Residual  Income 
Great  Product 
Proven  Industry 
No  Selling,  No  MLM, 
Turnkey 


800-926-6882 


Travel 


Some  llotme  Veniu 
Imanf  I'mhtm  Smh 
.Viidlfi  Const  Iiikf  Dislncl 

CARAVELLA 

seeitaly.com 
Free  Brochure:  888-665-2112 


Escorted 
tours  of 

Italy 
in  small 
groups. 


MAJESTIC  YOSEMITE 

UNLIKUTED  GOLF  FOR  2  -  JOlfNNY 
MILLER  CHAMPIONSHIP  COURSE 
YOSE.VUTE-CASrNO-SK.I-3  LAKES- 
FISH  -  SAIL  -  TENNIS-SWIM 
3  BR  CUSTOM  HONffi  $1 850AV'EEK 


1-877-310-1234 


WHOLESALE 
PRICES  TO  ASLV 

Corporate/Individual 

1-800-886-5944 

www.paciflctravel.com 


Presentation  Equipment 


For  Presentation 
Solutions  That 
IVIal(eYour  Bright 
Ideas  Shine- 


■BOXLIGHX 

J U  CORPORATION 

800.667.6146 


www.boxlight.com 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality '160  styles 


HITCHCOCK  SHOES.  INC. 

Dept.  55T  Hingham,  MA  02043 

1  -800-992-wiDE  www.wideshoes.com 


Golf  Resorts/Vacations 


At  Its  Greatest 

Fur  mort  informdDon 


t  infiniudub.com 


f[.  iatuierdale  s  Oniy 
AU'fturltisnv  Go^  Resort 

tnilu/img  die  Irtifrrary  Eiitt 

Room  -  Meat  -  Gdf  -  Tamis 
-  Be\a^|s '  Bai[\'&  Fines 
Cctbct  -  Tat  &  SavicE_ 

All-lNCtLDED 
(mm  S 11 S  per  pencn/pa  ni^ 


Internet  Travel 


Got  a  Hotel? 


www.evmedia.com 

Book  Direct  -  Save  a  Lot 
Immediate 
Confirmations 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  LV  COLLEGE  PREP 
SLWCE  1907 

-  Honor  .JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12.  full  accredited,  small  classes. 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

•  Full  athletic  program 

■  Band,  Fine  Arts,  and  Aviation 

•  Affordable  Tuition 

•  Located  on  Lake  Lanier  in  North  GA 
.  www.cadet.com 


FOR  MORE  INFORMATION  OAI.I.  1 .800-00. r. A nF.T 


Finance 


FINANCIAL  SERVICES 


THERE'S  NO  PLACE 
YOU  CAN  HIDE' 

Even  Wall  Street's  biggest  firms  are  Milnerable 


Da\id  H.  Komansky.  ceo  of  Men-ill 
L>Tich  &  Co..  is  a  gTeguinoiis.  even 
jolly  man.  Yet  on  Oct.  6,  diuing 
the  International  Monetaiy  Fund 
annual  meeting  in  Wasliington.  he  was 
imchafacteiisticaUy  giim.  Refening  to  a 
sobering  day  of  client  meeting?  the  day 
before,  Komansky  says,  "the  fear  and 
depression  ai"e  temble." 

Komansky  is  not  just  feeling  his 
clients'  pain.  He  is  deciding  how  much  to 
sluink  head  count  and  capital  commit- 
ted to  vaiious  world  mai'kets,  in  antici- 
pation of  a  continued  slowdo\\Ti  in  im- 
denmting  and  trading.  \Mien  Menill 
aimoimces  its  tliii'd-quaiter  eaiTiing's  on 
Oct.  13,  it  is  expected  to  imnoimce  that 
3.000  employees  out  of  60,000  \vi\\  be 
poiuiding  the  pavement.  J.  P.  Morgun  and 
Citicoi-p  are  also  planning  o'~c  staff  cuts. 
GRAPHIC  PROOF.  The  global  contagion 
has  hit  W'aW  Street  with  a  vengeance, 
and  nobody  is  safe.  On  Oct.  7.  spooked 
by  Federal  Reserve  Chairman  Alan 
Greenspan's  dour  comments,  the  ten 
largest  money-center  and  investment 
banks  all  hit  new  lows  in  the  stock  mai"- 
ket,  with  Lehman  Brothel's  Inc.  down 
MeiTill  dowii  66*7.  and  Chase  ^lan- 
hattan  Coi-p.  down  ^0*7  from  their  199S 
hiehs.  Commercial        ■     -  ■    ■  ■  ' 


ing  analysts  ai'e  slasliing  their  estimates, 
and  rating  agencies  ai-e  awash  in  dowi- 
gi"ades  for  financial  ftmis.  The  S3.6  billion 
bailout  of  Long-TeiTH  Capital  Manage- 
ment came  too  late  to  save  the  S700 
nuUion  in  losses  at  giant  Swiss  bank  UBS 
and  alarmed  Congi-ess  about  financial 
institutions'  exposm-e  to  hedge  fimds. 

^^aU  Street,  along  with  the  commer- 
cial banks,  is  also  facing  a  new  tlirea:: 
world  disillusionment  with  unfettere 
capitaHsm.  \\'ill  governments  allow  glob- 
al capital  mai'kets  to  continue  to  operate 
fe'eely'?  At  the  IMF  conference.  World 
Bank  officials,  finance  ministers,  and 
even  hedge-fimd  billionaire  George  Soros 
called  for  capital  controls  and  stricter 
regulations  and  disclosm-e  for  banks.  bi"o- 
kei-s.  and  hedge-funds  worldwide.  This  is 
bad  news  for  the  U.  S.  financial  industn'. 
■'^^'e■re  at  a  tm-ning  point  for  global  cap- 
italism." says  Robert  D.  Homiats.  \ice- 
chaiiTnan  of  Goldman  Sachs  Internation- 
al. "If  you  inhibit  capital  flows  in  a 
serious  way.  emerging-mai'ket  gi'owth 
prospects  diminish.  That's  bad  for  eveiy- 
one.  including  Wall  Street." 

For  the  once  mighty  masters  of  the 
universe,  the  new  en\ii"onment  is  de- 
pressingiy  down-to-earth:  a  significant 

vvdown  in  theii"  major  businesses,  fiu- 


r  It. 


b  fsTllHi: 


ther  losses,  shrinking  balance  shee 
sluiveled  bonuses,  layoffs,  gi'eater 
ulation.  and  consohdation.  "It  will 
period  of  lower  earnings  with  prot 
some  cutbacks  of  personnel  and  ra 
nalization  of  business  strategies."  ' 
Jerome  P.  Kenney.  executive  ^ice-p^ 
dent  at  ilenill.  On  Oct.  6,  ilenill's 
kerage  analvst  even 


WALL  STREETERS  IN  WASHINGTON: 


142  3  jS  \ESS  WEEK  OC'OSER 


:orp's  party  at 


1.  %  i; 

recommen(  i^ji^ 
dumping  cenain  brokerage  stocks 

Commercial  banks  have  been  feellfr,, 
pain  for  montlis.  and  there  seems  tc  umiKnij 
no  letup.  J.  P.  Moi-gcin  and  Banker's  T  j  i,, 
ai'e  the  money  center  banks  that  are  '  '  ~ 
pected  to  fai-e  the  woi-st.  says  ciBC 
penheimer  analyst  Steven  Eisman. 
only  do  they  have  major  investment 
emerging  markets,  but  they  ai*e  dej 
dent  on  proprietaiy  trading  for  a 
30^7  of  their  bottom  Hne.  "Today,  tl 
trades  are  producing  losses."  saj'^ 
man.  Tlie  consenstis  forecast  for  Ban 
Tnist  is  a  S3-50  million  thii"d-quaiter 
Even  though  that's  less  than  o'^ 
Sll  billion  capital  base,  its  stock  hit 
last  spring,  and  is  now  arotmd 
"There's  no  place  you  can  hide  from 
global  crisis,"  says  Nancy  Bush,  a  1 
;u\alyst  for  Ryan  Beck  &  Co.  "In  1 
•.\  e  imdei-stood  that  the  problems  ir 
';mking  sector  wero  commeroial  res 
ate.  But  this — tlus  is  much  less  defit 
We  ma}-  enter  a  period  where  banks 
decide  to  ciivle  the  wagons. 


fet  Die: ; 


pace" ' 


e  cuiTent  flight  to  quality  is  hurting 
I  T,  less  diversified  players,  as 
■I's  Trust's  stock  slump  shows.  "1998 
ough  year,  and  1999  will  potentially 
lugh,"  says  Charles  G.  Ward  III, 
jjing  director,  Credit  Suisse  First 
•11.  "But  the  strong  fii'ms  will  be 
The  weaker  firms  will  be  pushed 
Historically,  this  means  the  foreign 
i  that  piled  in  late,  such  as  second- 
'rench  and  Gemian  banks. 
iRS,  RUMORS.  Market  confidence  is 
ey,  since  financial  fimns  are  highly 
iged  institutions  that  fiand  them- 
^  by  rolling  over  short-term  com- 
al   paper.   Witness   the  recent 
ils  of  Lehman.  The  fuTn  has  been 
?(l  by  i-umore,  most  of  which  appeal" 
false:  that  it  sustained  huge  losses 
a  satellite  it  owned  blew  up;  that  it 
")  billion  of  ltcm  related  losses;  that 
'•(1  was  pressuiing  BankAmerica 
to  acquire  Lehman.  Says  Richard 
asso,  the  chairman  of  the  New 
Stock  Exchange:  "They've  gotten 
ith  lots  of  rumors  and  innuendo, 
of  which  is  tnie." 

t  in  an  extremely  nervous  mar- 
he  perception  of  a  problem  can 
damning  as  the  real  thing.  Ana- 
are  worried  that  Lehman  is  too 
alent  on  bond  trading  and  not  di- 
ied  into  more  stable  areas  such 
;et  management. 


The  immediate  issue  for  Lehman  and 
others  is,  are  investors  still  willing  to 
own  its  debt?  Ah-eady,  Lehman  is  paying 
top  dollar  to  raise  money:  Its  one-year 
debt  is  selling  at  about  3.65  percentage 
points  above  the  London  Interbank  Of- 
fered Rate,  vs.  1%  above  libor  earlier 
this  yean  Lehman  has  equity  capital  of 
$5.3  billion  that  supports  a  $134  billion 
balance  sheet,  a  typical  degi'ee  of  lever- 
age. Its  total  long-term  debt  and  equity 
is  $34  billion.  But  it  has  $7.7  billion  in 
commercial  paper  outstanding  with  an 
average  matuiity  of  more  than  100  days 
that  has  to  be  constantly  rolled  over. 

Lehman  chief  executive  Richard  S. 
Fuld  says  Lehman  is  in  good  shape  to 
weather  the  storm.  It's  still  selling  its 
short-teiTii  paper,  and  it  has  almost  dou- 
bled its  long-term  capital  in  the  past 
two  years.  "The  marketplace  is  begin- 
ning to  realize  that  all  of  these  mmors 
are  totally  bogus.  The  firm  is  strong 
and  stable,  and  the  market  is  reahzing 
that,"  says  Fuld. 

Even  the  strongest  firnis  hunker  down 
in  times  of  high  risk  and  volatility  by 
reducing  assets.  That  by  definition  re- 
duces earnings  and  retiun  on  equity.  The 
best  brokerage  fu-ms  have  posted  roes 
for  the  past  foui-  yeai-s  of  25%  to  30%. 
Now,  they  will  be  lucky  to  get  roes  of 
15%'.  "Financial  fuTns  ai'e  shiinking  their 
balance  sheets,"  says  Sanford  C.  Bern- 


WALL  STREET:  NO  DOOM. 
BUT  LOTS  OF  GLOOM 

^  Any  retooling  of  the  global  finan- 
cial systenn  limiting  the  free  flow  of 
capital  could  hurt  Wall  Street 
because  raising  money  for  emerging- 
market  companies  and  countries 
would  be  much  harder 

^  Under  increased  scrutiny  from 
regulators,  investment  banks  may 
have  to  reduce  their  exposure  to 
hedge  funds,  some  of  their  biggest 
clients 

►  The  flight  to  quality  has  especially 
hurt  firms  such  as  Lehman  Brothers 
and  Bankers  Trust  because  investors 
would  rather  own  bigger,  more  diver- 
sified financial  institutions 

►  In  response  to  market  turmoil, 
Wall  Street  firms  are  shrinking  their 
balance  sheets,  which  will  reduce 
their  ROEs  and  earnings 

^  Financial  firms  will  see  layoffs 
owing  to  a  slowdown  in  many  busi- 
nesses, including  underwriting  and 
trading  in  emerging-market  securities, 
junk  bonds,  IPOs,  and  commercial 
mortgage-backed  securities 

DATA:  BUSINESS  WEE« 

stein  analyst  Sallie  L.  Ki-awcheck.  "If 
they  don't  have  the  big  balance  sheets, 
they  can't  eam  the  same  retm-ns." 

U.  S.  financial  institutions  may  also  be 
headed  into  a  more  unfoi'giving  regula- 
toiy  environment.  Ailhm-  Levitt  Jr.,  the 
Securities  &  Exchange  Commission  chair- 
man, is  under  congi"essional  pressui'e  to 
beef  up  the  SEC's  scmtiny  of  securities 
fiiTOS.  This  could  lead  to  ongoing  exami- 
nations of  the  firms'  books  and  records  to 
gauge  their  exposure  to  hedge  funds. 

There  are  a  few  bright  spots.  Lower- 
priced  companies  mean  potential  bar- 
gains for  leveraged  buyout  fu'ms,  which 
have  about  $100  biUion  ready  to  spend. 
Apply  a  modest  amount  of  leverage,  and 
that's  $400  billion  of  spending  power. 
LBO  firms  may  even  get  financing  in  the 
middle  of  a  credit  ciimch,  thanks  to  a 
resurgence  in  mezzanine  lending,  which 
is  privately  placed  subordinated  debt 
that  vrill  finance  LBOs,  says  csfb's  Ward. 

But  that  is  little  consolation  to  own- 
ers of  financial-services  stocks.  With  all 
the  recent  wealth  destruction,  many 
bankers  have  been  personally  pounded. 
For  example,  as  much  as  half  of  the 
1997  bonuses  of  top  Merrill  Lynch 
bankers  were  paid  in  Merrill  stock, 
which  has  cratered  from  109  to  37M.  In 
a  word:  Ouch! 

By  Leah  Nathans  Spiro,  mth  Dean 
Foust,  in  Washington 
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Iy  all  accounts,  the  last  few  days 
of  August  were  hellish  ones  for 
John  W.  Meriwether  and  his  be- 
leaguered hedge  fund,  Long-Tenn 
tal  Management.  In  the  midst  of 
marketplace  slaughter  that  sent 
-and  its  creditors — to  the  brink 
tastrophe,  Meriwether  still  had  time 
tend  to  some  family  business.  On 
27,  he  signed  an  "interspousal 
;fer  grant  deed"  transfening  to  his 
Mimi,  a  20-acre  vacant  lot  on  Del 
/o  Road  in  a  tony  residential  area 
:bble  Beach,  Calif.  It  was,  until  that 
ent,  the  only  property  in  his  name, 
is  John  Meriwether  seeking  to  im- 
irly  put  a  major  personal  asset  out 
ach  of  potential  creditors — such  as 
ppy  investors — who  might  sue  him 
:.TCM  as  a  result  of  the  firm's  fall? 
hat  transaction  and  others  years 
e,  did  he  effectively  insulate  hLnself 
)ther  LTCM  honchos  from  the  con- 
inces  of  their  high-stakes  bets? 


These  are  troubling  questions  in  light 
of  the  neai'  failiu'e  of  ltcm  and  the  wide- 
ly criticized  $3.6  billion  bailout.  Lately, 
attention  has  focused  on  fom-  ltcm  piin- 
cipals  who  borrowed  money  to  finance 
their  investments  in  the  fund.  Yet  an- 
other issue  remains  unanswered — what 
is  the  personal  exposm'e  of  Meriwether 
and  his  15  colleagues?  Though  the 
bailout  left  them  with  vast,  as  yet  undis- 
closed personal  losses  and  a  10%  stake 
in  the  fu'm,  their  personal  liabihty  has 
been  kept  to  a  minimum.  A  BUSINESS 
WEEK  examination  of  public  records 
shows  that,  long  before  the  Aug.  27 
transfer,  Meriwether  had  shielded  his 
own  and  Ms  partners'  personal  assets  in 
the  event  LTCM  ever  got  into  trouble. 
VIGOROUS  DENIAL.  A  Meriwether 
spokesman  vigorously  denied  the  Aug. 
27  property  transfer  was  for  asset-pro- 
tection reasons.  "That  was  done  in  im- 
plementation of  estate  planning  that 
was  under  way  for  over  a  year,"  said 


VALUABLE  LOT:  John  Meriwether 
signed  over  this  20-acre  Pebble  Beach 
(Calif.)  lot  to  his  wife  on  Aug.  27 

LTCM  spokesman  Peter  Rosenthal.  "The 
implementation  was  begun,  of  this  par- 
ticular thing  [the  property  transfer],  a 
niunber  of  months  eai'lier,"  he  said.  Wliy 
would  it  take  "a  number  of  months"  to 
obtain  Meriwether's  signature  on  the 
bottom  line  of  a  simple,  two-page  prop- 
erty-transfer foiTTi?  Said  Rosenthal:  "You 
got  to  get  somebody  to  do  it,  you  know, 
and  he  has  other  things  to  do  every 
day." 

Whatever  the  motivation,  the  effect 
of  the  transfer  was  to  get  the  property 
out  of  reach  of  future  creditors.  The  lot 
was  transferred  to  Meriwether's  wife 
as  "her  sole  and  separate  property." 
Lawyers  say  that  means  creditors  may 
be  hard-pressed  to  seize  that  valuable 
property,  even  though  California's  com- 
munity-property laws  generally  mean 
property  owned  by  one  spouse  is  the 
property  of  the  other  spouse. 

To  be  sure,  there  has  been  no  litiga- 
tion. And  Rosenthal  insists  the  timing 
should  in  no  way  arouse  suspicion,  even 
though  Meriwethei-  acted  at  the  tail  end 
of  the  month  that  almost  put  ltcm  out 
of  commission.  Still,  the  public  record 
shows  that  if  a  lawsuit  bairage  begins, 
Meriwether  will  be  ready. 

LTCM  itself  was  structured  so  that 
Meriwether  and  the  other  15  principals 
have  no  liability  beyond  their  own  in- 
vestment in  the  funds.  Meriwether's  col- 
leagues, who  include  such  top  brains  in 
finance  as  Nobel  Laureate  Myron  S. 
Scholes  and  former  Federal  Reserve 
Vice-Chairman  David  W.  Mullins,  have 
been  widely  described  in  the  press  as 
the  "general  paitners"  of  ltcm.  But,  in  a 
strictly  legal  sense,  they  are  not. 

According  to  public  records,  the  ltcm 
is  a  Delawai-e  limited  paitnersliip  owned 
by  another  limited  partnership  called 
Long-Term  Capital  Holdings.  Corporate 
filings  show  that  the  general  partner  of 
Long-Term  Capital  Holdings  is  yet  an- 
other corporate  entity,  ltcm  llc.  And  a 
person  familiar  with  ltcm  says  that 
ltcm  LLC  is,  in  turn,  owned  by  the  16 
principals — though  not  always  in  their 
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own  names.  Some,  he  said,  participate 
via  their  spouses  and  tiTists. 

Such  complex  corporate  structures 
limiting  top  management's  liability  are  a 
comparatively  recent  phenomenon 
among  hedge  funds,  which  were  origi- 
nally oi'ganized  to  give  general  partners 
personal  liability  if  the  funds  went  un- 
der. Still,  hedge-fund  lawyers  note  that 
such  corporate  stnictures  often  fail  to 
shield  managers  when  their  investment 
vehicles  nm  off  the  road. 
CASH  PURCHASE.  But  if  LTCM's  woes  re- 
sult in  litigation,  Meriwether  has  a  sec- 
ond hne  of  asset  defense.  Wliile  he  may 
well  have  substantial  liquid  assets,  he 
has  none  of  the  real  property  that  cred- 
itors can  easily  track  down  and  seize. 

Tine,  Meriwether  lives  on  a  widely 
publicized  68-acre  estate  in  North 
Salem,  N.  Y.  But  land  records  show  that 
it's  not  John  Meriwether's  estate  at  all, 
but  rather  Mimi  Meriwether's  estate. 
It  was  purchased  for  $2.7  million,  ap- 
parently in  cash,  in  Januaiy,  1994,  just 
as  LTCM  was  getting  ready  to  open  for 
business.  The  estate  was  purchased  by 
his  wife,  and  there  is  nothing  in  the 
public  record  to  indicate  whether  John 
Meriwether  was  the  soui'ce  of  the  funds. 

The  Aug.  27  transfer  may  be  prob- 
lematic because  it  took  place  at  a  time 
when  the  fund  was  in  hot  water.  Es- 
tate and  asset-protection  lawyers  say  it 
could  well  be  construed  in  any  fotui'e  lit- 
igation as  a  fraudulent  act  intended  to 
hinder  creditors — which,  they  note,  is 
a  misdemeanor  under  CalifoiTiia  law.  "It 
smacks  of  a  fraudulent  conveyance,"  ob- 
serves L.  David  Buniingham,  a  Califor- 
nia attorney  who  specializes  in  estate 
planning  and  asset  protection.  But  Biuti- 
ingham  adds  that  he  does  not  know  the 
circumstances  of  the  transfer,  which 
would  be  justified  if  it  serves  a  legiti- 
mate puipose,  as  Rosenthal  insists. 

If  Meriwether's  actions  have  shielded 
his  assets,  the  same  can't  be  said  for 
all  of  his  15  other  "j^artners."  Some  have 
substantial  assets  in  their  own  names 
that  could  be  reached  by  creditors  in 
any  futui-e  lawsuits.  One  who  didn't  ap- 
pear to  anticipate  anything  amiss  at 
LTCM  was  Scholes,  who  pui'chased  a  $6.5 
milhon  house  in  San  Francisco  only  this 
past  July,  on  the  brink  of  the  LTCM  dis- 
aster. Lawyers  say  that  Scholes  could 
have  done  a  lot  better  job  of  stracturing 
that  purchase  to  protect  that  asset. 
Whatever  his  brilliance  as  an  economist, 
Scholes  may  have  a  thing  or  two  to 
learn  about  the  finer  points  of  asset  pro- 
tection. And  John  Meriwether  woulcl  be 
an  apt  teacher. 
I  By  Gary  Weiss,  with  Barbara  Silver- 
I  bash  and  Karen  Stevens,  in  New  York 
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TECHNICIANS  TAKE 
CENTER  STAGE 

As  investors  look  for  answers,  tech  analysis  grabs  attentio 


Ralph  J.  Acampora  is  a  man  with  a 
mission.  As  Pnidential  Securities' 
chief  technical  analyst  and  some- 
one who  has  spent  more  than  30 
years  poring  over  charts  to  spot  trends 
in  the  movement  of  stock  prices,  Acam- 
pora is  a  vocal  champion  of  a  field  that, 
over  the  years,  has  been  scoffed  at  by 
academics  who  disagree  with  its  basic 
tenet — that  studying  past  patterns  of 
trading  volume  and  price  reveals  supply 
and  demand  trends  that  can  be  regTi- 
lai'ly  exploited.  In  any  case,  for  much  of 
the  1990s,  solid  fundamentals  such  as 
declining  inflation  and  lower  interest 
rates  were  all 
the  explanation 
needed  for  the 
stock  market'; 
rip-snorting 
run    up  the 


Also  helping  the  reputation  of  technic 
analysis  is  that  some  recent  calls,  sui 
as  Acampora's  on  Aug.  4  for  a  big  c 
cline,  have  been  on  the  money. 

What  do  the  technicians  think  wl 
happen  now?  In  the  short  term,  soi' 
prominent  techies  think  the  market  vl 
fall  further.  The  good  news,  they  s;; 
It's  a  prelude  to  another  leg  of  the  lo: 
bull  mai'ket — though  no  one  is  willing) 
pinpoint  when  that  will  begin. 

Unlike  fundamental  analysts,  tech- 
cians  don't  ob- 
sess over  earn- 


charts,  and  fundamen- 
tal analysts  held  sway. 

In  these  far  more 
volatile  times,  however,  with  the  long- 
term  outlook  so  murky,  Acampora  and 
his  ilk  are  getting  more  respect.  "In 
times  of  market  turmoil  and  extreme 
volatility,  technical  analysis  can  be  more 
helpful,  because  fundamental  analysis, 
in  the  short  term,  doesn't  particularly 
help  you,"  says  Robert  Doll  Sr.,  execu- 
tive vice-president  of  equities  for  Op- 
penheimer  Funds  Inc.  "I've  owned 
stocks  where  earnings  are  coming 
through,  eveiytliing  seems  in  place,  but 
the  stock  kept  going  down.  The  mar- 
ket is  telUng  you  that  something  is  hap- 
pening that  you  haven't  incorporated 
into  your  analysis,  and  sometimes  you 
can't  figure  it  out  until  it's  too  late." 


mgs  or 

ary  pressures.  They  examine  price  p- 
terns  of  stocks  and  stock  indexes  to  v. 
whether  the  internal  dynamics  appf 
healthy  according  to,  say,  the  way  t; 
stock  has  behaved  over  the  past  21 
trading  days,  or  if  a  pattern  seems  to  ; 
um'aveling.  Increasingly,  teclinical  ana- 
sis  is  becoming  intertwined  with  the  ; 
creasingly  popular  field  of  behavioral - 
nance,  or  the  study  of  invest* 
psychology,  says  Paul  F.  Desmond  f 
the  Market  Technicians  Assn.  (Mi: 
"We're  using  teclinical  indicators  to  ni'- 
sure  the  emotion  of  investors." 

Salomon  Smith  Barney's  Alan  '■ 
Shaw  is  the  dean  of  the  market  tech'- 
cians.  Shaw,  who  sits  on  the  firm's  j- 


i4R  RiisihiF';<;  wFFK  /  nrrnRFR  iq  iqqr 


Hew  OneWBrld  helped 
Pericom  put  Hs  finger  on  flhe  pulse 
of  supply  chain  management. 


iow  does  a  leader  in  high-speed  circuits 
,ive  customer  satisfaction  a  jolt?  Pericom 
iemiconductor  Corporation  does  it  by 
utomating  their  supply  chain,  from 
lanufacturing  through  distribution  and 
ack  office  financials.  With  OneWorld" 
nterprise  software  from  J.D.Edwards. 
According  to  Dan  Wark,  V.P.  of 


Operations,  "We  wanted  a  partner  that's 
going  to  be  there  for  the  long  haul,  one 
that's  going  to  be  an  A-team,  top-tier  player. 
We're  very  pleased  with  having  chosen 
J.D.Edwards." 

Since  the  implementation  of  OneWorld, 
Pericom  finds  it  easier  to  short-circuit  problems 
and  keep  customers  wired  in.  Says  Wark, 

IPEdwards 

Enterprise   Soft  w  .are 


"Now  customers  get  delivery  quotes  on-line 
and  we  can  easily  quote  the  status  of  any  order." 

The  result?  Less  waiting.  An  easier  way 
to  do  business.  And  much  happier  customers. 

That's  how  enterprise  software 
ought  to  be.  It  can  be  for  you,  too.  To  find 
out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com/ customer. 
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Prominent  trend-spotters  think  a  short-term  market  fall 
will  be  a  prelude  to  another  leg  of  the  long  bull  market 


vestment  policy  committee,  enjoys  an 
unusual  position  among  his  peers.  While 
some  Wall  Street  fu-ms  don't  have  an 
appointed  technical  analyst,  "at  Salomon 
Smith  Barney,  the  technical  discipline 
is  integi-ated  and  coordinated  on  a  poli- 
cy level  with  the  same  weight  and  voice 
that  the  fundamentalists  and  economists 
may  bring  to  the  table,"  says  Shaw.  His 
motto:  The  trend  is  yoiu'  fi-iend.  He  be- 
heves  that  focusing  on  fundamentals 
caused  many  people  to  flee  the  market 
thousands  of  points  ago.  "My  discipline 
has  nothing  to  do  with  value,"  he  says. 
"As  a  result,  we've  been  permitted  to 
take  part  in  a  gi'eat  deal  of  the  upside" 
in  the  long  bull  market,  rather  than 
bailing  out  because  some  fundamental 
analysis  pointed  to  ovei-valuation. 

Shaw  expects  the  stock  market  to 
consolidate  between  7500  and  8000.  In 
fact,  he  gives  that  a  45%  probability. 
Next,  at  25%,  is  a  market  falling  to 
7000.  The  least  likely  move,  at  5%:  a 
race  to  10,000  or  higher  within  six 
months.  Shaw  thinks  the  market  needs 
time  to  repair  the  damage  done  before 
it  can  move  much  highei'.  All  in  all,  he 
gives  it  a  70%-  chance  of  trading  flat  to 
moving  lower  over  the  next  six  months. 

Shaw  keeps  fairly  aloof  from  the  me- 
dia, but  one  of  his  proteges.  Pruden- 
tial's Acampora,  seeks  the  limelight.  The 
title  of  an  upcoming  Acampora  speech: 
"The  Market,  the  Media,  &  Me."  The 
telegenic  analyst  is  a  regailar  panelist 
on  Wall  -ffreet  Week  ivitli  Louis 
Rukei/ser.  It  was  on  CXBC,  however, 


that  he  made  his  biggest  splash.  On 
Aug.  4,  Acampora,  who  had  been  calling 
for  Dow  10,000,  said  the  Dow  could  fall 
20%'  ft'om  its  high.  By  day's  end,  the 
market  was  down  300  points  and  is  now 
down  about  746  points  from  Aug.  4. 
Says  Acampora:  "It  was  a  painful  call, 
but  in  hindsight — what  a  beautiful  call!" 
LEG  ROOM.  Acampora's  view  today  is 
that  the  market  might  bottom  out  at 
around  Dow  7400.  He  will  not  speculate 
about  what  happens  if  the  Dow  goes 
below  that.  His  favorite  sectors:  drags, 
biotech,  electric  utilities,  and  tobacco. 

One  technical  analyst  who  thinks  a 
market  bottom  is  still  a  ways  off  is 
Richard  McCabe  of  Menill  Lynch  &  Co. 
"Eaiiy  next  year,  the  focus  vdll  be  more 
and  more  bearish,"  he  says.  "That  will 
be  the  bottom  and  the  foundation  for 
the  next  leg  up  to  start  in  1999  or 
2000."  Like  Acampora,  McCabe  thinks 
we  are  seeing  a  cyclical  bear  market 
within  a  secular  bull  market.  His  view 
of  the  next  upswing:  "Even  gi'eater  pub- 
lic enthusiasm,  where  the  public  says 
they're  not  happy  with  the  20%-  to  25% 
gains  they  made  in  1996  and  1997 — they 
want  to  double  their  money  in  six 
months."  He  thinks  small-cap,  and  even 
speculative  issues,  could  lead  the  mai'ket 
up  in  the  next  leg. 

Most  professional  investors  use  both 
fundamental    and  technical 
analysis.  Kenneth  G.  Heeb- 
ner,  a  portfolio  manager  at 
Capital  Growth  Management, 
says  technical  indicators 


CHECKING  THE  CHARTS 

How  the  pros  try  to  divine  the  markets: 


MOVING  AVERAGES  To  figure  out 
when  to  get  in  and  out  of  the  market 
and  spot  turning  points,  technicians 
use  "moving  average  lines."  To  calcu- 
late one,  they  add  up  the  closing  price 
of  a  stock  or  index  for  a  number  of 
trading  days,  such  as  200,  then  divide 
that  by  200.  Daily  plotting  reveals  the 
trend.  A  popular  moving  average:  the 
advance/decline  line,  which  graphs 
the  difference  between  the  number  of 
rising  and  falling  New  York  Stock 


ume  of  puts 
(bets  that  an 
index  such  as  the 
Standard  &  Poor's  500-stock  mdex  will 
fall)  vs.  the  volume  of  calls  (betting 
that  the  index  will  rise)  purchased  on 
the  Chicago  Board  of  Exchange. 

SENTIMENT  INDICATORS  Another 
contrary  indicator  comes  from  Investor's 
Intelligence  sentwnent  figures.  It  looks 
at  150  investment  advisory  newsletters 
to  determine  the  bearish  or  bullish 


can  be  helpful  when  they  give  extren 
negative  readings.  If  the  put/call  rat 
(table)  showed  strong  negative  sent 
ment,  "I  might  wait  to  sell  somethir 
and  see  if  the  market  would  bounce 
Martin  G.  Hurwitz,  a  senior  portfol 
manager  at  Ameiican  Exjjress  Financi 
Advisors,  uses  technical  analysis  to  sp 
groups  seeing  more  "accumulations 
(where  investors  appear  to  be  buyii] 
the  stock  and  putting  it  away)  and 
may  outpeifoiTn  in  the  short  term.  Th(j 
include  supermarkets,  food  and  healt| 
care  distributors,  and  gold. 

Many  ?cademics  maintain  that  tecl| 
nical  analysis  is  of  little  use.  Bmton  f ' 
MaDdel  is  an  economist  at  Piinceton  Ur 
versify  and  author  of  the  influential  boc 
A  Random  Walk  Down  Wall  Street.  Tl 
random-walk  theory  posits  that  pa 
piices  aren't  useful  in  forecasting  futu 
piice  moves.  MaUdel  says  he  understan( 
why  techies  are  in  the  news:  "It's  oni 
natm-al  at  times  like  this  that  you  seanl 
for  ways  you  might  have  avoided  tl|j 
unpleasantness,"  he  says.  "1  agree,  tm 
market  is  not  a  jjerfect  random  wal 
But  wiiatever  regularities  there  are  a 
very  small  and  veiy  undependable  fro 
period  to  period." 

Perhaps  the  increased  interest  in  te( 
analysis  will  prove  to  be  a  short-hv( 
trend.  But  a  lot  more  people  are  beii 
exposed  I 
its  rigor 
"Within  tl 
last  yei 
technic; 
analysis,  b; 
none,  is  tl 
hottest-sellirj 
course  here,  out  !. 
160  offerings,"  sa;' 
is  Genera  of  the  Nej 
Institute  of  Financ! 
is  taking  more  notic 


Exchange  issues.  .       ,  ,  . . 

r_ _ : _  1     - _  - rr   nature  of  the  newsletters. 


If  a  histori- 


mrr  CALL  ratio  when  the  put/call 
ratio  gets  to  an  extreme,  it  can  be  a 
contrary  indicator.  The  ratio  is  the  vol- 


cally  high  percentage  of  the  market  let- 
ters— say,  55% — are  bearish,  that  could 
indicate  that  the  market  is  bottoming. 


Yorl 
Academe 
too:  The  Mai-ket  Teclinicians  AsS;  ! 
recently  held  preliminary  tall  ■ 
with  the  University  of  Pennsji 
vania's  Wliarton  School  about  dj 
ing  conferences  and  studies  t 
gether,  says  the  mta's  Desmond! 

With  investors  awash  in  a  s\ 
of  uncertainty,  looking  for  an  edji 
via  technical  analysis  is  seductivi 
"In  price  there  is  knowledge,"  i| ; 
sist  the  technicians.  From  thjl 
knowledge,  they  and  their  prop 
nents  hope,  come  profits. 

By  Suzanne  Woolk 
in  New  Yoi 
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SAVIN  IS 
UUORKING 


TO  BE  YOUR  NBCT 
DOCUMENT  OUTPUT 
COMPiUW. 


COPIER  &  FACSIMILE 


I  1998 


At  Savin  we  have  one  simple  goal.  To  be  the  one  document 
output  company  that  answers  all  your  document  handling  needs.  ^ 
That's  why  we've  been  working  overtime  to  bring  you  the  i 
forward-thinking,  award-winning  technology  essential  to  boosting 
—I  nrodurtivitv  in  todav's  digital  offices.  With  fast,  versatile  connertahlf 


productivity  in  today's  digital  offices.  With  fast,  versatile,  connectable 
digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  — 
right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into 
brilliant  hard  copy. 

But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin 
we're  working  hard  on  becoming  the  fastest,  most  responsive  name  in  the 
If        business.  With  smart,  highly-trained  Savin  professionals  who  will  do  what- 
fll^P  ever  it  takes  to  give  you  the  satisfaction  and 

service  you  deserve. 
(  [         To  find  out  just  what  we'll  do  to  be  your 
next  —  and  last  —  document  output  company, 
contact  us  at  1-800-234-1900  or  www.savin.com. 


sai/in 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER" 

SAVIN  CORPORATION,  333  LUDLOW  SI .  STAMFORD.  CT  06TO 


Finance 


MUTUAL  FUNDS 


A  BATTLE 

INVESTORS  CANT  WIN 

Donald  Yacktman  and  his  board  are  trying  to  oust  each  other 


D 


ionald  A.  Yacktman,  a  well- 
I'egarded  mutual-fund  man- 
ager in  Chicago,  is  in  an 
awkward  position.  As  he  sees  ii. 
the  directors  of  the  funds  lit- 
founded  are  trying  to  throw  him 
out,  so  he  has  launched  a  pre- 
emptive strike  to  oust  those  di- 
rectors and  replace  them  with  a 
friendlier  bunch.  A  special  share- 
holder meeting  is  set  for  Nov.  24. 

The  very  unusual  battle  cen- 
ters mainly  around  investment 
peifoiTnance — wliich  has  not  been 
good  of  late — and  what  to  do 
about  it.  So  far  this  year,  the 
Yacktman  Fund  is  down  15.8%, 
vs.  a  2.6%  gain  for  the  Standard 
&  Poor's  500-stock  index  (includ- 
ing dividends).  Yacktman  says  the 
directors  have  been  pressuring 
him  to  convert  to  a  lai'ge-cap  val- 
ue portfolio — funds  typically 
heavy  on  manufacturing,  energj', 
and  utility  stocks. 

Yacktman's  investment  strate- 
gy defies  such  conventions.  His 
modus  operandi  is  to  buy  growth 
stocks  when  they  ai"e  out  of  favor. 
The  prospectus  says  the  invest- 
ments must  be  "primarily"  in  stocks 
with  $1  billion  or  more  market  cap. 
Morningstar  Inc.  says  the  Yacktman 
Fund  has  a  $1.4  billion  median  market 
cap.  "This  is  how  I've  always  invest- 
ed," says  Yacktman.  "My  shareholders 
get  the  same  Don  Yacktman  yesterday, 
today,  and  forever" 

He  concedes  his  re- 
sults always  have  been 
cyclical — and  they're  in  a 
down  cycle.  With  such 
strategies,  the  payoff 
comes  only  if  the  periods 
of  strong  performance 
more  than  compensate 
for  the  weak.  Yacktman 
usually  does  well  in  risk- 
adjusted  fund  ratings, 
since  he  often  takes  low- 
er than  average  risk. 
Now,  the  Yacktman  Fund 
has  four  stars  from. 
MoiTiiiigstai',  the  second- 


YACKTMAN  FUND: 
A  SNAPSHOT 


ON  THE  ATTACK:  Yacktman  years  up  for  a  pruxy  Jjyht 


highest  rating,  and  B+  ft-om  BUSINE.SS 
wf:ek,  oiu"  second-liighest  as  well. 

But  with  lousy  recent  retiu'ns,  shai'e- 
holders  have  been  leaving  in  droves. 
The  Yacktman  Fund  is  only  about  half 
the  size  it  was  a  year  ago.  Still,  anyone 
remaining  by  the  time  of  the  Nov.  24 
shareholder  meeting  is 
probably  a  Yacktman 
loyalist,  which  suggests 
the  prospects  for  him 
prevailing  in  a  pro.xy 
fight  are  good.  He's 
spending  Yacktman  As- 
set Management  Co.'s 
money  to  wage  it. 

The  independent  di- 
rectors are  in  an  unusu- 
al spot  as  well.  As  of 
Oct.  6,  they  had  not  yet 
filed  their  response  to 
Yacktman's  proxy  but 
are  expected  to  do  so 
shortly.  But  as  repre- 


Assets: 

$511.7  million 

TOTAL  RETURN* 

1998 

-15.8% 

PAST12M0S.  -15.7 

PAST  3  YRS. 

10.8 

PAST  5  YRS. 

14.7 

'Appreciation  plus  reinvestment  of  dividends 
and  capital  gains  before  taxes.  All  periods 
through  Sept,  30,  except  1998  return  through 
Oct,  5,  Multiyear  returns  are  average  annual 


DATA:  MORNINGSTAR  INC 


sentatives  of  the  shareholders,  the^ 
be  spending  fund  assets  to  advocate] 
position  that  most  remaining  shareho: 
ers  likely  will  reject. 

This  battle  can  be  costly  for  sh 
holders.  Last  year,  the  independent 
rectors  of  the  Navellier  Aggressi 
Small  Cap  Equity  Fund  dropped  mi 
ager  Louis  G.  NaveUier  and  moved  t 
fund  to  Massachusetts  Financial  Si 
vices.  Three  months  later,  the  shai 
holders  voted  to  reliii-e  Navellier  In  t 
scuffle,  the  portfolio  turned  o\ 
several  times,  resulting  in  hig} 
trading  costs  and  capital-gai 
distributions  for  investors. 
FORMER  FRIENDS.  Ironically,  t 
directors  Yacktman  is  seeking 
oust  were  once  his  fiiends,  as 
dependent"  dii'ectors  usually  a 
All  have  been  on  the  board  sii 
the  fund's  founding  in  1992. 
rector  Jon  D.  Carlson  says 
and  Stanislaw  Maliszewi 
worked  with  Yacktman  at 
previous  job.  Carlson  sa 
Stephen  E.  Upton,  his  uncle 
marriage,  and  Thomas  R.  Hi 
son,  were  longtime  sharehold( 
of  Yacktman's  prior  fimd.  Select 
American  Shares. 

Until  Jime,  Cai'lson  was  Yac 
man's  marketing  chief  and  tl 
an  inside  director.  But  he  beca 
an  outside  director  when  Yac 
man  dismissed  him.  Yacktir 
says  directors  turned  against  h 
when  he  fired  Carlson.  Carls 
says  the  board  had  differen( 
with  Yacktman  long  before  th 
which  he  tried  to  get  resolvec 
Besides  performance,  the 
sidents  also  complain  about  "derivativ 
and  "ethics."  Yacktman  says  his  oi 
derivatives  are  put  options  on 
largest  holding — Plulip  Monis  Cos.,  i 
those  are  in  the  $52  million  Yacktr 
Focused  Fund,  whose  prospectus 
mits  it.  Ethics?  The  Yacktman  Fi 
code  says  personnel  shouldn't  sit 
boards  of  public  companies  without 
rectors'  permission.  Yacktman  remaii 
on  the  board  of  a  private  company 
800-Contacts  Inc.,  after  it  became  puB 
but  he  says  the  ftind  directors  kne\W 
Yacktman  says  he  has  since  asked 
800-Contacts  to  replace  him.  Moreo' 
he  says  his  funds  are  not  and  ne 
have  been  investors  in  that  compaii 
No  doubt,  the  charges  and  couni 
charges  will  continue.  But  what  w( 
benefit  investors  more  than  a  coi 
proxy  fight  would  be  for  the  wan 
parties  to  work  out  differences  and 
prove  performance  of  the  funds. 
By  Jeffrey  M.  Laderman  in  Neiv 
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DINERS  CLUB, 

VOTED  #1  REWARDS  PROGRAM. 

OBVIOUSLY  FREQUENT  TRAVELERS 
EVEN  PACK  THEIR  WALLETS 
CORRECTLY. 


It  wasn't  surprising  when  the  readers  of  InsideRyer  magazine  voted  our 
Club  Rewards" program  "the  best."  After  all,  everything  we  do  is  with 
the  needs  of  the  frequent  traveler  in  mind.  That's  why  our  rewards  program 
IS  the  only  one  that  allows  you  to  earn  miles  that  can  be  redeemed  on  every 
ma|or  U.S.  airline.  With  no  mileage  cap  and  no  expiration  date.  Plus,  you  can 
redeem  your  rewards  for  free  hotel  stays,  vacation  packages,  or  name-brand 
merchandise.  And,  of  course,  the  Diners  Club  Card  is  welcomed  by  airlines, 
hotels,  car  rental  companies  and  millions  of  other  places  you  go.  So  call 
1  800  2  DINERS  today  See  for  yourself  what  all  the  fuss  is  about. 


WBANKO' 


BREAKING  THE  PLASTIC  MOLD. 


Inside  Wall  Street 


VALUE  PLAY:  Lyon 
bailed  out  of  techs 


BY  GENE  G.  MARCIAL 

THESE  STOCKS  MAY 
JUST  DEFY  GRAVITY 

'his  market  is  wild,"  says  invest- 
ment manager  Rob  Lyon  as  he 
peered  into  his  computer  screen  on 
Oct.  6.  The  Dow  Jones  industrial  aver- 
age svmng  Like  a  pendulum  from  a  140- 
point  gain  in  the 
morning  to  a  loss 
of  60  by  after- 
noon and  back  up 
with  a  gain  of 
just  16  to  close 
at  7742.  Fortu- 
nately for  large- 
cap  value  in- 
vestor Lyon,  he 
repositioned  his 
core  holdings  last 
spring  and  sum- 
mer: He  sold 
technology,  basic- 
industry,  and  cap- 
ital-goods stocks,  and  bought  into 
shares  in  the  consumer-products, 
health,  and  telecom  sectors. 

Among  his  top  choices:  tobacco  giant 
Philip  Morris  (MO),  drugmaker  Bristol- 
Myers  Squibb  (bmy),  and  telecom 
leader  Bell  Atlantic  (bel). 

"We  think  Asia  won't  come  back  for 
some  time,  and  neither  will  Japan  and 
Russia,"  says  Lyon,  president  and  chief 
investment  officer  at  Institutional  Cap- 
ital in  Chicago,  which  manages  some 
$11  billion.  The  result,  he  says,  will  be 
a  slowdown  in  global  gi'ovi^h.  Capital 
spending  will  be  crimped,  Lyon  figures, 
and  technology  will  be  huit. 

Philip  Morris  has  been  a  marvel, 
says  Lyon:  "It  kept  going  up  as  the 
market  was  slumping."  After  hitting  a 
low  of  34  in  mid-May,  the  stock  stuck 
to  an  upward  trend,  closing  at  49!^  on 
Oct.  6.  Lyon  sees  it  heading  for  65 
over  the  next  12  months.  "Monis  has 
been  winning  court  battles,"  he  notes. 
Talks  with  eight  U.  S.  states  to  settle 
lawsuits  against  the  tobacco  industiy 
are  making  progress,  Lyon  adds.  One 
added  kicker:  Management  is  now  open 
to  the  idea  of  spinning  off  its  Kraft 
Foods  unit,  which  is  the  largest  pack- 
aged-food company  in  North  America 
and  which  Lyons  values  at  $40  billion, 
or  25  a  share.  The  tobacco  business 
alone,  he  figures,  is  worth  $90  billion, 
or  40  a  share. 

Bristol-Myers,  now  at  97,  is  an  un- 


dervalued diiigmaker  with  a  large  prod- 
uct pipeline  that  investors  have  yet  to 
recognize,  says  Lyon.  His  tai'get  for  the 
stock:  130.  Bell  Atlantic  has  also  been 
bucking  the  market,  rising  through 
some  dips,  from  41  in  mid-August  to 
52  by  Oct.  6.  With  its  merger  with  gte, 
BeU  Atlantic  is  poised  to  entei'  the  long- 
distance market,  says  Lyon,  who  fig- 
ures the  stock  is  worth  65. 

IS  IMCLONE  STILL 
INCLINED  TO  DEAL? 

For  weeks  during  the  summer,  shares 
of  ImClone  Systems  (imcl)  had  been 
hovering  between  12  and  14,  not  only 
because  the  company  has  developed 
exciting  anticancer  products  but  be- 
cause of  rumors  that  a  pact  with  a 
strategic  partner  was  imminent.  By 
late  September,  the  hot  money  in  the 
stock  became  impatient  and  bailed  out. 
Result:  ImClone  plummeted,  closing  at 
a  1998  low  of  S'^/s  on  Oct.  6.  Not  so 
fast,  says  biotech  maven  Jim  Mc- 
Camant,  editor  of  the  Medical  Tech- 
nology Stock  Letter  in  Berkeley,  Calif. 
McCamant  believes  that  a  deal  is  in 
the  works  involving  a  European  phar- 
maceutical company. 

McCamant,  who  thinks  signing  up  a 
European  partner  is  near,  says  this 
new  partner  will  either  take  a  signifi- 
cant equity  stake  in  ImClone  or  license 
ImClone's  lead  compound,  C225,  now  in 
Phase  3  clinical 
trials    to    treat       HANGING  ON 
head    and    neck    A  EUROPEAN  PACT 
cancer,   such   as  ,5, 
mouth  or  throat 
cancer.  ImClone  is 
also  conducting 
trials  for  C225  as 
a  therapy  for  re- 
nal cell  cancer. 

Another  Im- 
Clone compound, 
BEC^,  is  a  cancer 
vaccine  that  is  be- 
ing developed  in 
collaboration  with 
German  dioigmak- 
er  Merck  KOaA  (no 
relation  to  Merck  &  Co.).  Also  being 
developed  are  compounds  to  treat 
angiogenesis,  which  is  the  formation  of 
new  capillary  blood  vessels  associated 
with  tumors. 

"ImClone's  current  market  cap  is 
unjustifiably  low,"  says  McCamant,  who 
expects  the  stock  to  double  once  a 
partner  is  announced. 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


STERICYCLE: 
A  CLEAN  PLAY 

This  is  not  the  time  to  give  up  on 
mid-cap  gi'ovrth  stocks,  says  invest- 
ment pro  Andrew  Lanyi,  who  calls  the 
group's  severe  pounding  a  rare  buy- 
ing opportunity.  Scores  of  mid-cap 
stocks  have  plunged  although  their 
profits  and  sales  stayed  at  high  levels 
in  the  past  foui*  quarters,  says  Lanyi, 
head  of  Lanyi  Research,  a  unit  of  ciBC 
Oppenheimer  in  New  York.  "We've 
been  heavy  buyers  of  mid-cap  gi-owth 
stocks  with  quality  eai'nings,"  he  adds. 

Among  his  top  picks:  Stericycle 
(SRCL),  the  second-largest  U.  S.  pro- 
vider of  regulated  medical  waste-man- 
agement sei-vices.  Stericycle's  patented 
electro-thermal  deactivation  destroys 
bacteria  without  pr'oducing  air  pollu- 
tants. Now  at  18,  the  stock  is  worth  30, 
says  Lanyi,  based  on  the  company's 
gi"Ovrth  through  acquisitions 

He  expects  profits  to  jump  269% 
this  year,  to  48^  a  share,  from  last 
year's  130,  and  by  85%  next  year,  to 
89(2.  Revenues 
should  swell  to 
$64  million  this 
year  and  to  $85 
million  in  1999, 
up  from  $46.2 
million  in  1997. 

Stericycle  has 
bought  11  compa- 
nies with  about 
$30  million  in  to- 
tal revenues  this 
year.  By  the  end 
of  the  ftrst  quar- 
ter, Stericycle 

CEO  Mark  Miller   1 

had  signed  confidentiality  pacts  withj 
companies  with  total  revenues  of  $80) 
million  in  the  hope  of  completing  more 
acquisitions,  says  Lanyi. 

Stericycle,  which  is  in  43  states  and 
Canada,  Mexico,  and  Brazil,  has  only 
7%  of  the  $1  billion  medical-waste  man- 
agement industry,  says  Miller.  "Our 
goal  behind  our  acquisitions  is  to  be- 
come No.  1,"  he  says,  acknowledging 
he  is  in  talks  with  a  number  of  compa- 
nies for  mor*e  buyouts.  Leader  Brown- 
ing-Ferris has  19%  of  the  medical- 
waste  market,  with  revenues  of  more 
than  $200  million  from  that  business. 


A  BUYER:  Lanyi 
loves  growtJi 


For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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Information  Technology 


THE  INTERNET 


A  CYBER  REVOLT 
IN  HEALTH  CARE 

Patients  are  finding  new  power  through  the  Web 


When  55-year-old  Melinda  Bi'own 
was  told  a  year  ago  she  had 
colon  cancer  that  had  spread 
to  her  liver  and  was  inoperable, 
her  daughter  Jeanette  reacted  by  going 
to  the  Internet.  Jeanette  wasn't  looking 
for  support  groups.  Instead  she  was 
hunting  for  cold,  hard  facts  about  the 
disease  and  treatment.  Dming  her  lunch 
hour,  Jeanette  mouse-clicked  her  way 
across  sites  and  read  through  thousands 
of  entries  served  up  by  search  engines 
when  she  typed  in  the  word  "cancer" 

After  a  week  of  searching,  she  hit 
promising  news — someone  who  sm-vived 
a  situation  similar  to  her  mother's 
through  a  new  type  of  surgeiy,  called 
cryosurgery,  that  uses  nitrogylcerin  to 
fi-eeze  cancerous  tumors.  Jeanette's  doc- 
tor hadn't  heard  of  the  treatment,  so 
the  Washington  (D.  C.)  family  found  a 
specialist.  After  two  rounds  of  surgery, 
the  tumor  appears  to  be  in  remission. 
"The  Net  has  so  much  more  informa- 
tion than  any  one  physician  could  ever 
know,"  says  Jeanette,  who  is  now  in 
gi-aduate  school  at  New  York  University. 
UNVARNISHED  FACTS.  There's  a  gi  ass- 
roots  movement  sweeping  across  the 
Web  that  could  radically  change  the  doc- 
tor-patient relationship.  Patients  finally 
are  getting  their  hands  on  infonnation 
that  doctors  didn't  know  about  or  simply 
wouldn't  hand  over  in  the  past.  And 
just  as  information  and  services  on  the 
Net  have  freed  consumers  from  annoy- 
ing haggling  with  car  salesmen,  it's  giv- 
ing patients  unvarnished  facts  about 
their  diseases.  Armed  with  data  they've 
found  online  in  medical  journals,  data- 
bases, and  consumer  health  sites,  pa- 
tients are  walking  into  doctors'  offices 
and  asking  about  treatments  and  dis- 
eases some  physicians  may  never  have 
heard  of  or  considered.  "It's  a  funda- 
mental shift  of  loiowledge,  and  therefore 
power,  from  physicians  to  patients,"  says 
Jim  Hudak,  global  managing  partner  for 
health  at  Andersen  Consulting. 

That  nevifound  power  puts  health  cai'e 
on  track  to  be  the  next  big  thing  on  the 
Net.  Already,  more  than  17  million  peo- 


ple in  the  U.  S.  have  looked  up 
medical  care  data  online  this 
yeai;  up  35%  fi-om  1997,  according 
to  reseai'cher  Find/svp.  More  broadly, 
a  recent  InteUiquest  Inc.  suivey  found 
that  30.8  million  people,  or  46%  of  on- 
line users,  looked  up  infonnation  about 
a  medical  or  personal  problem. 

Those  numbers  haven't  gone  unno- 
ticed. Almost  overnight,  companies 
lai'ge  and  small  are  bolsteiing  or  launch- 
ing services  for  consumers — providing 
personalized  news,  risk  assessment  ser- 

"It's  a  fundamental 
shift  of  knowledge 
. . .  from  physicians 
to  patients,"  says 
one  consultant 


vices,  insurance,  and  online  ding- 
stores.  Since  1997,  nearly  $120  mil- 
lion in  venture-capital  fimding  has 
been  sunk  into  Internet-related 
health-care  companies,  says  researcher 
Ventui'eOne  Coip.  And  on  Oct.  27,  Intel 
Corp.  will  hold  a  Health  Technology 
Day  to  raise  the  market's  profile  and 
unveil  investments  and  partnersliips  the 
semiconductor  giant  is  weaving  togeth- 
er to  speed  adoption  of  online  health 
care.  For  Intel,  more  consumers  looking 
up  information  online  means  more  com- 
puters— and  chips — sold.  "Health  care 
isn't  the  primary  reason  people  get  on- 
line, but  that  will  change,"  predicts 
Steven  McGeady,  director  of  Intel's 
Health  Technology'  Initiative. 

The  Net  may  usher  in  an  even  more 
profound  change.  For  years,  there  has 
been  a  push  to  bring  health  care  into 
the  computer  age,  giving  patients  more 
access  to  data  and  improving  and  track- 
ing treatment.  Until  now,  the  health- 
care system  has  resisted — doctors'  of- 
fices are  the  last  great  bastions  of 


notepads  and  paper  files.  But  the  ri 
pling  effect  of  consumers  using  the  N 
could  convert  even  the  Luddites.  "I 
quite  a  challenge  to  introduce  chanf 
but  we're  doing  it,"  says  Anna-Lisa  Ss.^^,^, 
vestra,  general  manager  of  Kaiser-P(|  ( 
manente's  national  member  technoloi ' 
group.  "The  main  reason  is  our  ci 
tomers  are  asking  for  it." 

Kaiser,  like  some  health  maintenan 
organizations,  is  dishing  up  promisii 
seindces  on  the  Web  that  move  well  l\ 
yond  just  offering  electronic  brochurj  tj\,f|j  jj^^ 
about  benefits.  During  the  next  \kff\^^!^, 
months.  Kaiser,  the  largest  nonproj , " 
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with  9.2  million  patients,  is  rolling 
Web  site  that  will  let  members 
er  for  office  visits  and  send 
1  questions  to  nm'ses  and  pilar- 
is (and  get  responses  within  24 
Next  yeai;  the  hmo  plans  to  test 
to  lab  results  and  pharmaceutical 
online.  Kaiser  isn't  the  only  one 
;■  an  online  pharmacy.  Established 
s  such  as  Merck  Medco  and  start- 
ich  as  PlantRx  also  aim  to  be  the 
top  dragstore  (page  156). 
ile  Kaiser  is  on  the  cutting  edge, 
HMOs  haven't  moved  as  fast,  and 
ent  cybeniauts  ai'e  instead  tiuTiing 
sumer  health  sites.  Topping  the 


THE  HEALTH  NET 

EMPOWER  HEALTH'S  DR.  KOOP 

Launched  in  July  by  former  U.S. 
Surgeon  General  Dr.  C.  Everett 
Koop,  the  site  offers  medical  data, 
chats,  an  onlme  pharmacy,  and 
health-site  reviews,  and  drew 
400,000  visitors  in  September. 

HEALTHFINDER  A  Web  site 
developed  by  the  U.S. 
Health  &  Human  Ser- 
vices Dept.,  it  provides 
basic  definitions  of  con- 
ditions and  links  to  gov- 
ernment consumer 
health  and  human  ser- 
vices data,  agencies,  not- 
for-profit  organizations,  selected 
online  publications,  and  med- 
ical dictionaries. 

BETTERHEALTH  Owned  by 
popular  women's  site 
iVillage.com,  it  offers  lay 
explanations  of  conditions, 
chats  with  physicians,  links  to 
government  and  health  associ- 
ations, and  a  personalized  Web 
page  that  includes  a  risk 
assessment  on  your  health 
issues  and  customized  news. 

WEBMD  Launched  Oct.  5  for 
doctors  seekmg  medical  data, 
insurance  services,  an  answer- 
ing service,  and  Internet  access 
for  $25  to  $175  a  month. 
Transaction  processor  Envoy 
Corp.  will  provide  Internet 
access,  WebMD's  content,  and 
transaction  services  to  50,000 
Aetna  physicians,  while  health 
software  giant  HBO  &  Co.  invested 
$10  million  and  offers  the  service 
to  hospitals. 

list  are  Mayo  Clinic  Health  Oasis,  Bet- 
terHealth,  ran  by  popular  women's  site 
iVillage.com,  and  DrKoop.com,  a  service 
launched  in  July  and  backed  by  fonner 
U.S.  Surgeon  General  Dr  c' Everett 
Koop.  The  latter  boasted  400,000  dif- 
ferent visitors  in  September,  while  yeai- 
old  Betterhealth  drew  650,000  in  Au- 
gust and  Mayo  had  800,000  users  in 
August,  up  from  55,000  at  the  begin- 
ning of  the  year. 

Consumer  sites  are  just  the  tonic  for 
those  seeking  a  wide  an-ay  of  medical 
research  and  news,  as  well  as  links  to 
databases  that  exjjlain  diseases  and  chugs 
in  layinen's  terais.  Moreover,  many  offer 


online  chats  with  physicians  and  nurses, 
personal  medical  pages  with  news  alerts 
and  customized  data,  and  risk-assess- 
ment services  that  rate  a  person's  health 
based  on  lifestyle  and  medical  history — 
with  infonnation  on  how  to  improve  it. 
Sites  also  are  pihng  on  to  the  E -com- 
merce bandwagon,  selling  products  that 
range  from  vitamins  to  health  insui'ance. 
"CYBERQUACKS."  For  all  that,  dispensing 
health  cai'e  on  the  Net  is  not  without  its 
drawbacks.  For  one,  many  Web  suifers 
worry  about  privacy  when  it  comes  to 
coughing  up  personal  medical  data.  But 
the  biggest  obstacle  could  be  the  large 
amount  of  bad  infonnation.  With  an  es- 
timated 15,000  health  sites,  the  amount 
of  data  that  is  just  plain  wi'ong  or  mis- 
leading hints  the  credibility  of  the  Web. 
So  far,  there  have  been  piecemeal 
attempts  to  fix  this,  such  as  the  one 
by  the  nonprofit  Health  on  the  Net 
Foundation  that  certifies  and  monitors 
sites.  On  Oct.  14,  the  Health  &  Human 
Services  Dept.  will  launch  a  site 
(www.scipich.org)  aimed  at  teaching  con- 
sumers how  to  evaluate  sites.  "The  op- 
portunity for  cyberquacks  is  out  there," 
says  Andersen's  Hudak. 

Longer  term,  the  hope  is  the  Web 
will  go  far  beyond  serving  up  medical 
data  and  will  finally  link  together  physi- 
cians, patients,  and  insiu'ers  like  a  mas- 
sive electronic  neivous  system.  The  ben- 
efits ai"e  hard  to  ignore.  About  a  third  of 
the  $1  trillion  spent  on  health  care  in 
the  U.S.  is  wasted  on  unnecessaiy  and 
duphcated  treatments,  estimates  An- 
dersen. But  connecting  the  different  sys- 
tems and  offering  electronic  medical 
records  has  stalled,  in  part,  because  of 
how  fragmented  the  health-care  mar- 
ket is  and  the  hodgepodge  of  computer 
systems  used.  Piivacy  concerns  are  an- 
other hindrance,  since  a  problem  with 
linking  networks  is  ensuring  the  confi- 
dentiality of  infonnation,  such  as  Hiv- 
test  results. 

Headway  is  being  made.  Leading 
makers  of  technology  for  the  health-care 
industiy — such  as  Shared  Medical  Sys- 
tems, HBO  &  Co.,  and  IDX  Systems — are 
creating  Web  versions  of  theu'  products. 
"Our  customers  are  pushing  us  very 
hai'd,"  says  Mai"k  WTieeler,  chief  technical 
architect  at  idx. 

Clearly,  consumers  are  being  heard. 
Startups  already  are  stepping  into  the 
void  left  by  hospitals  and  doctors  who 
shun  the  Web.  Dr.  Koop  and  Seattle- 
based  staitup  Lexant,  for  example,  plan 
to  offer  pei-sonal  health-cai'e  records  that 
let  consumers  fill  in  then*  medical  histo- 
ries and,  when  possible,  hnk  electroni- 
cally with  labs  or  doctors'  offices  to  add 
data  about  recent  tests  or  visits.  Con- 
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sumers  use  a  pei-sonal  identification  num- 
ber or  password  to  visit  the  site. 

Julie  Klapstein  has  already  seen  the 
benefits  of  Lexant's  other  services.  The 
CEO  of  PhyCom  Corp.,  a  health-care 
software  maker  based  in  Kirkland, 
Wash.,  used  Lexant's  DoHealth  service, 
which  provides  news  and  links  to  med- 
ical databases.  This  helped  her  pinpoint 
a  condition  that  could  have  led  to  brittle 


bones.  "It's  consumerism  in  health  care. 
It's  people  taking  charge  of  their  own 
health,"  says  Klapstein. 

In  a  piecemeal  fashion,  the  Net  is 
bringing  health  care  into  the  21st  cen- 
tury. The  adoption  of  Web  technology  is 
expected  to  pick  up  even  more  as  com- 
panies finish  grapphng  with  the  Year 
2000  bug.  "There  is  a  huge  opportunity 
to  give  clients  a  much  higher  level  of 


i 


service,"  says  Eric  Yablonka,  chief 
formation  officer  at  Saint  Raph;. 
Healthcare  System,  a  New  Hav| 
(Conn.)  hospital  that  is  installing  Wj 
software  so  physicians  can  look  up  ;| 
tient  data.  With  more  such  initiativl 
the  prognosis  for  health  on  the  Nl 
could  be  promising. 

By  Heather  Green  in  New  York, 
Linda  Himelstein  in  San  Mateo 


POINT  AND  CLICK  FOR  PROZAC 


M 


Iichael  Bruner  was 
shaken  by  what  he 
learned  in  medical 
school.  Not  only  was  tli( 
state  of  health  care  in 
the  U.  S.  worse  than  he 
had  imagined,  but  he 
also  decided  that  his 
ability  to  do  much  about 
it  as  a  doctor  would  be 
minimal.  So  after  some 
soul-searching  and  two 
years  at  the  University 
of  Pennsylvania  School 
of  Medicine,  Bruner 
changed  course.  His  new 
plan:  to  find  a  way  to 
help  patients  manage 
their  own  well-being. 

Two  years  later, 
Bi-uner,  30,  is  on  the 
cusp  of  doing  just  that.  With  $7  mil- 
hon  from  banks  and  Silicon  Valley 
venture  capitaHsts,  he  is  readying 
the  launch  of  PlanetRx,  an  Internet 
staitup  that  will  throw  open  its  on- 
hne  doors  late  this  fall.  That's  when 
the  15-person  outfit  will  take  on  such 
giants  as  Walgreen  Co.  and  Rite  Aid 
Coip.  by  selling  over-the-counter 
drags,  medical  supplies,  and  prescrip- 
tion drags — the  latter  being  an  $87.8 
billion  market.  "That's  the  sweet  spot 
for  consumers  and  for  oui"  business 
case,"  says  PlanetRx  Chief  Execu- 
tive William  .J.  Razzouk,  a  former  top 
executive  from  Federal  Express 
Corp.  who  joined  the  company  in 
September 

"LOTS  OF  COMPETITION."  PlanetRx's 
ambitions  go  far  beyond  being  just  a 
cyberspace  comer  dragstore.  The 
Oakland  (Calif.)-based  upstart  plans  to 
be  a  one-stop  health  shop,  offering 
everything  from  expert  advice  from 
licensed  phamiacists  to  allowing  users 
to  keep  personal  records  of  then-  pre- 
scriptions on  the  site.  Braner  says 
that  PlanetRx  will  provide  consumers 


ONE-STOP  SHOP:  Razzouk  ( center)  and  PlanetRx  founders 


with  answers  to  medical  questions 
their  doctors  and  phamiacists  don't 
have  time  to  address.  "The  problem 
in  health  care  is  that  patients,  doc- 
tors, and  phamiacists  don't  talk  to 
each  other,"  he  says. 

PlanetRx  isn't  the  only  one  ti-ying 
to  fill  that  void.  A  bevy  of  players  is 
scrambling  to  create  online  ding- 
stores.  From  giants  such  as  Kaiser 
Permanente  to  tiny  startups  such  as 
PlanetRx  and  DragStore.com  Inc., 
the  race  to  become  the  Amazon.com 
of  health  care  is  on.  "I'm  expecting 
lots  of  competition,"  says  Peter  M. 
Neupert,  ceo  of  DragStore.com,  a 
Redmond  (Wash.)-based  fledgling 
that  hopes  to  begin  selling  eveiy- 
thing  from  cotton  balls  to  Claritin 
early  next  year. 

Maybe  that's  why  Neupert,  who 
spent  11  years  at  Microsoft  Corp.,  is 
readying  for  all-out  war.  Soui'ces  fa- 
milial' with  DragStore.com  say  he  has 
snagged  $6  million  fi'om  venture  capi- 
talist Kleiner  Perkins  Caufield  &  By- 
ers,  which  backed  Amazon,  and  has 
kicked  in  .$1  million  of  his  own  mon- 


ey. They  also  say  that 
Neupert  is  close  to  pock- 
eting $10  million  from 
Amazon,  which  could  be  a 
potent  move  if  Drug- 
Store.com  piggybacks  on 
the  online  store's  distribu- 
tion and  marketing  mus- 
cle. Neither  Neupert  nor 
Amazon  would  comment. 

The  startups  vdll  need 
more  than  good  market- 
ing to  counter  the  heavy- '. 
weight  rivals.  In  March,  . 
Merck-Medco  Managed 
Care,  which  handles  pre- 
scriptions for  more  than 
51  million  consumers,  be-  ■ 
gan  allowing  members  to 
order  their  refills  elec- 
tronically.  Walgi-een  start- 
ed letting  its  customers  order  refills  | 
on  the  Web  a  year  ago.  And  Rite 
Aid  not  only  offers  online  refills  but 
also  reminds  customers  electronically; 
when  their  prescriptions  need  refill-  | 
ing.  "The  Internet  is  ideal  for  deliv- 
ering an  online  phamiacy  and  health- 
care service,"  says  Martin  L.  Grass,  - 
CEO  of  Rite  Aid,  which  sells  about 
$500,000  a  month  over  the  Net. 

Yet  for  all  this  enthusiasm,  dis- 
pensing drags  via  the  Web  is  fraught 
with  peril.  Unlike  buying  books,  con- 
sumers may  be  concerned  about  se- 
curity when  it  comes  to  placing  drug 
orders  or  allowing  a  Web  site  to 
keep  their  medical  profiles.  PlanetRx 
thinks  it  has  that  licked  with  a  sys- 
tem that  makes  unauthorized  access 
to  an  individual's  medical  data  virtu- 
ally impossible.  The  company  hopes  i  s 
this — combined  with  access  to  reams 
of  medical  data — will  empower  pa- 
tients. And  make  PlanetRx  a  power- 
house at  the  same  time. 

By  Linda  Himelstein  in  San  Ma- 
teo, Calif.,  with  Heather  Green  in 
New  York 
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ODDLY  ENOUGH,  GETTING  YOUR  SCHEDULE  STRAIGHT 
HELPS  YOU  KEEP  YOUR  PRIORITIES  STRAIGHT 


t  H 


It  fits  in  your  pocket  It's  elegantly  simple  The  Palm  III'"  connected  organizer  keeps 
names,  phone  numbers,  schedules,  memos,  and  e-mail  right  at  your  fingertips  And 
HotSync'  technology  lets  you  exchange  all  that  information  back  and  forth  with  your  PC, 
You  can  even  personalize  your  organizer  with  thousands  of  available  applications.  Wherever 
your  life  takes  you,  your  Palm  III  organizer  can  come  along.  Palm  Computing"  connected 
organizers  start  as  low  as  $299'  To  learn  more  visit  www,palm.com  or  call  1  -800-861  -2529, 


More  connected. 


Information  Technology 


NETWORKING 


WILL  THE  WIRED 
HOME  PUY  IN  PEORIA? 

As  prices  dive,  it's  not  just  tech  geeks  who  are  buying 


v'BOMdS:  The  Giants  MVP  will  have  a  state-of-the-art  system  in  his  new  home 


Barry  Bonds  is  as  serious  abiit 
technology  as  he  is  about  bas- 
ball.  The  thi-ee-time  San  Fran  j- 
co  Giants  MVP  is  building  a  35 
million  home  near  Silicon  Valley  wh  e 
he  plans  to  have  10  personal  comput  e 
that  will  let  him  easily  tap  the  Intei- 
from  every  major  room,  check 
weather,  or  see  who's  at  his  front  ga. 
To  do  this.  Bonds  is  spending  $20,000t. 
a  fancy  wiring  scheme  that  also  t11 
send  data  from  one  PC  to  anotherisr 
spit  out  documents  from  a  printer  n 
the  other  side  of  the  house.  And 
whole  family  will  be  able  to  share  a  1 
Net  link.  "I'm  prewiring  my  house 
the  21st  century,"  Bonds  says. 

Until  recently,  only  tech  afficionais 
like  the  34-year-old  slugger  built  he  t 
networks.  After  buying  geai"  fi'om  3Ci; 
Coi-p.,  NetGeai',  and  other  supphere,  (^ 
hard  geeks  installed  network  cards  n 
PCS,  Strang  wires  through  the  attic»r 
basement,  and  sweated  the  detailsif 
getting  finicky  networking  software 
iim.  Tliere  ai'en't  many  people  willin^t; 
deal  with  those  headaches.  All  told,  c  y 
about  300,000  homes  in  the  U.S.-: 
three  out  of  every  1,000  families— hit- 
networks  today,  according  to  Forref; 
Research  Inc. 

Now,  makers  of  networking  gear  -i 
pushing  to  bring  the  Bonds-style  it- 
works  popular  in  Silicon  Valley  to  IV 1- 
dle  America.  The  key,  they  believe,  ; 
wave  of  new  technologies  that  vrill  ah', 
average  computer  users  to  easily  cv 
nect  theii"  home  PCs  on  the  cheap — wi- 
out  the  hassles  of  manning  new  wi  s 
through  the  walls.  That  could  unleh 
demand:  Some  15  miUion  U.  S.  hor  s 
already  have  more  than  one  PC,  and  ] 
number  is  likely  to  double  in  the  n 
few  years,  largely  because  of  the  ris( « 
sub-$l,000  PCS.  By  2002,  predicts  Jdi 
W.  Todd,  vice-president  of  Wedbijii 
Morgan  Securities  Inc.  in  Los  Angen. 
7  million  households  will  be  networl>'i 
creatijig  a  $4.2  billion  business  for  \w 
networking  gear  and  software. 

But  what  will  motivate  consumerj|.o 
connect  their  home  PCs  and  other  inr-i 
mation  appliances?  Money.  With  a  hoe 
network,  people  with  more  than  oneC 
won't  need  more  than  a  single  prinlv. 
modem,  or  Internet  connection.  Instil 
I'cs  and  other  gizmos  will  connecto 
each  other  over  a  network,  shaiingj- 
ripherals  and  a  single  Net  account,  ijit 
could  save  hundreds  of  dollars  iija 
multi-PC  home.  The  technology  willj* 
especially  compelling  with  the  spe^v 
digital  subscriber  lines  (nsL)  and  cap- 
modem  connections  to  the  Net  now  nf-- 
ing  theii'  way  into  homes.  "Shared  i- 
ternet  access  vdll  be  the  killer 
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Took  Action  lb  fmpiove 
His  Neighborhood 

That's  Why  He's  a  Prudential  Spirit  of  Community  Award  Honoree 


^^I  believe  in  giving  back 
to  my  community. . . 
so  others  can 
experience  a  better  life. 

Jason  Jones 

1998  Prudential  Spirit  of  Community 
Award  Honoree 


Jason  Jones,  14,  of  Columbus,  Georgia,  saw  an  opportunity 
to  improve  his  community — and  he  took  it.  He  started  a 
neighborhood  advisory  committee,  clean-up  campaign  and 
food  drive  that  have  helped  bring  a  renewed  sense  of  pride 
to  his  entire  community  That's  why  he's  a  1998  Prudential 
Spirit  of  Community  Award  honoree. 

The  search  for  1999  candidates  is  now  under 
way.  Prudential  created  the  Spirit  of  Community  Awards  in 
partnership  with  the  National  Association  of  Secondary  School 
Principals  to  honor  young  people  like  Jason  for  outstanding 
community  service.  We're  looking  for  young  people  in  grades  5-12 
who  have  taken  it  upon  themselves  to  help  their  communities. 

Local,  state  and  national  awards.  Applications  will 
be  available  in  September  through  middle  schools,  high  schools. 
Girl  Scout  Councils  and  county  4-H  organizations.  Local  honorees 
are  selected  in  November  and  become  candidates  for  statewide 
honors,  a  $1,000  prize  and  a  trip  to  Washington,  D.C.  In  the  capital, 
ten  national  honorees  will  each  receive  a  $5,000  award,  a  gold 
^    medallion  and  a  crystal  trophy 

Get  involved  today!  If  you  know  any  volunteer-minded 
students,  encourage  them  to  apply  The  application  deadline  is 
October  30,  1998.  For  more  information,  call  the  NASSP  at 
1  -800-253-7746  ext.  324. 


&y  Prudential 


nassp 

National  Association  of 
Secondary  School  Principals 


w 


This  program  is  supported  by  the  American  Association  of  School  Administrators, 
the  Council  of  the  Great  Cit/  Schools,  the  National  Middle  School  Association, 
the  National  School  Boards  Association,  the  National  School  Public  Relations 
Association,  Girl  Scouts  of  the  U.S.A.  and  the  National  4-H  Council.  The  Prudential 
Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102-3777. 
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home  networking,"  says  FoiTester  ana- 
lyst Bruce  Kasrel. 

Companies  are  swarming  to  get  a 
piece  of  the  budding  market.  Over  the 
past  18  months,  venture  capitaHsts  and 
corjjorate  investors  have  dumped  more 
than  $140  milhon  into  a  dozen  startups 
chasing  home  networking.  Industry  gi- 
ants Intel  Corp.  and  Microsoft  Corp.  ai-e 
investing  heavily  in  it,  beheving  it  will 
help  sell  PCS.  At  the  same  time,  tradi- 
tional networking  companies,  such  as 
3Com  and  Bay  Networks,  will  roll  out 
home-networking  products  in  the  fu'st 
half  of  next  yeai".  "This  is  a  big-ticket 
game,"  says  Wedbush  Morgan's  Todd. 

Maybe.  But  will  home  networking 
play  in  Peoria?  Even  though  the  tech- 
nology is  getting  simpler  to  install,  it 
faces  several  challenges.  Perhaps  most 
significant,  many  people  ^^^^^^^ 
don't  see  a  need  for  a 
network  in  their  home. 
Robyn  Roberts  and  her 
husband,  who  together 
run  an  online  investment 
service  fi-om  their  Wood- 
side  (Calif.)  home,  al- 
ready have  network 
wiring  built  into  the 
walls  of  then-  new  house. 
But  they've  decided  not 
to  connect  their  six  PCs 
and  four  printers.  "We 
don't  need  to  be  at- 
tached," says  Roberts. 
"And  it  would  be  a  real 
disaster  for  us  if  the  net- 
work went  down." 
ONLINE  PARTY.  Increas- 
ingly, however,  consum- 
ers are  warming  to  the 
notion  of  a  wired  home. 
Jon  Toolson,  a  retired 
engineer  living  near  San 
Diego,  recently  plunked 
down  .$170  for  a  two-pc  wireless-net- 
working kit  called  Aviator  Wireless  Net- 
work, from  San  Jose  (Calif.)  startup 
WebGear  Inc.  Aviator  plugs  into  PC 
printer  ports  and  broadcasts  data 
around  Toolson's  house  at  1  megabit  per 
second  (Mbps).  That's  only  one-tenth 
the  speed  of  most  wired  office  networks 
but  25  times  faster  than  the  speediest 
modems  on  the  market.  Toolson  uses  it 
to  connect  his  PC  to  his  wife's — allowing 
them  to  share  one  printer.  Best  of  all,  it 
lets  them  both  go  online  simultaneously, 
through  a  single  modem.  "We  used  to 
have  to  take  turns,"  Toolson  says.  "Shar- 
ing the  modem  just  amazes  me." 

There  are  three  ways  to  get  as  con- 
nected as  the  Toolsons.  Companies  such 
as  Tut  Systems  Inc.  and  Epigram  Inc. 
are  devising  methods  for  sending  data 


over  the  telephone  wiring  already  built 
into  every  home.  Intelogis  Inc.  and  In- 
tellon Corp.  aim  to  use  electrical  wiring. 
And  the  largest  gi'oup,  led  by  WebGear 
and  ShareWave  Inc.,  is  trying  to  cut 
the  cord  entirely  with  wireless  radio 
networks.  The  common  goal:  to  create 
networking  schemes  that  cost  $100  or 
less  per  connection  and  are  as  easy  to 
set  up  as  home  stereo  systems.  Says 
Neil  Clemmons,  vice-president  for  con- 
sumer marketing  at  3Com:  "You  have  to 
be  able  to  get  it  installed  and  operating 
within  15  minutes." 

Or  less.  The  approach  of  Intellon  and 
Intelogis  is  as  simple  as  it  gets:  If  their 
technology  is  built  into  PCs,  just  plug- 
ging your  computer  into  a  wall  socket 
would  put  it  on  a  network.  Though  PCs 
won't  ship  with  the  technology  until 


Home-Networking 
Technologies 


TECHNOLOGY 

PLAYERS 

STATUS 

WIRELESS  ^^^^ 

Proxim 

ShareWave 

InTalk 

WebGear 

Diamond 

Multimedia 

Ttlis  used  to  be  the  most  expensive 
choice,  at  $350  or  more  per  PC.  But 
prices  are  falling  to  less  than  $100. 
Speeds  are  1  to  4  Mbps.  May  be  used 
for  video  and  Net  phones,  not  just  PC 
data.  Biggest  advantage:  mobility. 

PHONE  ^2^r~> 
LINE  I^^I^ 

Tut  Systems 
Epigram 

Could  be  the  cheapest-at  well 
below  $100  perPC-if  built  mto 
PCs  and  modems.  Speeds  from 
1  Mbps  to  10  Mbps,  Strong 
momentum,  but  many  rooms  in 
homes  lack  phone  jacks. 

POWER 

LINE  /%f 

P 

Intelogis 
Intellon 

Easiest  technology  to  install,  but 
the  slowest,  at  350  Kbps  to  1  Mbps. 
Price  is  moderate,  at  $125  per  PC, 
but  there  are  security  concerns. 

DATA:  COMPANY  REPORTS,  BUSINESS  WEEK 

next  year,  Lynn  Carter  recently  bought 
a  $250  PassPort  Plug-In  Network  from 
Intelogis  for  his  Utali  home.  In  the  past, 
his  five  kids,  who  have  their  own  PC 
but  no  phone  line  in  their  play  room, 
were  constantly  using  Carter's  modem- 
equipped  PC  to  get  on  the  Net.  Now, 
they  can  surf  the  Web  fi"om  their  own 
machine  using  Carter's  modem — even 
when  he's  doing  other  work  on  his  PC. 
"You  can't  even  express  the  beauty  of 
this  thing,"  Carter  says. 

Almost  as  simple  is  using  home  phone 
wiring  for  a  network.  With  just  one 
wire  from  the  PC  to  a  phone  jack,  cus- 
tomers will  be  able  to  link  to  the  Net 
and  simultaneously  connect  with  other 
PCS  in  their  homes.  The  leader  in  this 
category  is  Tut  Systems  in  Pleasant 
Hill,  Calif.,  which  has  devised  a  way  to 


send  data  at  1  Mbps  through  pi 
wiring.  The  company,  which  lost 
million  on  sales  of  $6.2  million  in  19£ 
backed  by  $39  million  in  capital  i 
venture-capital  firms  and  corporal 
including  Microsoft,  Compaq  Comp 
and  AT&T.  With  products  ft-om  licen 
set  to  hit  the  market  by  Chiistmas, 
expects  to  go  public  soon. 
DIGITAL  MAGIC.  Tut  has  a  rival  har 
its  heels.  Startup  Epigram  in  Su 
vale,  Calif.,  says  it  can  zip  data 
home  phone  wiring  10  times  fast 
the  same  speed  as  office  netwc 
That's  fast  enough  to  move  more 
just  Web  pages:  Epigi'am  aims  t 
usei"s  ship  chgital  voice  and  video  ari 
their  homes,  for  instance,  linking  a 
ital  videodisk  player  in  the  hving  ] 
with  a  TV  in  the  den.  Like  Tut, 
■"■"■"^  gi-am  will  license  its  i 
nology  to  chipmakers 
networking  compani 
though  Epigram's  proc 
won't  be  introduced 
next  year. 

Startup  ShareWave 
the  same  vision  of  n: 
media  networking, 
without  using  wires  a 
The  El  Dorado  Hills  (C 
startup  has  $42.5  milli( 
funding — and  is  the 
ever  to  be  backed  bji 
computer  industry's 
three — Intel,  Microsoft, 
Cisco  Systems.  Shai'e 
wireless  teclinology  v 
small  transmitter's  buil' 
PCS.  When  ShareWa 
censees  ship  product 
eariy  1999,  they'll  be 
to  transmit  data  at  4  I 
over    radio  waves- 
enough  to  carry  compr( 
digital  video.  The  prieir 
n't  set,  but  it's  expected  to  cost 
than  $100  per  PC. 

By  this  time  next  year,  analysti 
home  networking  could  be  built 
most  new  PCs.  But  even  if  it's  virt 
free,  computer  and  networking  co 
nies  will  need  help  getting  people  U 
it.  That's  why  it'll  be  critical  to  wii 
support  of  the  cable  and  phone  co: 
nies  that  offer  high-speed  Net  acc( 
and  could  be  prime  distributors  of  h 
networking  gear.  By  2002,  Forr* 
projects,  nearly  16  million  U.S.  b 
will  be  sei-ved  hy  DSL  and  cable  mo( 
That  could  provide  strong  impetu 
growth.  Still,  networking  makers 
have  to  hope  that  more  than  just 
ball  fans  aspire  to  be  hke  Barry  Bi 
By  Andy  Reinl\ 
in  San  Mateo,  (1 
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vvth  is  faltering.  Will  Canadians  lose  their  social  perks? 


s  a  liigh  school  guidance  counselor, 
Joe  Santalucia  usually  exudes  op- 
timism. Not  these  days.  Locked 
out  of  his  Toronto  school  from 
8  to  Sept.  28  in  a  province-wide 
,e  over  budget  cuts  and  working- 
he  sees  less  security  and  leaner 
looming.  "The  government  is  try- 
balance  the  books,  so  when  we  go 
hospital,  we  have  to  wait  five 
"  says  Santalucia,  42.  "Education 


is  suffering.  We  will  have  to  live  with 
less  and  less." 

Across  Canada,  the  good  life  is  in 
jeopai'dy,  tlu-eatened  by  a  mix  of  gov- 
ernment spending  cuts,  gloomy  econom- 
ic forecasts,  and  the  deepening  global 
crisis.  Signs  of  trouble  abound.  Interest 
rates  are  up  in  an  effort  to  bolster  the 
Canadian  dollai-,  now  scraping  along  at 
historic  lows  against  the  U.  S.  dollar 
(chart,  page  162).  Labor  peace  has  col- 


TORONTO  TEACHER:  Labor  peace  has 
collapsed 

lapsed  amid  strikes  by  teachers,  airline 
pilots,  mill  workers,  and  even  doctors. 
The  jobless  rate,  which  has  been  slowly 
falhng  ft-om  its  1992  peak  of  11%,  is  ex- 
pected to  stall  at  more  than  8%  next 
yeai'.  "The  economy  is  fragile,"  says  Jolm 
Lester,  chief  economist  for  brokers  CIBC 
Wood  Gundy  Inc.  "It  is  on  a  mediocre 
growth  path  and  really  veiy  vulnerable." 

That's  a  shai-p  turnaround  fi'om  just 
over  a  year  ago.  Then,  Canada's  out- 
look was  brighter  than  the  Northern 
Lights  as  it  got  a  big  lift  from  booming 
U.  S.  and  Asian  economies.  With  gi'oss 
domestic  product  barreling  toward  a 
nearly  4%  rise  in  1997,  Canada  set  the 
pace  among  the  Group  of  Seven  indus- 
trial powers.  Today,  it  is  burdened  vdth 
unsolved  problems:  huge  debt,  high  tax- 
es, and  a  costly  government  role.  And 
as  the  Asian  crisis  spotlights  national 
weaknesses,  investore  ai-e  treating  Cana- 
da hke  an  emerging  mai-ket.  Their  wari- 


Economics 


ness  is  reflected  in  risk  premiums  of  49 
to  60  basis  points  that  Canada  is  having 
to  pay  on  its  Ti'easuiy  borrowings  over 
comparable  U.  S.  Ti-easuiy  bills. 

Certainly,  the  Canada  that  emerges  a 
couple  of  years  from  now  will  be 
markedly  different — and  many  Canadi- 
ans won't  like  it.  Already,  stalwaits  such 
as  forest-products  giant  MacMillan 
Bloedel  Ltd.  have  cut  staff  to  contend 
with  low  commodity  prices.  A  slowdown 
could  force  restructuring  on  a  broad 
range  of  manufacturers.  And  govern- 
ment will  have  to  scale  back  even  fur- 
ther. Says  Joshua  Mendelsohn,  chief 
economist  at  Canadian  Imperial  Bank 
of  Commerce:  "The  Canadian  public  will 
have  to  accept  a  somewhat  leaner  sys- 
tem that  doesn't  cater  to  every  whim." 

For  two  generations,  Canadians  have 
been  growing  accustomed  to  a  comfort- 
able welfare  state  with  benefits  from 
fully  paid  health  care  to  heavily  subsi- 
dized education  thi-ough  gi-aduate  school. 
As  I'ecently  as  1991,  government  spend- 
ing accounted  for  more  than  half  of  the 
country's  GDP — but  at  a  high  price. 
Canada  piled  up  a  $.349  billion  net  debt, 
the  industrial  world's  biggest  after  Italy 
as  a  percentage  of  <;dp. 

Recognizing  that  Canada  was  living 
beyond  its  means,  the  Liberal  govern- 
ment reined  in  spending  in  1994  and 
balanced  the  budget  in  the  last  fiscal 
year.  Cuts  in  social  programs  have 
sparked  protests,  ranging  fi"om  teach- 
ers in  Ontario  to  doctors  in  western 
Canada.  Even  though  economists  predict 
a  meager  gdp  gain  of  little  more  than 
2%  next  year,  the  federal  government 
vows  to  hang  tough.  "We  are  not  going 
back  into  deficit,"  vows  Finance  Minister 
Paul  Martin.  "This  country  is  in  the 
black,  and  it  is  going  to  stay  there." 

While  the  government  keeps  the 
brakes  on  spending,  the  Canadian  econ- 
omy is  being  hurt  by  commodity  defla- 
tion as  a  result  of  the  Asia  crisis.  Cana- 
da remains  the  G-7  nation  most 
dependent  on  natural  resources,  from 
nickel  to  tar  sands.  Falling  prices  are 
hammering  the  sector,  which  accounts 
for  10%  of  GDP  and  35%  of  merchan- 
dise exports.  No  wonder  Canada's  stock 
markets  are  making  hard-pressed  U.  S. 
markets  look  like  oases  of  calm.  While 
the  Dow  .Jones  industrial  average  is  off 
l(i.6%  from  its  -July  high,  the  Toronto 
Stock  Exchange's  300-stock  index  is 
down  29..5%'  from  its  April  peak. 

Canadians  recognize  the  risks  of  re- 
lying on  commodities.  "They  are  not  go- 
ing to  provide  us  with  the  standard  of 
living  we  need,"  says  Jock  A.  Fbilayson, 
I  an  economist  at  the  Business  Council 
1  of  British  Columbia.  Indeed,  natural  re- 
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sources'  share  of  exports  is  down  by 
nearly  one-half  from  what  they  claimed 
in  1980.  Still,  continuing  dependence  on 
commodities  keeps  Canada  on  an  eco-' 
nomic  roller  coaster.  Forecasts  of  even 
2%  gi'owth  next  year  could  prove  opti- 
mistic, if  other  economies  tank.  "If  we 
have  more  shocks  to  the  system,  all 
bets  are  off  for  everybody,"  warns 
Thomas  d'Aquino,  ceo  of  the  Business 
Council  on  National  Issues,  a  gi'oup  of 
1.50  top  business  leaders. 

CANADA'S 
PLUNGING  DOLLAR... 
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DATA  CANADIAN  IMPERIAL  BANK  OF  COMMERCE,  BUSINESS  WEEK 

The  sliding  Canadian  dollar  poses  an- 
other worry.  Not  only  is  it  making  im- 
ports more  costly,  but  moves  to  shore  it 
up  have  proved  problematic.  Anxious 
about  the  loonie's  12%'  plunge  in  12 
months,  to  just  over  63(Z  (U.  S.)  in  late 
August,  the  Bank  of  Canada  has  spent 
billions  propping  it  up  and  has  raised  in- 
terest rates  repeatedly.  Its  biggest 
move,  on  Aug.  27,  hiked  the  prime  rate 
a  full  percentage  point,  to  7.5%.,  though 
a  recent  cut  that  mimicked  the  Federal 


Reserve  has  since  pared  the  prime! 
7.25%<.  Still,  steep  boiTowing  costs  n| 
thi-eaten  to  choke  off  gi-owth.  "AnotH 
100  basis  points  could  kick  the  econoJ 
into  recession,"  warns  ciBC  Wood  Gun 
economist  Lester. 

Canada  wasn't  always  so  vulneraq 
The  loonie  fetched  more  than  $1  in  19 
and  was  approaching  paiity  in  1991.  H 
since  then,  while  noncommodity  sectJ 
have  gi'own,  the  shift  toward  high  ti 
hasn't  been  fast  enough.  Despite  sJ 
telecom  powerhouses  as  Northern  TJ 
com  Ltd.  and  Newbridge  Netwoi 
Corp.,  Canada  hasn't  kept  pace  w| 
hot-gi'owth  incubatore  like  Silicon  Vail 
"There  are  50  times  more  technolq 
companies  in  the  States,"  compla 
Newbridge  Networks  Chief  Executi 
Terence  H.  Matthews. 

Canada's  difficulty  in  nurturing  d 
ting-edge  industries  stems  from  pel 
mistakes.  As  politicians  have  crovl 
about  Canada's  more  cai-ing  and  c(l 
passionate  society,  they  have  boosi 
taxes  steeply  to  pay  for  it.  With  ei 
modest  earners  winding  up  near  j 
50%  bracket  in  federal  and  provinj 
taxes,  talent  has  looked  south  for  m 
lucrative  opportunities.  j 
"NANNY  STATE."  But  Canada  has  a  l| 
and  burdensome  legacy  of  Big  Govel 
ment.  Years  of  overspending  since  I 
mid-1970s  piled  up  net  goveimnent  d 
that  now  ecjuals  an  estimated  609a 
GDP,  fai-  above  the  46%  level  in  the  ij 
Even  with  the  Liberal  governmel 
cun'ent  penny-pinching,  public  outlj 
still  account  for  nearly  42%  of  GDpJ 
less  than  -32%  in  the  U.  S.  "We  are  I 
a  nanny  state,  big-time,"  complains  H 
M.  Mihlai",  dii-ector  of  regulatoiy  stui 
at  Vancouvei"'s  Eraser  Institute.  J 

While  the  opposition  Reform  Pa 
and  business  leadere  call  for  lower  tal 
no  Canadian  Ronald  Reagan  has  arl 
with  a  mandate  for  deep  cuts.  Lib! 
Prime  Minister  Jean  Chretien  has  i| 
gested  that  the  next  federal  budget  :| 
pare  taxes,  but  he  is  shunning  raM 
steps  such  as  privatizing  health  carJ 
move  that  would  violate  Canadil 
mildly  socialist  mind-set.  "Those! 
very  enduring  values  that  are  pri 
deeply  embedded  in  the  Canadian  I 
of  thinking,"  says  Ralph  Goodale,  I 
eral  minister  of  natural  resources.  I 

Nevertheless,  such  values  majl 
fast  gi'owing  obsolete  and  unaffordil 
If  hard  times  spread,  the  govemri 
will  be  pressed  to  retrench  or  chai 
Otherv^ise,  its  political  prospects  i 
collide  with  harsh  economic  forces! 
ther  way,  Canada's  caring  and  con4 
sionate  society  faces  sore  testing. 

By  Joseph  Weber  in  Toi 
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CALCULATE  YOUR  RETURN 

-..^htfpr  the 
on  voui  total 
!'  Calculate 

:■-)  on  Business 

"0  data 


DISCUSS 

Evefv  aspect  of  ttie  business 
school  expeneiice.  in  live  WeD 
chats  co-sponsoreO  by 
Business  Week  Onlme  and 


MBA  SEARCH 

Find  the 
right  program 
for  you 


RESEARCH 

Profiles,  stats, 
and  ratings 


APPLY 

f^ick  a  school 
then  apply 
online 


 Ml 


COMING  SOON 


MBA  SEARCH 

Identify  the  best  business 
school  for  YOU  from 
Business  Week's 
comprehensive  data  on 
more  than  200  leading 
business  schools 

RESEARCH 

Our  extensive  B-school 
profiles  provide  vital  info 
on  top  schools,  including 
key  contacts,  curriculum, 
salaries,  most  active 
corporate  recruiters,  and 
assessments  by  recent 
grads.  Plus;  Q&As  with 
admissions  and  placement 
directors,  student  journals, 
and  more 

APPLY 

Use  CollegeEdge  to 
submit  your  application 
online  to  more  than  70% 
of  the  schools  on 
Business  Week's  Top  50 
list.  It's  EASY  AND  FAST, 
and  the  fee  is  modest 


CALCULATE  YOUR  RETURN 

Which  schools  deliver  the  fastest 
payback  on  your  total  MBA  invest- 
ment? Calculate  the  figure  based 
on  Business  Week's  exclusive  data 


DISCUSS 

Every  aspect  of  the  business 
school  experience,  in  live  Web 
chats  co-sponsored  by  Business 
Week  Online  and  CollegeEdge 


Business  Week,  the  most  authoritative  source  of  information 
on  business  schools,  in  partnership  with  CollegeEdge, 
the  leading  provider  of  Web-based  applications  to  business  schools, 
brings  you  the  information  and  tools  you  need 
if  an  MBA  is  in  your  future 


www.busjnessweek.com 


A  special  version  of  Business  Week  Online 


when  searching  for 
global  management  talent, 
it's  a  difference  of  degree... 


The  premier  Master's  Degree: 
e  Master  of  International  Management. 

Thunderbird,  The  American  Graduate  School  of  International  Management, 
is  the  oldest  and  largest  graduate  school  of  its  kind  in  the  world,  providing 
superior  global  leadership. 

Students  become  global  management  leaders  by  earning  one  of  these  degrees: 

•  The  Master  of  International  Management  degree-M.i.M. 

•  The  Executive  Master  of  International  Management  Program-E.M.I.M. 

•  The  Post-M.B.A.  degree 

Graduates  form  an  elite  corps  of  internationalists  with  a  global  business  vision — 

the  best  in  the  business. 

Conlact  Thunderbird  today. 

AACSB  Accredited 


THUNDERBIRD 

The  American  Graduate  School 
OF  International  Management 


Office  of  Admissions  •  15249  North  59th  Avenue  •  Glenclale,  Arizona  85306-6003 
Tel.  U.S.  800-457-6941  •  Fax:  602-439-5432  •  TeL  Int'l:  602-978-7100  •  http://www.t-bird.eciu 
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COLUMBIA 
BUSINESS 
SCHOOL 


The  Columbia  Executive  MBA 

Find  out  how  to  earn  a  Columbia  University  MBA  without 
interrupting  your  career.  Friday  or  Friday  /  Saturday  options  available. 
To  learn  more,  contact  our  office  for  open  house  dates. 


For  more  information  on 
Columbia  Executive  MBA  Program: 

CaU  212-854-2211  ext.  700 

Visit  our  web  site  at:  www.columbia.edu/cu/business/emba 


Graduate  School  of  Business 


In  the  Heart  of  Silicon  Valley 


Powerful 
Ideias, 
Innovative 
Practice 


For  more  information  contact 

Mary  Mayfield 
Office  of  Executive  Education 
Stanford  Graduate  School  of  Business 
Phone:  (650)  723-3341 
Fax;  (650)  723-3950 

E-mail: 

Executive_Education@6SB.Stanford.edu 
Web  Site: 

Www-gsb.stanford.edu/eep 


EXECUTIVE  EDUCATION  PROGRAMS 


General 
Management 

Stanford  Executive  Program 

June  20 -August  3,  1999  ■ 

Executive  Program 
for  Growing  Companies 

February  28 -March  12, 
July  18  -  30,  1999  . 

Stanford-N.U.S. 
Executive  Program 

August  8  -  27,  1999 
(in  Singapore) 


cialized 


I 


tiation  and  Influence  Strategies 

mber  1  -  6, 1998; 
18-23, 

31 -Nov.  5,  1999 

need  Negotiation  Program 

ry.19  -  23,  1999  ■ 

ing  and  Managing  Change 

ary  24  -  February  5, 
20 -July  2, 1999 

aging  Technology  and 
egic  Innovation 

uaryl4-19, 1999 


Market  and  Credit  Risk 
for  Financial  Institutions 

February  21  -  25,  1999  ■, 

Managing  Teams  for  Innovatior 
and  Success 

March  22  -  27,- 1.999  _ 

Strategic  Uses  of  Information 
Technology 

May  2 -  .7,  1999 

Financial  Management  Prograr 

July  4 -16,  1999 

Product  Development  and 
Manufacturing  Strategy 

July  4  -  16, 1999. 

Executive  Program  in  Strategy 
and  Organization 

August  1  - 13,  1999 

Marketing  Management: 
A  Strategic  Perspective 

August  1  - 13,  1999 

Human  Resource 
Executive  Program 

September  12 -17, 1999 

MS  Degree 

Stanford  Sloan  Program 

August  30,  1999  -July  5, 2000' 


1 
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FIVE  WAYS  TO 
PUT  YOUR 
KNOWLEDGE 
TO  WORK 


MBA 

Joint  MBA/Master  of 
Engineering 

Joint  MBA/MO  and 
MBA/PhD 

(with  Baylor  College 
of  Medicine) 

•MBA  for  Executives 


•  Non-Degree 
Executive  Education 


(713)  527-4918 

www.rice.edu/jgs 


Soon,  the  most 

SOPfflSTICATED  USERS 

OF  INFORMATION 
TECHNOLOGY  WON'T 
COME  FROM  SlUCON 

Valley.  They'll 

COME  FROM  BENTLEY 


Introducing  the 
MBA  for  the 
Information  Age. 

Find  out  more  on  the 
web  at  wwwbentley.edu 
or  caU  1/800/442-4723.  ■ 


BENTLEY  COLLEGE 

Graduate  School  of  Business 


Bl  SINhSS  •  PloI'LE  •  TlX  IINOIDI,'! 


'cntley.edu 


YJany  business  schools  are  going  global  these  days, 


Actually 


already 

ther 


We  teach  students  from  more  than  45  countries 

to  understand  the  business  of  the  world. 
?    We  are  SoBa  Miami.  Here,  at  one  of  the 
world's  busiest  commercial  crossroads,  we  turn 
a  curiosity  into  a  curriculum,  a  curriculum  into 
a  career,  and  a  career  into  accomplishment. 
For  more  about  SoBa  Miami,  visit  us  at 
www.soba.miami.edu  or  call 
Dean  Paul  Sugrue  at  1-800-53  1-71  37. 

StBA 

School  Of  BusilH^>^s  Ailininislralion 
I  V  I  \  i:  n  s  I  I  N    <)  I 

MIAMI 


Coral  Gables,  Florida  33  1 24  -652 1 


Auburn    U  n  i  v  e  r  s  i  t  \| 

Exec  M  t     e  M  B  A  | 


•  Ranked  in  the  Top  10% 

of  U.S.  MBA  Programs 

•  Accredited  Distance  IVIBA 

Degree  Program  since  1990, 
with  active  students  in  40  states 

•  International  Programs  in 

Europe  and  Asia 

•  Innovative  Flexible  Format  - 

No  weekend  classes 

•  Accessible  nationwide 


"The  Outreach  Program  was  a  fantastic  way  for  me  to  earn  an  MBA  while  traveling  as 
an  Internal  Auditor  balancing  family  life.  The  professors  were  excellent  and  readily 
available,  and  all  my  courses  were  easily  applicable  to  business  situations" 
Kimberty  L  McGowan-Cowart  -  MBA  '97 
Senior  Auditor  -  DuPont 


Organizations  with  EMBA 

students  include:  ,<caiiMitD) 


BellSouth,  BorgWarner,  Chrysler, 
Delta  Airlines,  Energen,  Englehard, 
GATX,  Norfolk  Southern,  Novartis 
Pharmaceutical,  Pratt  &  Whitney, 
Southern  Company,  Sun  Microsystems, 
3M,  U.S.  Army  &  Air  Force, 
and  many  other 
outstanding  firms. 


334  /  844-4060 

www.emba.business.auburn.edu 
mbainfo@business.auburn.edu 


TISING  SECTION 


The 
type 
of  MB.\ 
Program  you 
choose  should 
provide  small  classes 
with  total  personal 
attention.  Nationally 
recognized, The  Cox 
School  of  Business  in 
Dallas, Texas  provides 
formal  instruction  on 
leadership  skills  and  direct 
connections  to  the  national 
and  international  business 
community.  Read  the  small 
type.  Then  make  your 
best  business  decision. 


Good  Business  People 
Benefit  From  Reading 
DuR  Small  Type. 


D 


800.472. 3622  www.cox.smu.edu 


ith  more  than  60  years  of  experience  in  executive  education,  thel 
University  of  Michigan  Business  School  is  a  proven  leader  in  developingi 
top-achieving  executives.  Surveys  conducted  by  international  business  j 
publications  rank  Michigan  among  the  world's  best  in  executive  education.j 

Today  successful  leadership  demands  innovative  thinking  with  a  global! 
perspective.  Executives  from  all  over  the  world  look  to  our  executivej. 
development  programs  to  acquire  the  concepts  and  high-impact  ideas  the}! 
need  to  excel  in  today's  competitive  environment.  These  are  the  leaders  whoj 
will  take  their  companies  to  the  forefront  of  the  21st  century. 


Join  the  successful  business  leaders  who  have  benefited  from  the  experience, 
associations,  and  expertise  only  available  at  Michigan.  For  more  informatior 
or  a  free  program  catalog  call ,  v.-, . ,  w^.  i  uuu. 


UNIVERSITY    OF    MICHIGAN    BUSINESS  SCHOOL 

EXECUTIVE  EDUCATIONCENTER 

Ann  Arbor,  M148109-1234  USA  •  Phone:  734.763.1000  •  Fax;  734  764,4267 
World  Wide  Web:  hltp://www.bus. umich.edu  •  E-mail:  urn. exec. ed@umich.edu 


THE        GRAZIADIO  SCHOOL 


Rapid  change  is  the  critical  challenge  in  virtually  every 
industry.  To  succeed  in  the  global  marketplace,  managers 
need  dramatically  increased  capabilities. 

Don't  just  respond  to  change . . .  lead  it. 

The  Graziadio  School  of  Business  and  Management  at 
Pepperdine  University  has  been  developing  forward-looking 
leaders  for  more  than  a  quarter  century,  and  its  alumni  net- 
work is  now  23,000  strong.  Today,  more  than  1 ,600  Graziadio 
School  graduates  are  leading  companies  throughout  the  world 
as  presidents,  vice  presidents,  and  CEOs. 


Isn't  it  time  you  prepared  for  the  challenges  of  the 
new  century? 


iristos  M.  Costakos 
3A,  1983 
."sident  and  CEO 
TRADE  Group 

vanted  a  business  school  that  was  entre- 
wurial,  and  1  admired  Pepperdine's  ahih- 
>  teach  executives  to  collahoraie  aivi  nur- 
each  other.  That's  what  leadership  is  all 
ii'-helpmg  others  to  be  more  succeisful." 


David  A.  Mount 
MBA,  1980 
Chairman  and  CEO 
Warner/Elektra/Atlantic  Inc. 

"You  learn  as  much  from  the  interaction  with 
your  classmates  as  you  do  from  the  curricu- 
lum, particularly  when  your  classmates  are 
CEOs  running  successful  companies." 


Dirk  I.  Gates 
MBA,  1990 

Chairman,  President,  and  CEO 
Xircom,  Inc. 

"/  started  the  MBA  program  and  launched 
my  computer  networking  company  simulta- 
neously. Pepperdine  gave  me  the  strategic 
management  skills  to  create  a  dynamic 
organization  structured  for  poivth." 


The  Graziadio  School  offers  programs  designed  for  individuals  at  every  level  of  professional 
development,  from  those  just  beginning  their  careers  to  senior  executives. 

rograms  for  Full-time  Students:  One-year  MBA,  Two-year  MBA,  JD/MBA,  Master  of  International  Business 
Programs  for  Employed  Professionals:  MBA,  Bachelor  of  Science  in  Management 

Programs  for  Executives:  Executive  MBA,  Presidential/Key  Executive  MBA, 
Master  of  Science  in  Organization  Development ,  Master  oj  Science  in  Technology  Management 

PEPPERDINE  UNIVERSITY 


THE  GRAZIAPIO  SCHOOL 

o/ Business  and  Management 


1-800-488-8616,  ext.  100 

Pepperdine  University  Plaza  •  400  Corporate  Pointe  •  Culver  City,  CA  90230 


epperdine  is  accredited  by  the  Accrediting  Commission  for  Senior  Colleges  and  Universities  of  the  Western  Association  of  Schools  and  Colleges 
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The  Mays  MBA  Program 

at  Texas  A&M  University  has  been 

named  a  top  educational 
return  on  investment. 

A  few  reasons  why... 

•  Fully  integrated  curriculum  based 
on  core  competencies  and  teamwork 

•  Exceptional  enrichment  opportunities 

•  Outstanding  facilities  and 
electronic  resources 

•  Flexible  program  of  16  or  21  months 

To  learn  more  about  maximizing  your  ROI,  contact: 
Mays  MBA  Program 
Mays  Graduate  School  of  Business 
Texas  A&M  University 
phone:  409  845  4714 
www:  mba.tamu.edu 
emaih  MaysMBA@tamu.edu 
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Left  to  right:  BiLLY  Lemmons  MBA  '88,  Director, 
Enron  Capita/  &  Trade  Resources;  A\THOS'Y  SemIEN  MBA  '99;  W 
and  A\GELA  Lemmoxs  MBA  '88.  Controller  Prestige  &  Creation  \ 


Penn  State 


Executive 


Programs 


The  Smcal  Ci>lic:;c  ot  liuMiicss  Admini^lralK.n 


Over  40  Years  Of 
Executive  Education 

General  Management  Programs 
Operations/Logistiis/Purchasmg  , 
Human  Resources  Programs 
Marketing  Programs 
Custom  Pro-ams 


TO  RECEIVE  PROGRAM 
INFORMATION,  PLEASE  CALL: 

TolMree  within  U.S.:  (800)  3  n-6364 
Outside  U.S.:  (814)  865-3435 
Fax:  (814)  865-3372 
E-Mail:  psep@psu.edu 
Web  Site:  http://www.smeal.psu.edu/psep 


takec 
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Entrepreneurial 
Leadership  for  Global 
Business  Development 

FISHER  GRADUATE  SCHOOL 
OF  INTERNATIONAL  BUSINESS 

MONTEREY 
INSTITUTE 

D¥  INTERNATIONAL  STUDIES 


MONTEREY  * 


I  Two  year  and  one  year  MBA  programs 

I  Learn  diverse  national  business  practices 

I  Develop  company-sponsored  international 
business  plans 

I  Enhance  language  and  cross-cultural  skills 

I  Experience  personalized  education  and 
applied  research  in  an  international  setting 


"I  ]usl  wanted 
to  let  you  know 
how  thankful 
I  cm  for  The 
Princeton  Review! 
My  score  shot 
up  from  a  600 
to  a  700  as  o 
result  of  your 
i    GMAT  course. 
Ill    I  got  accepted 
into  my  top 
choice  for 
business  school 
couldn't  hove 
.:ine  this 
,  ithout  The 
inceton  Reviewl" 

Mittelman 

The 

Princeton 

RE\aF\\^ 


^  i  run  the  best  executive  education 
jgrams  in  the  world.  But  don't 
it  take  our  word  for  it... 


li 


I         'm\         Graduate  School  of 
J  A  P  D  Fl  ^   Business  Administration 
'       University  of  Virginia 

Executive  Educatton 


.AROUND! 

ck  the  latest  ranking  of  top  business  schools  for  executive 
ration  programs.  Better  yet,  talk  to  our  participants.  Either  way 
will  see  that  when  it  comes  to  executive  education,  Darden 
istently  gets  the  top  grades. 

KE  AN  IMPACT! 
ur  goal  is  to: 

ansform  your  organization  into  a  world-class  leader 
evelop  leadership  capabilities  and  core  competencies 
eate  a  dynamic  business  environment  that  fosters  growth  and 
eativity 

crease  your  competitive  market  advantage 

you'd  like  to  see  measurable  payback  to  your  organization  in: 

ihanced  leadership  effectiveness 

creased  team  productivity  and  performance 

ore  effective  allocation  of  resources 

gher  return  on  your  investment 

'hat  thousands  of  successful  global  companies  have  done — team 
ith  Darden  Executive  Education  and  make  an  impact! 

?n  has  been  consistently  ranked  by  Business  Week  magazine  as  one 
best  executive  education  schools  in  the  world.  Each  year  we  deliver 
'00  open-enrollment  and  custom  executive  education  program 
ngs  to  more  than  4,000  executives  and  practicing  managers  from 
'ganizations  worldwide.  Most  programs  range  from  1  to  2  weeks  in 
on.  , 


3  Open-Enrolment  Programs 
"1  General  Management  Series 
n  Leadership  and  Change  Series 
□  Marketing  and  Sales  Series 
n  Strategy  and  Organizational  Effectiveness  Series 
n  Financial  Excellence  Series 

□  Custom  Programs 
~)  Consortium  Programs 


For  information,  check  appropriate  box(es)  above 
and  Fax  to:  804/982-2833,  or  Phone  804/924-3000. 
Email:  Darden_Exed@Virginia.eclu 
Home  Page:  http://www.darden.virginia.edu/execed/ 

Name  

Title  

Company  

Address  


Phone 
Email 


Fax 


BWIO/98 


Right  now,  in  some  school  districts,  third  graders 
are  learning  how  to  solve  this  equation. 
And  in  some  school  districts,  sixth  graders  are  learning. 
But  there  are  still  some  school  districts 
where  seniors  will  receive  a  diploma, 
without  ever  having  to  face  the  question. 


Insist  on  higher  academic  standards  in  your  school  district. 


M E  R  I  C  A  N 


STAN  FORD 

The  Business 
Investment 
That  Never 
Depreciates 


ponsored  by  the 
tanford  Alumni 
ssociation 

lese  programs  are  open 
ail  qualified  applicants, 
degree  from  Stanford  is 
't  a  prerequisite  for 
rollment. 


PROFESSIONAL  EDUCATION 
EXECUTIVE  PROGRAMS 


Stanford  Professional  Education 
offers  3-6  day  executive  education 
courses  presented  by  internationally 
recognized  faculty,  industry  leaders 
and  visionaries  who  offer  both  busi- 
ness theory  and  practical  strategies 
in  an  atmosphere  infused  with 
Silicon  Valley's  energy  and  Stanford's 
entrepreneurial  spirit. 

■  Stanford  Leadership  Academy 

■  Financial  Seminar  for 
Non-Financial  Managers 

■  Market  Strategy  for  Technology- 
Based  Companies 

■  Strategic  Development  for 
Business  Unit  Teams 

■  Brand  Strategy 

■  Managerial  Excellence 

■  Supply  Chain  Management 

■  Advanced  Management  College 

■  Managing  Innovation 

For  more  information,  contact: 

Nancy  Nichols,  Director 

Phone:(650)725-0691 

Fax:  (650)725-9712 

Email:  pTo_ed@alumni.stanford.org 

Website:  www/. stanfordproed.org 

Fax-on-Demand:  (800)621-3022 


DRUCKER 

WHERE  THE  BRIGHTEST  MINDS 
IN  BUSINESS  GET  BRIGHTER 


As  an  MBA,  EMBA,  or  Ph.D.  student 
at  Drucker.  you  will  be  interacting 
with  the  "best  and  brightest"  from 
among  our  world-renowned  faculty 
and  your  accomplished  classmates 
in  the  classroom.  Designed  especially 
for  dynamic  individuaJs  with  challenging 
careers,  our  programs  will  enable 
you  to  move  beyond  simply  adapting 
to  change  to  actually  creating  change. 
Developed  around  the  vision  of  our 
Professor  Peter  F.  Drucker,  our  world-class 
education  will  prepare  you  for  the  challenges 
of  leadership  in  today's  competitive  global 
marketplace. 

For  more  information  about  the  Drucker 
Advantage,  call  us  toll-free  or  visit  our  website. 

800*944-4312 

Web  www.cgu.edu/drucker 
E-mail;  drucker@cgu.edu 


Peter  F.  Drucker  Graduate  School  of  Management 

1 02  I  North  Dartmouth  Avenue.  Claremont.  CA  9  I  7 1  I  -3933 


Claremont 

GKADUATE  UNIVEKSITY 


"YouVe  smart.  \t>u're  ambitious. 

decided  to  go  for  an  A/iBA. 


So  w^Viy  choose  tHe  Universitx  c>f  ^Njorth  dZarolina  P 


Innovation  -  curriculum,  teamwork,  technology-enhanced  learning, 
custom  education 

Environment  -  collegial  culture,  new  building,  cutting-edge  technology, 
high-tech  business  community 

Intense  experience  -  rigorous  classes,  solid  working  relationships 
with  peers  and  professors 

Alliances  -  with  businesses  around  the  world,  between  students 
and  faculty,  strong  alumni  network 


Faculty  -  unique  commitment  to  students,  superb  teaching, 
connected  to  the  business  world 

Individual  attention  -  small  class  size,  accessible  faculty  and  staff, 
tailored  career  counseling 

Knowledge  -  analytical  skills,  global  perspective,  foundation  of 
earning  for  a  successful  career 


FLAGLER 

U5INES5  SCHOOL 


UNC-CHAPEL  HILL 
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COMPANY      INFORM  AT  ION 

For  more  information  on  the  companies  in  ttiis  directory,  you  can  select  from  the  three  easy  options  listed  below. 
Companies  will  be  found  in  the  OctlAer  19, 1998  issue. 


Telephone  Call  1-800-848-6708  to  get  information  24  hours  a  day.  7  days  a  week 

Internet    You  can  request  information  and/or  link  directly  to  company  websites  through  our 
electronic  reader  service  program ©www.businessweek.com/BizLink 

Mail        Fill  out  the  attached  postage-paid  reader  service  card  and  simply  drop  m  the  mail 


101. 

Auburn  University 

124. 

New  York  University-Stern  School 

146. 

University  of  Chicago  Graduate  School 

102. 

Audrey  Cohen  College 

of  Business 

of  Business 

103. 

Bentley  College-Graduate 

125. 

Northwood  University-DeVos  Graduate 

147. 

University  of  Colorado  at  Boulder 

School  of  Business 

School  of  Management 

148. 

University  of  Connecticut 

104. 

Boston  College 

126. 

Ohio  University  College  of  Business 

149. 

University  of  Florida 

105. 

Bowling  Green  State  University 

127. 

Oklahoma  State  University 

150. 

University  of  Houston-College  of 

106. 

California  State  University,  Hayward 

128. 

Owen  Graduate  School  of  Management 

Business  Administration 

107. 

Ciaremont  Graduate  University-Drucker 

at  Vanderbilt  University 

151. 

University  of  Illinois 

Graduate  School  of  Management 

129. 

Penn  State  University 

152. 

University  of  Iowa-School  of 

108.  Colorado  State  University- 

130. 

Pepperdine  University-George  L.  Graziadio 

Management 

College  of  Business 

School  of  Business  and  Management 

153. 

University  of  Kansas-School  of  Business 

109. 

Colorado  State  University- 

131. 

Purdue  University-Krannert  Graduate 

154. 

University  of  Miami-School  of  Business 

Degree  Programs 

School  of  Management 

Administration 

110. 

Columbia  University 

132. 

Rice  University.  Jones  Graduate  School 

155. 

University  of  Michigan  Business  School 

Ill, 

Cornell  University-Johnson  Graduate 

of  Management 

156. 

University  of  Minnesota-Carlson  School 

School  of  Management 

133. 

Seton  Hall  University 

of  Management 

112. 

Fordham  Graduate  School  of  Business 

134. 

Simmons  Graduate  School  of 

157. 

University  of  Notre  Dame 

113. 

Georgia  State  University 

Management 

158. 

University  of  South  Carolina- 

114. 

George  Washington  University 

135. 

Smith  College 

The  Daria  Moore  School  of  Business 

115. 

Hofstra  University 

136. 

SMU-Cox  School  of  Business 

159. 

University  of  Texas  at  Austin 

115. 

IMD-lnternational  Institute  for 

137. 

Stanford  Alumni  Association 

160. 

University  of  Texas  at  Dallas 

Management  Development 

138. 

Stanford  Graduate  School 

161. 

University  of  Virginia-Darden 

117. 

ISIM  University 

of  Business 

Executive  Education 

118. 

Kenan-Flagler  School  of  Business  at  the 

139. 

Temple  University-The  Fox  School  of 

162. 

University  of  Washington 

University  of  North  Carolina  at  Chapel  Hill 

Business  and  Management 

163. 

Virginia  Commonwealth  University 

119. 

Loyola  Marymount  University 

140. 

Texas  A  &  M  University 

164. 

Wake  Forest  University 

120. 

Loyola  University  Chicago 

141. 

The  Princeton  Review 

165. 

Washington  University-Olin  School 

121. 

Mississippi  State  University 

142. 

Thunderbird-The  American  Graduate 

of  Business 

122. 

Monterey  Institute-Fisher  Graduate 

School  of  International  Management 

156. 

Willamette  University/Atkinson 

School  of  International  Business 

143. 

Tulane  A.B.  Freeman  School  of  Business 

Graduate  School  of  Management 

123. 

New  Jersey  Institute  of  Technology 

144. 

University  of  Alabama 

167. 

Worcester  Polytechnic  Institute 

145. 

University  of  California,  Berkeley-Haas 

School  of  Business 

To  reserve  space  in  the  Spring  1999  directory,  call  1-800-424-3090 
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COLORADO  STATE  UNIVERSITY 


I  Thd  School  Of  Education  offers  an 
!rd)sciplinary  approach  to  human  rssource 
■elopment  (HRD).  Enhance  your  slsills  In 
D  pfocesses,  planning  and  leadership, 
Worce  quality  improvement,  and 
dalized  skills. 

ail  us  at  infocaiearn  colostate  edu  or 
us  at  800-525-4950  for  a  free  Distance 
cation  brochure.  Visit  our  web  site  at 
V/www.colostate.edu/DeptsAJE/ 

Colorado  State  offers: 

•  Technology  based  graduate 
prograrns 

•  convenience  and  flexibility 

•  no  on-campus  residency 

•  grades  recorded  on  C  SU 
transcript 

Master's  degrees  available  jn; 

•  HRD 

•  Computer  Science 

•  M.B A  (AACSB  Accredited) 

•  Engineering 

(Multiple  Specializations) 

•  Statistics 

010 


TEIVS  DEGREE  PROGRAMS 
THE  21ST  CENTURY 


God,  Country,  Notre  Danie  •  MBA  STUDENTS  HAIL 
FROM  mZO\immS»''Toiichd(m>n  Jcsuy'  •  STUDENT- 
TO-FACULTY  RATIO  OF  4:1  •  Lighting  a  candle  at  the 
Grotto  '  DEAN  CAROLYN  WOO-ONE  OF  40  "YOUNG 
LEADERS"  IN  HIGHER  EDUCATION  •  Shake  down  the  thun- 
der fi-om  the  sky  •  SUMMER  INTERNSHIPS  IN  PANAMA, 
JAPAN,  AMSTERDAM  AND  ARGENTINA*  Cheer,  cheer  for 
Old  Notre  Dame  •  FAST-TRACK  ONE-YEAR  MBA  • 
100,000  +  member  worldwide  alumni  network  * 
"BECOMING  IRISH"  TEAM-BUILDING  ORIENTATION 

This  is  Notre  Dame 


TAKE  A  CLOSER  LOOK 


University  o/Notre  Dame  MBA  Program 
T:  800.631.8488  or  219.631.8488 
E-mail:  mba.l@nd.edu 
Web:  www.nd.edu/-mba 


iUFORNIA  STATE  UNIVERSITY, 
HAYWARD 


Master  of  Business  Administration 

-earn  to  compete  in  the  global  market  by 
(dying  with  faculty  with  current  experience 
teaching  executives  around  the  world. 

CSUH-  School  of  Business  and  Economics  offers: 

¥  MBA  evening  program  for  working  adults  at 
Hayward,  California  campus 

►  MBA  at  the  Moscow  campus* 

'  ►  ExMBA  at  the  Vienna,  Austria  campus 

ll  ►  MBA  at  the  Kowloon,  Hong  Kong  campus 


II 


'  more  information  call  (510)  885-2419 

'recently  ranked  as  the  #1  MBA  program  in  Russia 


littp://www.csufiaywarfl.edu 


Don't  Wait  Until  Fall  to  Start 

an  AACSB-Accpedited 
MBA  Program  in  Los  Angeles 

★  Rolling  Admissions  for  January,  May  or 
August. 

★  Evening  classes  for  full  or  part-time 
enrollment. 

★  Prior  course  work  can  reduce  program 
length  to  one  year 

★  Flexible  curriculum  offering  creative 
specialization  opportunities. 

★Certificate  in  International  Business 
featuring  foreign  travel  opportunity. 

We  are  located  just  south  of  Marina  del  Rey.  For  more 
information,  call  us  toll-free  at  1.888.946.5681  or  e-mail 
mbapc@lmumail.lmu.edu 


Loyola  Marymount  University 

MBA  Program 

7900  Loyola  Boulevard 

Los  Angeles,  CA  90045-8387 


Developing 
The 

Leaders  of 
Tomorrow 


The  Attitude  is  Global. 
The  Learning  Curve  is  High. 


Expand  your  business  opportunities  and  options. 
Both  individuals  and  corporations  benefit  from  the 
comprehensive  si^ills  taught  on  the  Tulane  campus 
and  abroad  in  partnership  with  distinguished 

facuhies  and  institutions  from  around  the  globe. 

Programs  start  annually  in 
New  Orleans,  Taipei,  Santiago  and  Guayaquil. 

For  more  information  please  contact: 

The  Stewart  Center  for  Executive  Education 
Tulane  University,  New  Orleans 


FREEMAN 

School  of  Business 


Tulane 


(800) 827-3622 

(304)  865-5481 

Fax  (504)  865-6758 

exec  ed(o) freeman.tulane.edu 


University  of  California 


Berkeley 


MBA 


Haas  School 
OF  Business 

Evening  MBA 
Program 

For  information 
on  Open  Houses: 
(510)  642-0292 
(415)  621-3591 


OWEN  ADVANTAGE 


Owen  Graduate  School  of  Management?- 
at  Vanderbilt  University 


Owen  Graduate^ School  of  Management 
401  21  St  Avenue  South- 

Nashville,  TN  37203  USA 
Email:  admissions@owen.vanderbilt.edu 

http://ml»a. vanderbilt.edu 
eel:  (615)  322  6469  fax:  (61 5)  343-1 1 75 

owen 

ATVANDERBIU- 


cial  Issues! 


COMMENTARY 

By  Keith  H.  Hammonds 


HMOs:  LISTEN  TO  YOUR  PATIENTS-OR  ELSE 


1 1  nd  so  it  has  come  to  pass  that, 
I  once  again,  health-care  reform 
Iperishes.  It  had  no  chance,  really, 
ught  up  in  Monica-rama  and  the 
)spect  of  impeachment  proceed- 
s,  legislators  readily  ditched  their 
nparatively  tame  effort  to  make 
managed-care  industry  play  nice, 
len  Congi'ess  folds  its  tent  on  Oct. 
he  putative  Patient  Bill  of  Rights 
1  quietly  expire. 

rhis  is  a  rare  bit  of  good  news  for 
}s,  currently  suffering  theii*  third 
ual  profit  drought.  The  bill  of 
its,  after  all,  was  hardly  in- 
try-fiiendly.  Various  versions  ' 
lid  have  given  consumers  freer 
1  I  to  sue  theh-  plans  foi'  per- 
i  a]  injury;  required  external  re-  J 
1  V  processes  to  appeal  insui- 
(     coverage   decisions;   and  ( 
{  ranteed  payment  for  emer-  \ 
\  cy  room  treatment.  \ 
;  0  HMOS  dodged  a  bullet.   ( 

Iw.  Now,  if  managed-care  in-   
irs  have  any  instinct  for  self-  " 
;ervation — and  recent  evidence 
:es  that  debatable — they'll  figure 
how  patient  protection  became  a 
ie  celebre  in  the  first  place.  Find 
right  answer,  and  they  have  a 
ice  to  regain  validity  as  a  central 
r  of  the  nation's  health  system, 
tre  the  lessons,  and  they're  dead. 

I SAL  CHOICES.  Lesson  No.  1: 
Ith  care  is  becoming  a  consumer- 
SYi  industry  again.  For  50  years, 
loyers  and  the  government  have 
most  people's  medical  bills,  insu- 
g  patients  from  any  real  decision- 
ing  roles.  Today,  employers  are 
s   ing  to  back  off,  making  workers 
I  more  of  the  tab  but  also  giving 
t   1  more  flexibility  in  health  cover- 
i  Dptions.  Consultants  Booz  Allen  & 
1  ilton  says  as  many  as  60%  of 
V    large  companies  are  mulling  a 
s    to  "defined  contribution"  health 
1:  fits.  Rather  than  guai-anteeing 
c  in  medical  coverage,  these  em- 
F  Ts  offer  a  fixed  sum  toward  in- 
sH  ice,  leaving  employees  to  pay  the 

i'ence. 
consumers  increasingly  are  em- 
red  to  purchase  theii'  own  med- 
are,  with  considerable  financial 
tive  to  seek  value.  Here's  where 
1  No.  2  comes  in:  Consumers  - 


don't  Uke  hmos.  No  matter  that  hmos' 
care  appears  to  be  as  medically  sound 
as  any  other.  Americans  are  far  more 
hkely  to  tmst  their  physician  than 
they  are  the  inswer,  which  is  often 
perceived  as  meddling  needlessly. 

Patient-protection  legislation  would 
have  eased  consumer  angst  by  forcing 
insurers  to  accept  some  measui"e  of 
accountability.  With  hmos'  black  boxes 
pried  open,  patients  at  least  would 
have  enough  information  to  make 


sound  decisions  and  get  a  clear  pic- 
ture of  what  was  and  wasn't  covered. 
"There's  a  need  for  some  gi'ound 
rales ...  to  protect  people  from  anxi- 
ety," says  Robert  Blendon,  a  Hai"vard 
University  professor  of  health  policy. 

Without  Congi'ess'  protection,  con- 
sumers simply  vdll  seek  it  out  in  the 
marketplace.  Already,  patients  have 
forced  insurers  to  broaden  their  net- 
works of  doctors  and  hospitals,  so  that 
most  networks  look  pretty  much  alike, 
or  have  pressed  to  see  doctors  outside 
the  network  altogether.  Good-bye, 
cost  containment. 

Consumers  will  thi-ow  even  m.ore 
weight  around  as  employers  force 
them  to  take  on  a  larger  share  of 
theii"  health  costs.  The  result  vdll  be 
"insurere'  marginalization,"  says  med- 
ical economist  J.  D.  Kleinke,  author  of 


Bleeding  Edge,  a  critique  of  the 
health-care  system.  Consumers  are 
likely  to  choose  dealing  directly  with 
doctore  and  hospitals,  just  as  they  did 
before  hmos  became  the  noi'm. 

Envision  the  ultimate  consumer-dri- 
ven health-cai-e  market — something 
Booz  Allen  partner  Phihp  Lathrop 
calls  "hmos  'R'  Us."  In  this  world, 
consumers  aiTned  with  defined-contri- 
bution  dollars  from  employers  choose 
from  a  multitude  of  physicians  and 


plans  at  an  online  supermarket — much 
as  investors  scout  out  mutual  ftinds. 
The  infonnation  at  theh'  disposal  is 
nearly  limitless;  so  ai'e  their  options. 

Will  they  choose  hmos,  best-knovra 
at  present  for  theh-  bureaucracy  and 
callousness?  The  supemiarket  scenario 
is  at  least  a  decade  off,  but  the  man- 
aged-cai'e  industiy  would  do  well  to 
consider  the  ramifications  right  away. 
Many  industiy  execs  won't  bother. 
Medicine  is  too  complex  for  the  aver- 
age Joe,  they  say,  and  the  data  that 
would  help  people  make  informed  de- 
cisions don't  yet  exist.  That's  trae — 
for  now.  hmos  may  be  sui-prised  at 
what's  possible,  though,  when  unhap- 
py patients  get  handed  the  purse 
strings. 


Hammonds  -writes  on  social  issues. 


As  consumers  pick  up  more  of  the  health  tab, 
they'll  have  more  clout  in  choosing  providers 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


GEHING  THE  MOST 
FOR  YOUR  B-SCHOOL 


MONEY 


mi 
''is 
t  tiler 


The  1990s  are  the  Gold- 
en Age  of  MBAs.  Since 
1990,  average  starting 
salaries  for  graduates  of 
the  top  25  business 
schools  have 
jumped    30%,  to 
about  $77,500,  accord- 
ing    to     data  from 
BUSINESS  week's  stu- 
dent surveys.  Applica- 
tions to  B-school  have 
soared,  and  this  fall 
some  30,000  students  at 
300  accredited  schools 
are  starting  the  two- 
year  program  they 
hope  will  transform 
their  careers  from 
mediocre  to  mete- 
oric— and  make  them 
rich  in  the  bargain. 
There's     just  one 
smudge  on  this  othei 
wise   bright  pictui'e: 
You  could  practically 
start  a  business  on  the 
$75,000  to  $200,000  it  costs 
to   get   through  B-school 
today. 

Tliat  raises  a  question:  Just 
how  good  a  deal  is  an  mba?  Is 
the  return  on  yoiu'  mortgage- 
size  investment  worth  trad- 
ing your  current  profession 
for  two  yeai"s  of  B-school  hell? 
Before  you  say  "Duhl,"  re- 
member two  things:  Demand 
for  MBAS  fluctuates  with  the 
economy  and  stock  market. 
And  the  amount  of  time  it 
takes  to  earn  back  the  cost  of 
a  degi-ee  varies  dramatically, 
depending  on  the  school  you 
attend  and  the  job  you  land. 
\Vhile  you  can't  do  much 
about  the  economy, 
you  might 
want  to  factor 
in  a  school's  retm-n 
on    investment  (ROi) 
when  making  youi'  picks. 

To  help  you  do  that, 
BUSINESS  WEEK  once  again 
as-ked  Jens  Stephan,  academic 
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director  of  MBA  program*®' 
the  University  of  Cincfr 
ati,  to  help  us  figure  P^"^'- 
which  schools  offa 

the  fastest 
slowest  ROI  (tal  i'M'' 
Stephan,  who  hel  tja"-- 
with  BUSINESS  week's  first 
project  in  1996,  this  time  i  iWH; 
the  data  collected  from  6  k  ''I  k 
members  of  the  Class  of  emt'"- 
at  61  B-schools.  po. 

The  winner  for  the  se(  fTsd'tK 
time  in  a  row  was  the  "  tj  a  : 
versify  of  Pittsburgh's  ]  nA'ik 
Graduate  School  of  Busii  Mifffi 
The  one-year  progi'am  iwiii, 
duced  the  best  projected  etc 
turn — a  median  ROI  off 
years.  Close  behind,  wiij 
median  ROI  of  3.8  years,- 
Clai-k  Atlanta  School  of 
ness  Administration,  a 
minority-oriented  two- 
progi'am  based  in  Atlantj 


THE  BEST  B-SCHOOLS 

RETURN  ON  INVESTMENT 


the  pi 
ie  tie.! 

I  stanii 
IB  Ik 

ooi.  In 
'Si  tie 

isar's  51; 
ad  oiker 
*5.  Tla:; 


the  other  end  of  the  spect] 
grads  of  Case  Western 
serve- Weatherhead  Scho- 
Management  are  expeo 
need  7.2  years  to  break 
on  the  cost  of  their  I 
Harvard  Business  Si 
gi-ads  will  need  5.7  yearsjlX'iisrv^ 
WRITING  CHECKS.  On  bal;^j:<ii|)le 
the  news  is  good:  Busifc'.'Sj^j 
school  looks  like  a  better  ||itp>  rfg  |; 
than  it  was  in  1996.  Ste  t  sjgfjj, 
says  it  will  take  four  to  sit  iujvjj, , 
yeai's  for  the  Class  of  19|'i.$5(5^g 
recoup  its  investment — (ijf'ferifp 
from  the  five  to  eight  ifciiagfr^' 
projected  in  1996.  l| 
That's  an  enij^ 

aging  sign,  ;#  PL 
B-school  is! 
biggest  invest" 
most  entering  mba 
dents,  with  an  average  a  i 
26,  will  have  made.  The » 
average  $40,000  for  two  ;* 
of  tuition  (based  on  pii? 


?tOSf 


■s)  plus  $80,000  or 

in  missed  salary 
the  jobs  left  be- 

(Nearly  all  B- 
Is  in  our  survey 
re  work  experi- 

Those  who  like 
ig    checks  can 

for  Harvard  or 
)rd,  the  two  most 

sive  B-schools, 

costs  (including 
)ne  salary)  are 
23  and  $183,846, 
tively. 

calculate  a 

's  ROI,  Stephan 

oks  at  a  student's 

ment — the  two 

jf  tuition  and  the 

jars  of  foregone 

gs  from  the  pi'e- 

job.  Next,  he 

grad's  post-MBA 
to  a  signing 

and  other  corn- 
it  m  (guaranteed 

il  bonus,  reloca- 

'ists,  etc.)  and 

:[s  the  pre-MBA 

He  then  deter- 

1  ijTad's  MBA  pay 
,  ;e,  starting  the 
I  ck  in  Year  One 

-^■hnol.  In  Year 
ises  the  salary 
<\as  half  of  the 
;ir's  signing 
m1  other  com- 
.1.  That's  be- 

L unlikely  stu- 
.  all  take  a  huge 
after  theii"  ftrst- 
'  mus.  From  that 
I  n,  Stephan  as- 
i  1  10%  salai-y  in- 

less  than  a  Wall 
!i  janker  sees,  but 
J  double  the  average 
5  !•  U.  S.  managers, 
i  tops  the  list  because 
program  lasts  only 
r,  halving  the  invest- 
it  f  its  students.  More- 
;  '  Class  of  1998  walked 
J  ith  a  69%  salary  in- 


The  Quickest  Payback . . . 


SCHOOL 

TOTAL 

INVESTMENT* 

AVG.  LOAN 
AT  GRADUATION 

%  SALARY 
INCREASE 

ANNUAL  RETURN 
ON  INVESTMENT" 

MEDIAN  YRS. 
TO  PAYBACK"* 

U.  OF  PITTSBURGH 

$75,800 

$28,000 

69% 

38% 

3.7 

CLARK  ATLANTA 

101,300 

36,000 

100 

43 

3.8 

U.  OF  SOUTH  CAROLINA 

81,500 

35,000 

107 

41 

4.0 

U.  OF  TENNESSEE 

88,000 

18,000 

91 

38 

4.1 

BRIGHAM  YOUNG  U. 

82,900 

20,000 

100 

43 

4.2 

ARIZONA  STATE 

93,900 

19,500 

103 

39 

4.3 

MICHIGAN  STATE 

98,400 

26,000 

110 

38 

4.3 

U.  OF  IOWA 

93,900 

18,500 

100 

38 

4.4 

YALE 

147,200 

40,000 

111 

36 

4.7 

UNC-CHAPEL  HILL 

128,000 

25,500 

78 

38 

4.7 

CARNEGIE  MELLON 

158,800 

40,000 

82 

30 

4.8 

PURDUE 

110,600 

24,000 

91 

36 

4.8 

MICHIGAN 

161,800 

40,000 

77 

32 

4.8 

SUNY.  BUFFALO 

75,900 

14,000 

75 

22 

4.8 

CORNELL 

156,200 

50,000 

79 

35 

4.8 

...And  the  Slowest 

CASE  WESTERN 

128,800 

31,000 

79 

18 

7.2 

BABSON 

146,500 

42,000 

75 

24 

6.7 

UC  DAVIS 

129,150 

19,000 

70 

19 

6.3 

BOSTON  U. 

131,600 

50,000 

88 

19 

6.0 

TULANE 

137,900 

33,500 

97 

27 

6.0 

WISCONSIN 

107,300 

17,000 

95 

29 

5.8 

EMORY 

149,500 

37,000 

75 

21 

5.8 

HARVARD 

196,900 

50,000 

50 

33 

5.7 

WAKE  FOREST 

125,400 

42,500 

82 

24 

5.6 

NOTRE  DAME 

142,700 

30,000 

68 

23 

5.6 

AVERAGE  SCHOOL 

129,200 

36,000 

81 

30 

5.2 

*Two  years  of  lost  earnings  plus  the  pretax  income  needed  to  pay  the  tuition  **Llses  corrpound  formula  based  on: 
Post-MBA  salary  (including  yearly  raises)  minus  pre-MBA  salary/total  investment;  assumes  out-of-state  tuition 
***When  the  paid  gam  as  a  result  of  the  MBA  equals  the  total  investment  in  B-school.  Includes  time  spent  in  school 
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crease  over  its  pre-MBA  in- 
come. For  the  rest,  all  of 
which  require  two  years  of 
study  for  most  of  theii'  stu- 
dents, there  are  essentially 
two  paths  to  the  top  of  the 
ROI  list:  particularly  low  tu- 
ition or  unusually  high  pay 


'  tie  Class  of  '98  will  take  four 
to  seven  years  to  recoup 
its  investment 


gams  over  pre-MBA  incomes 
for  new  gi-ads.  The  fii"st  gi'oup 
is  populated  mainly  by  public 
schools,  such  as  the  Univer- 
sity of  South  Carolina,  Uni- 
versity of  Tennessee  at 
Knoxville,  Aiizona  State, 
Michigan  State,  and  the  Uni- 
versity of  Iowa, 
which  boast  an  aver- 
age payback  period 
of  4.2  years  for  out- 
of-staters.  In-staters 
get  an  even  better 
deal:  3.8  years. 

On  the  salary  side, 
the  leader  is  the  Yale 
Universitv  School  of 


Management.  Even 
though  Yale's  tuition 
was  $23,100  a  year, 
starting  pay  for  its 
class  of  1998  averaged 
$80,000,  an  111%  gain 
over  grads'  pre-MBA 
salaries  and  the  high- 
est percentage  increase 
in  our  universe.  A  rea- 
son for  the  big  gains: 
Yale  attracts  a  large 
group  of  nonprofit  and 
government  workers, 
who  tend  to  be  lower 
paid.  Clark  Atlanta  and 
Brigham  Young  Uni- 
versity's Marriott  B- 
school,  also  private, 
turned  in  high  ROis 
with  a  mix  of  modest 
tuition  and  high  per- 
centage salaiy  gains. 
HEAVY  HITTERS.  Most 
laggai'ds  on  the  ROi  list 
are  private  schools. 
They  tend  to  charge 
the  highest  tuition,  and, 
in  some  cases,  students 
come  fi'om  high-paying 
jobs,  so  their  percent- 
age increases  in  post 
MBA  pay  ai'e  only  aver- 
age. Harvard,  for  ex- 
ample, charges  $25,000 
for  tuition,  while  its 
gi'ads  leave  the  school 
with  only  a  .50%  pay  in- 
crease from  their  pre- 
enrollment  $60,000. 
That  compares  with  an 
81%'  average  salaiy  in- 
crease for  grads  of  the 
top  61  schools. 

For  the  first  time 
this  year,  we  also  cal- 
culated ROI  by  career 
choice — and  found  that 
the  occupations  posting  the 
best  ROI  were  finance,  con- 
sulting, and  marketing  (table, 
page  178).  It's  not  surpris- 
ing, then,  that  63%  of  the 
survey  respondents  chose  fi- 
nance or  consulting  for  a 
post-MBA  job.  Other  tracks 
were  operations,  information 
technology,  entrepreneursliip, 
accounting,  human  resources, 
and  nonprofit,  mbas  who 
went  into  consulting  gained 
an  average  salary  increase 
of  96%,  while  students  who 
chose  to  work  for  not- 
for-profit  ventures,  the  low- 
est paying  job  track,  ended 
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new  job  as  aai  opera- 
tions consultant  at 
Booz  Allen  .S:  Hamil- 
ton pays  in  the  low 

itsgradsenjoveda69%salar\-hike '^f   f?^*ff-  ^'^f 

„    °  .  "  what  lus  old  one  did. 

from  their  pre-MBA  income  the  finance 

track,     Iowa  and 


WIXXIXG  COMBO 

Pitt  topped  the  Ust  again  because 

its  program  lasts  only  a  year,  and 


up  with  only  a  40'~f  raise. 

Oddly  enough,  the  heavi- 
est hitters  in  finance  and 
consulting — University  of 
Cliicago,  University  of  Penn- 
sylvania's Wharton  School, 
Columbia,  Stanford,  and  Hai'- 
vard — don't  stand  out  any 
more  in  the  job-track  com- 
parison than  they  do 
in  the  school-by-school 
compaiison  of  ROI.  In- 
stead, it's  Yale's  gi'ads. 
again,  wlio  ptill  down 
the  highest  increase 
in  stalling  salaiy.  Yale 
placed  39*^^  of  its 
998  grads  into  con- 
sulting positions,  net- 
ting them  a  pay 
increase. 

Bait  Borosk\-,  a  1998 
Yale  gi-ad,  is  a  case  in 
point.  A  product  man- 
ager in  the  high-tech 
industiy,  he  wanted  to 
s\dtch  careers.  "Get- 
ting your  MBA,  you  can 
do  anjthing,"  he  says. 
"But  you  have  to  pay 
for  your  education,  so  I 
was  hoping  to  make 
more  [money]  coming 
out  than  going  in."  His 


Brigham  Yoimg  pro\ide  the 
quickest  rettmi  as  low  ttiition 
and  pay  gains  of  105'7  and 
14S'~c.  respectively,  give  them 
a  payback  period  of  just  3.5 
yeai-s.  In  info  tech.  Aiizona 
State  had  the  fastest  ROi 
time — fom'  yeai's.  tlianks  to 
salai-ies  more  tlian  doubling. 


^^^ule  liie  koi  iuudysis  of- 
fei"s  a  lot,  it  doesn't  take  into 
account  intangibles  such  as 
the  all-impommt  ;ilumni  net- 
work. Says  Stephim:  "It  does 
not  capture  the  long-term 
benefit  of  the  mb.a.  or  tlie  l-ep- 
utation  effect"  of  a  school.  It's 
a  short  -t  o-int  er mediat  e-t  erm 
analysis."  Tliat  point  was  di-a- 
matized  by  a  sm-\-ey  ei'SINESs 
WEEK  did"  in  1992  of  alumni 
wlio  had  gi'aduated  fixim  one 
of  the  top  25  MBA  progi-ams 
five  yeai's  eai'Uer.  ^^^lile  the 
difference  in  avei-age  starting 
salai'\-  for  Stanfoi-d  and  Indi- 


Returns  on  Careers 


JOB 

CATEGORY 

TOTAL 

INVESTMENT* 

SALARY 

INCREASE. 

POST-MBA 

YEARS  TO 
PAY  BACK 

G 

FASTEST  Pittsburgh 

$78,300 

64% 

3.3 

SLOWEST  Rochester 

152,200 

85 

6.5 

AVERAGE 

128,800 

96 

4.6 

nNANCE 

FASTEST  B\U=^ 

72,900 

148 

3.5 

SLOWEST  Babson 

144,600 

67 

8.1 

AVERAGE 

130,600 

71 

5.1 

FASTEST  Pittsburgh 

75,300 

80 

3.3 

SLOWEST  Columbia 

177,400 

40 

7.8 

AVERAGE 

127,600 

84 

5.5 

JOB 

CATEGORY 


ana  gi-ads  coming  oui 
school  in  19SS  had  bi 
S;^0,LXX),  five  yem-s  lai 
tlie  g-ap  liad  moiv 
tripled. 

Still,  investil 
$180,000  in  a  dej 
fivm  a  top-tier  B-scHU 
\"s.  lialf  that  amouw 
a  school  that  isn't  q  [fe-jf 
as  pi-omineni  is  a  to  tf  ' 
decision.  Take  Nat  piu*' 
Manwiu-ing.  a  2S-y  \sm 

old  accounts  mana  .  

at  Pivcter  .ii:  Gambl 
Salt  Lake  City  an 
"98  grad  of  the  Uni  > , 
sity  of  Tennes 
Knoxville's  B-scho 
Xo.4  on  the  ROI  ro! 
He  worked  for  w 
Chinese  transports  I 

eompiuiy  before  ret   

ing  to  school.  He  fr^^y  y 
eluded  it  was  cheaper  t(  ^ 
tend  UT  as  an  out-of-s  WW 
resident  tlian  to  apply  at  ^fpfp », 
University  of  \'irginia's 
den  School  as  an  in-si 
In  his  new  PiC.  job,  b 
tripled  his  earnings,  no'i 
eluding  liis  signing  bom 
has  no  loans,  and.  liki 
typical  VT  grad,  will 
back  his  entire  mba  ini 
ment  in  rouglily  four  yj 
including  tlie  two  he 
in  school.  Tliat's  not 
deal — one  among  many 
merit  a  close  look  at 
school's  ROI.  Nadav 


TOTAL 

INVESTMENT' 


SALARY 
INCREASE, 


POST-MBA 

■■■■■■  '"I     1  '1 1' 

FASTEST  Enioiy  S109.500 

250% 

1 

I 

SLOWEST  Staitford  211,800 

AVERAGE  139,900 

54 

INFO  TECH 

FASTEST  Mzona  State  89,877 

120 

4. 

SLOWEST  Harvard  206,900 

35 

AVERAGE  129,800 

67 

J 

S 

FASTEST  Pittsburgh  68,300 

125 

2. 

SLOWEST  ^^le  135,200 

128 

8> 

AVERAGE  133,200 

76 

5. 

'Two  years  of  lost  earnings  plus  pretax  income  needed  for  tuition.  Calculated  from  student  survey  respondents  within  each  job  track. 
Averages  are  from  BW  student  surveys  of  61  schools.  **  Same  payback  time  as  Iowa,  but  higher  salary  increase. 
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iTTING  A  LEG  UP 

im  PAYING  THE  PRICE 

'  business  school  applicants  are  looking  for  a  boost,  they  sometimes  tiim  to  two  sources 
K  test  preparation  cmcrses  and  admissions  consultants.  Many  students  think  tfiey're  use- 
ough  to  be  worth  the  hundreds,  even  thousands  of  dollars  they  cost.  But  evidence  is 
on  whether  tliey  can  assure  you  a  higgler  gmat  score  or  a  favorable  reception  at  the  ad- 
ns  office,  business  week  evaluated  both  methods,  and  here  's  what  we  found: 


•E  GMATs: 
PREP  OR 
r  TO  PREP 

grew  up  in  the 
when  Guess? 
were  "rad,"  Fer- 
Jueller  was  a 

ro,  and  standardized 
il|  neant  whipping  out 
encils.  Now,  you're  a 
ii's  into  your  career, 
thinking  about  busi- 
Kiol,  and  you're  fret- 
.er  the  GMAT,  the 
>l  admissions  test 
xlv  now  takes  on  a 


ii  aduate  Management 
111  Test  is  likely  to  be 
time  many  Genera- 
's (and  late-blooming 
umers,  for  that  mat- 
'  taken  an  exam  on  a 
"(1,  that's  the  only 
ran  take  it.  This  is 
t)llment  in  Princeton 
;  and  Kaplan  Educa- 
( "enters'  test-prep 
has  boomed  in  the 
■  the  GMAT  went  dig- 
why,  if  you're  head- 
-^ehool,  you  may  be 
ihout  plunking  down 

000  for  a  course. 

-L  GAME.  The  new 
imilar  in  content  to 
lie,  with  verbal  and 
ions  and  two  essays. 
iHgital  test  has  dif- 
round  rules.  For 
questions  must  be 

1  in  order.  That 
u  can't  jump  to  the 

I  fs  and  save  the  puz- 


zlei's  for  later.  You're  also  pe- 
nalized for  not  finishing  all 
the  sections.  So  guessing — 
and  knowing  how  to  eliminate 
incorrect  answers — is  more 
important  than  ever.  Perliaj^s 
the  biggest 
change,  how- 
ever, is  that 
the  test  is  adaptive.  How 
well  you  do  on  early  ques- 
tions determines  how  hard 
the  questions  will  be  later. 
And  the  difficulty  of  the 
questions,  not  just  the  num- 
ber you  get  right,  affects 
your  final  score. 

Adding  to  the 
pressure,  you  now 
must  decide  before 
you  leave  the  room 
whether  you  want  to 
cancel  your  score  so 
it  doesn't  count.  Oth- 
erwise, you  get  the 
multiple-choice  re- 
sults immediately. 
On  the  old  paper 
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TESTING  I 


test,  a  test  taker  had  one 
week  to  cancel  and  didn't  find 
out  the  gi'ade  for  more  than 
a  month.  Even  now,  you  still 
have  to  wait  for  your  essay 
grades,  but  they  don't  con- 
tribute to  the 
main  score, 
anyway. 
As  a  result  of  the  changes, 
more  students  are  clamoring 
for  test  review,  and  Kaplan 
saw  profits  of  its  gmat  divi- 
sion climb  35%  last  yeai;  com- 
pared with  a  15%  increase 
for  its  overall  test  prep  divi- 
sion. Meanwhile,  Princeton 


What  to  Expect  from 
A  GMAT  Cram  Course 


COMPANY 

KAPLAN 

PRINCETON  REVIEW 

MAX.  COST 

$1,000 

$1,000 

MIN.  CLASS  TIME 

27  hours 

30  hours 

NO.  OF  COMPUTER 

10  at  Kaplan 

5  over  the  Internet 

PRACTICE  TESTS 

computer  centers 

Review's  gmat  eni-oUment  in- 
creased 20%.  "People  want  to 
prepai'e  more  for  a  test  that's 
in  a  foiTTiat  they  are  not  used 
to,"  says  Cathi-yn  Still,  man- 
aging director  of  (;mat  pro- 
grams for  Princeton  Review. 

But  you  may  want  to  tliink 
twice  before  signing  up  for 
such  a  class.  Many  mbas  say 
that  in  retrospect,  they  could 
have  prepared  just  as  well  on 
their  ovm.  In  fact,  in  business 
week's  sui-vey  of  6,020  recent 
B-school  graduates 
at  61  top  progi'ams, 
no  area  of  educa- 
tion received  lower 
marks  on  average 
than  GMAT  test  prep 
courses.  On  a  scale 
of  1  to  10,  students 
who  took  such  class- 
es gave  them  a  6.1. 
"When  you  pay 
.$800  foi'  a  prepara- 
tion course,"  says 
Michael  Strohl,  a  '98 
MHA  from  the  Uni- 
versity of  Washing- 
ton, you  expect  "the 
instructor  to  pro- 
\'ide  more  than  com- 
monsense  exam-tak- 
ing tips." 

A  Kaplan  or 
Princeton  coimse  still 
may  be  right  for 
some  applicants.  For  exam- 
ple, if  you  want  to  review 
specific  subject  matter  or  dis- 
cuss test-taking  strategy,  the 
classes  can  be  valuable.  If 
nothing  else,  paying  the  steep 
fee  inspires  applicants  to  pre- 
pare moi'e  rigoi'ously. 
EXTRA  TUTORING.  So  which 
course  should  you  take? 
Compare  both  to  see  which 
cumculum  better  meets  yoiu- 
needs.  Princeton,  for  exam- 
ple, caps  its  classes  at  15 
students,  compared  with  25 
at  Kaplan.  Princeton  also 
wins  kudos  for  requiring  the 
teacher  to  schedule 
one-on-one  sessions 
as  often  as  stu- 
dents request.  "For 
a  fixed  price,  you 
get  the  structured 
course  as  well  as 
all  the  extra  tu- 
toring you  need," 
says  Jennifer  Mey- 
er, a  r-ecent  Kellogg 
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MBA.  Kaplan  offers  extra- 
help  sessions  but  not  always 
with  the  same  person. 

Before  the  (;m.\t  was  com- 
puterized, applicants  showed 
a  preference  for  Princeton 
Review.  This  year's  gi-ads  of 

BUSINESS  week's  top  25  B- 

schools  gave  it  an  average 
score  of  6.5,  compai'ed  with 
5.8  for  Kaplan. 

Kaplan  says  the  compaii- 
son  is  unfaii".  Picking  Prince- 
ton because  of  the  business 
WEEK  survey  results,  says 


Kaplan  Vice-President  Melis- 
sa Mack,  "is  like  shopping  for 
a  car  that's  undergone  new 
model  relaunches,  using  a 
1993  edition  of  Co)isioner  Re- 
ports." In  fact,  both  compa- 
nies have  made  major 
changes  to  theii'  coui-ses  since 
the  GMAT  went  high  tech,  and 
Mack  says  Kaplan  has  one 
clear  advantage:  It  has  its 
own  computer  labs  and  offers 
students  more  chances  to 
take  sample  computerized 
tests  (table,  page  179). 


Of  coui'se,  you  don't  need 
to  drop  a  grand  to  take  a 
sample  gmat.  You  can  still 
buy  a  host  of  review  books 
for  about  $20  each.  Or  you 
can  use  practice  software. 
The  Graduate  Management 
Admission  Council,  which  ad- 
ministers the  GMAT,  offers  a 
review  guide  and  powerprep 
softw'are  (S70  for  both),  in- 
cluding two  complete  tests. 
You  can  order  the  package 
from  www.gmat.org,  where 
vou  can  also  download  a  list 


of  essay  topics  for  fi 
The  Princeton  Review 
(www.review.com)  offei 
book    and    cd-rom  1 
four  practice  tests  for 
And  Kaplan  sells  soft'vj 
review  packages  for 
(www'.kaplan.com). 

So  if  you've  got  the  J 
pline,  you  may  be  abl{ 
save  hundreds  of  dolla 
without  costing  yourself] 
GM.\T  points. 

Sara  Leitch  and  E\ 
Leonhardt 


IS  A  HELPING 
HA\D  REALLY 
HELPFIL? 

Daniel  Gomes  thought 
he  had  a  good  shot  at 
getting  into  a  top  B- 
school.  A  Brazilian 

with  more  than  four  years 
work  experience  in  Sao 
Paulo  at  Quaker  Oats  and 
Banco  Safra,  Gomes  decided 
to  go  for  an  American  mba 
in  October.  1995.  But  "Eng- 
lish is  not  my  fii-st  language." 
he  says.  Plus, 
"I  had  only 
tw'o  months 
to  study  for  the  g.m.JiT,  and  I 
wasn't  familiar  with  the  ap- 
plication process  in  the  U.  S." 

So  Gomes  tried  to  give 
himself  an  edge.  He  spent 
about  S-S,000  for  80  hours 
with  Patricia  Montero.  a  Sao 
Paulo  admissions  consultant 
who  helped  improve  his  Eng- 
lish and  organize  applications 
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CONSULTING  1 


to  Wliarton  Scl.'",  liusi- 
ness  and  the  University  of 
Michigan.  WTiaiton  rejected 
him.  but  he  got  into  Michi- 
gan, gi-aduat- 
ed  last  spiing, 
and  took  an 
S85,000-a-year  job  as  an  as- 
sociate consultant  at  McKin- 
sey  in  Sao  Paulo. 

With  selectivity  at  an  all- 
time  liigh  at  the  best  schools, 
should  you  seek  out  an  ad- 
missions consultant?  "I  prob- 
ably could  have  gotten  the 
same  help  from  the  admis- 
sions people" — for  fi-ee,  says 


What  Admissions  Consultants  Offer 


COMPAMY/PHONEWB  SrE 

COST 

COMMENTS 

ACCEPTED.COM 

310  392-1734/www.accepted.com 

$325  for  consulting, 
help  with  first  essay 

:  Phone  consulting,  online  essay 
:  editing 

IVYESSAYS 

888  IVYESSAYS/www.ivyessays.com 

$15.  1  essay  set 
$50.  5  sets 

;  Sells  previously  accepted  essays 
\  for  use  as  examples 

KAPLAN 

800  KAPTEST 

wwvv.kaplan.com/consulting/ 

$899  for  Kaplan 
students.  $1,199 
for  others 

:  Matches  you  with  former 
\  admissions  committee  member 
:  from  your  school  of  choice 

MBA  STRATEGIES 

612  922-5991/www.mbastrategies.com 

$150  per  hour 

;  Ex-placement  officer  and  staff  do 
:  phone  evaluations  and  edit  essays 

Grace  Cragin,  a  recent  \Maai"- 
ton  grad  who  used  mb.a 
Strategies.  Nonetheless,  of 
the  6,020  students  in  the  top 
61  progi'ams  responding  to 
BUSIXESS  week's  B-school  SU1-- 
vey,  2.7<7f,  or  163,  said  they 
used  a  consultant.  For  a  few- 
hundred  to  several  thousand 
doUiu's.  consultants  offer  you 
inside  connections  fi-om  theu" 
previous  jobs  at  B-schools, 
tips  on  interviewing,  and  es- 
say criticjues. 

MBA  Strategies,  one  of  the 
largest  domestic  consulting 
fiiTns,  with  200  clients,  usually 
starts  with  a 
phone  inteniew  to 
evaluate  the  appli- 
cant. President 
Sally  Lannin,  a  for- 
mer placement  of- 
ficer at  Stanford 
University,  says 
she  and  her  staff 
help  students  nai- 
row  their  choices 
by  identifying 
schools  in  their 
league.  She  also 
reriews  application 


LANNIN:  Matching  stude^ 
with  schools  in  their  lei 

di'afts  and  help  clients 
storm  on  essay  topics.  At  I 
an  horn*,  a  complete  evj 
tion  by  mba  Strategies  [ 
§450  to  .3750.  The  chill  isj 
ilar  at  Kaplan  EducatI 
Centei"s,  wiiich  opened  ai 
missions  consulting  ari 
1996.  Ti"ent  Anderson,! 
heads  the  progi'am,  sajf 
tries  to  match  apphcantsl 
consultants  who  once  w([ 
at  their  chosen  schoolsj 
$50,  an  online  sei 
I\->'Essays.  sells  a  packa 
about  40  essays  by  applij 
who  have  been  accepte 
youi'  prefeired  school.  TH 
says  ai'e  supposed  to  be| 
as  examples  only. 

Such  senices,  which : 
seem  to  encourage  che^ 
could  backfire.  "If  the 
feels  any  part  of  the  ap| 
tion  is  not  the  student's 
work,  they  ai"e  immedi 
disqualified,"  says  Rl 
Alig,  Wharton's  direct! 
admissions  and  financii 

Despite  the  shortco| 
of  consultants,  many  st 
who  used  them  say 
really  wanted  was  some 
hold  their  hand  throul 
the  process.  Tkke  Lorin  1 
er.  a  1998  gi-aduate  ofj 
vard  B-school.  Decker  ' 
about  S300  for  tips  fror|-  - 
Baron,  a  foiTner  memlflt 
the  Hai'vai'd  admissioiul 
mittee  who  now  worll  -^Tiii:; 
Kaplan.  "It  was  morfi 
confidence    booster,"  *  .  7 
Decker.  That  might  cot'j  "  '"'^^i 
something  when  you're  ft  '^nWdi 
the  tortuous  process  of  P  i  .^,, 
ing  for  an  mba.    Hala  ^  " 
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V'hen  you're  buying  insurance,  nothing  is  more  Our  highly  skilled  analysts  rate  the  financial  health  of 

nportant  than  choosing  a  secure  insurer.  Why?  Because  thousands  of  insurers  throughout  the  year.  For  an  insurer, 
isurance  is  never  a  good  buy  if  the  insurer  can't  pay  displaying  the  Standard  &  Poor's  Security  Circle  Icon 

our  claim  or  meet  its  financial  obligations  to       STANDARD      "'"-''^ris  it  voluntarily  underwent  our  toughest 
ou.  How  can  you  make  a  well-informed  &POOR  S  review  and  achieved  one  of  Standard  &C  Poor's 

tioice?  Check  to  see  if  your  insurer  displays    top  four  ratings  for  financial  security.  For  you, 

le  Standard  &  Poor's  Security  Circle  Icon*.  Standard  it's  simply  the  best  way  to  make  a  well-informed  choice. 

:  Poor's,  the  world's  leading  financial  rating  service.  For  up-to-date  ratings,  call  212-208-1527  or  visit 

I  >  committed  to  excellence,  integrity  and  objectivity.  our  website  anytime.       A  Division  of  The  McGrawHiUOmpames 


The  fastest  way  to  get  free  information  from  advertisers  in  Business  Week 


Your  one-did 


option  to  connect  with 
our  advertisers. 


www.businessweek.com/BizLink 


This  online  reader  service  system  allows  you  to  quickly  and  easily 
request  free  information  from  our  advertisers.  You  can  select  how  the 
information  will  be  provided...  whether  by  phone,  fax,  mail  or  e-mail. 
Or  use  the  "Hot  Link"  to  connect  directly  to  an  advertiser's  web  site. 
BizLink  is  the  simplest,  quickest  way  to  connect  with  our  advertisers. 
If  you  don't  have  an  Internet  connection,  just  call  1-800-848-6708. 


BizLmk 
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Most  Read,  Best  Read.  Worldwide. 


usiness  Week  Index 


DUCTION  INDEX 


lange  from  last  wteek.  0,1 ''o 
lange  from  last  year:  5.5% 


PRODUCTION  INDEX 

Sept,  26=136,7 
1992=100 


3t,  Jan, 
97  1998 
index  IS  a  4-week  moving  average 


May 
1998 


Sept, 
1998 


oductlon  index  slipped  m  the  week  ended  Sept,  26,  Ttie  unaveraged 
was  also  doviin,  by  0,4%.  to  135,5  from  135,1  a  week  ago.  After 
al  adjustment,  auto  and  truck  production  dipped.  General  Motors 
iced  plans  to  sctiedule  tieavy  overtime  througti  ttie  fall  to  try  to 
jre  some  of  the  500,000  vehicles,  and  $2-billion.  lost  during  the 
strike  Output  of  crude  oil  and  lumber  were  also  down.  Steel, 
;ity,  coal,  and  rail-freight  traffic  posted  small  increases. 

iction  index  copyright  1998  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

;  PRICES  (10/2)  S&P  500 

1002.60 

1044.75 

3.9 

IRATE  BOND  YIELD,  Aaa  (10/2) 

6.12% 

6.35% 

-12.1 

'SUPPLY,  M2  (9/21)  billions 

$4,308.4  $4, 289. Or 

8.5 

L  CLAIMS.  UNEMPLOYMENT  (9/25)  thous 

289 

294r 

-7.1 

iAGE  APPLICATIONS.  PURCHASE  (10/2) 

304.0 

283.6 

38.2 

MAGE  APPLICATIONS.  REFINANCE  (10/2) 

3,253.1 

2,682.7 

346.7 

S:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgage 
Assn.  (Index;  March  16,  1990=100) 


REST  RATES 


El  (L  FUNDS  (10/6) 

LATEST 
WEEK 

4.65% 

WEEK 
AGO 

5-44% 

YEAR 
AGO 

5,42% 

Olj  iRCIAL  PAPER  (10/6)  3-month 

5.10 

5-08 

5,50 

E*  ICATES  OF  DEPOSIT  (10/7)  3  month 

5.31 

5.25 

5,61 

in  MORTGAGE  (10/2)  30-year 

6.68 

6.81 

7.45 

■M  TABLE  MORTGAGE  (10/2)  one  year 

5-60 

5,65 

5,65 

Rl  10/2) 

8-25 

8,50 

8,50 

•ederal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (10/3)  thous,  of  net  tons 

1,969 

1,929# 

-9.2 

AUTOS  (10/3)  units 

127,738 

135,806r# 

2.8 

TRUCKS  (10/3)  units 

130,515 

138.411r# 

-7.3 

ELECTRIC  POWER  (10/3)  millions  of  kilowatt-hrs 

67,849 

58,881# 

6.8 

CRUDE-OIL  REFINING  (10/3)  thous.  of  bbl./day 

13,653 

14,815# 

-9.5 

COAL  (9/26)  thous.  of  net  tons 

22,628# 

22,087 

5,5 

LUMBER  (9/26)  millions  of  ft. 

488.9# 

490.4 

1,9 

RAIL  FREIGHT  (9/26)  bilhons  of  ton-miles 

27. 6# 

27  4 

3,8 

Sources:  American  Iron  &  Steel  Institute,   Watd's  Automotive  Reports.  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept.,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (10/7)  $/troy  oz. 

298.000 

293.850 

-10,4 

STEEL  SCRAP  (10/6)  #1  heavy,  $/ton 

85.50 

85.50 

-37.8 

COPPER  (10/2)  e/ib. 

78.7 

78.7 

-19.9 

ALUMINUM  (10/2)  ;/lb. 

63.5 

63.5 

-19.6 

COTTON  (10/2)  strict  low  middling  1-1/15  in.,  e/lb.  69.95 

70.90 

0.5 

OIL  (10/6)  $/bbl. 

15.30 

15.81 

-30.2 

ORB  FOODSTUFFS  (10/6)  1967=100 

222.04 

225.10 

-9.2 

ORB  RAW  INDUSTRIALS  (10/6)  1967=100 

276.06 

281.79 

-17.4 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 

-^ijr'-ef,   NYMFX    Cu'-''i:'^odity  Research  Bureau 

Week,  fvlemphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (10/7) 

LATEST 
WEEK 

122.85 

WEEK  YEAR 
AGO  AGO 

136.43  121.59 

GERMAN  MARK  (10/7) 

1,61 

1.67 

1.75 

BRITISH  POUND  (10/7) 

1,70 

1.70 

1.62 

FRENCH  FRANC  (10/7) 

5,40 

5.50 

5.89 

ITALIAN  LIRA  (10/7) 

1593,0 

1551.0  1721.5 

CANADIAN  DOLLAR  (10/7) 

1,52 

1.53 

1.37 

MEXICAN  PESO  (10/7) 

10,180 

10.190 

7,754 

TRADE-WEIGHTED  DOLLAR  INDEX  (10/7) 

106,5 

110.9 

105.4 

Sources:  Major  New  York  banks  Currencies  expressed  m  units  per  U  S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J  P  fvlorgan 


n  the  production  indicators  are  seasonally  adjusted  in  computing  the 
l=Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn 


BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r=revised       Niyi=Not  meaningful 


E  WEEK  AHEAD 


Tf  SALES 

J  lay,  Oct.  14,  8:30  a.m. edt>-  Retail 
kely  increased  by  0.4%  in  Septem- 
rding  to  the  median  forecast  of 
its  surveyed  by  Standard  &  Poor's 
ivision  of  The  McGraw-Hill  Compa- 
-luding  purchases  of  motor  vehi- 
sales  probably  increased  by 
August,  overall  store  receipts  rose 
-',2%,  and  nonauto  sales  increased 

JE  ER  PRICE  INDEX 

'i  ',  Oct.  15,  8:30  a.m. EOT  >  Produc- 
of  finished  goods  were  probably 
;d  in  September,  after  falling 
;  August,  says  the  s&p  iviivis  forecast. 


Excluding  food  and  energy,  core  prices  were 
probably  down  0.1%  last  month,  following  a 
0.1%  dip  in  August. 

BUSINESS  INVENTORIES 

Tttursday,  Oct.  15,  8:30  a.m. edt  >■  Invento- 
ries held  by  manufacturers,  wholesalers, 
and  retailers  probably  grew  by  a  small 
0.2%  in  August,  after  showing  no  growth 
since  April.  Factories  have  already  reported 
a  0.2%  rise  in  their  stock  levels.  Business 
sales  likely  increased  0.3%  in  August,  after 
falling  0.1%  in  July. 

CONSUMER  PRICE  INDEX 

Friday,  Oct.  16,  8:30  a.m. edt  >■  Consumer 
prices  of  all  goods  and  services  probably 


rose  0.1%  in  September,  says  the  median 
s&p  MMS  forecast.  Excluding  food  and  ener- 
gy, core  prices  probably  rose  0.2%.  In 
August,  the  total  price  index  and  the  core 
index  each  increased  0.2%. 

INDUSTRIAL  PRODUCTION 

Friday,  Oct.  16,  9:15  a.m. edt>-  Industrial 
output  probably  rose  by  0.1%  in  Septem- 
ber, after  jumping  1.7%  in  August  when 
auto  production  recovered  sharply  from  the 
General  Motors  Corp.  strike.  The  flat  Sep- 
tember reading  is  suggested  by  the  weak- 
ness in  the  month's  factory  jobs  and  work- 
week. On  average,  industries  probably  used 
81.5%  of  their  capacity  in  September, 
down  from  81.7%  in  August. 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


I 


I 

i 
I 

I 

1 


^  r  1 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Sunday 

Learn  how  to  market  your 
Web  Site,  in  a  BW  Enterprise 
chat  with  Peter  Meluso  of 
online  marketing  agency 
i-traffic.  Oct.  11 
9  p.m.  EOT 

Tuesday 

Investment  issues  women 
face:  expert  answers  from 
Standard  &  Poor's  analyst 
Susan  Pevear,  in  an  event  co- 
hosted  by  BW  and  S&P 
Personal  Wealth.  Oct.  13 
4:30  p.m.  EOT 

Thursday 

International  investments — 
should  you  or  shouldn't  you, 
with  all  the  news  of  crisis? 
Ask  Robert  LaFleur,  chief 
investment  strategist  for 
Northern  Trust.  Oct.  15 
9  p.m.  EOT 

AOL  keyword:  BW  Talk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event 

A 

A  M  E  Ryl  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  ane  not  included. 


Advanced  Micro  Devices  (AMD)  46 
Aeraflot  132 
AeroPeru  132 
Air  France  132 
Alitalia  132 

Amazon  com  (AMZN)  50, 156 
America  Century  6 
America  Online  (AOL)  112 
America  West  Airlines  77 
American  Airlines  (AMR)  77, 132 
American  Bankers  Insurance 

Group  (ABIG)  50 
American  Express  (AXP)  50 
American  Express  Financial 

Advisors  146 
Amencan  Maze  6 
Andersen  Con' ulting  97,104,154 
Apple  Comp:i'f;r(AAPL)  12,32,112 
AT&TfD  158 

B 


Banco  Safra  180 
Bank  One  (ONE)  41 
BankSEB  60 

BankAmenca  (BAG)  38, 142 
Bankers  Trust  (BT)  38,142 
Barclays  58 

Barnard's  Consulting  Group  42 
Barnes  &  Noble  (BKS)  50 
Bay  Networks  (BAY)  158 
Bed  Bath  &  Beyond  (BBY)  42 
Bell  Atlantic  (BEL)  152 
Bennetton's  (BNG)  42 
Bertelsmann  50 
Birinyi  Associates  66 
Blockbuster  Video  50 
Boies  &  Schiller  112 
Bond  Procope  Capital 
Management  68 
Booz  Allen  &  Hamilton  175,176 
Boston  Chicken  (BOST)  50 
Boston  Consulting  Group  97 
Bnstol-Myers  Squibb  (BMY)  6,152 
Bntish  Airways  112 
Browning  Ferns  152 
Burger  King  72 


California  Pizza  Kitchen  72 
Cambndge  Display  Technology  1 20 
Capital  Growth  Management  146 
Car  Max  (CO  50 
Case(CSE)  41 
Casio  112 

Caterpillar  (CATl  41,97 

CBS  (CBS)  112 

Cendant (CD)  50 

Challenger  Gray  &  Christmas  44 

Chase  Secunties  18 

China  Eastern  132 

CIBC  Oppenheimer  142,152 

CIBC  Wood  Gundy  161 

Circle  K(TTL)  77 

Circuit  City  (CO  50 

Cisco  Systems  (CSCO)  66, 158 

Citibank  (CCD  15,36.86,142 

CNBC(GE)  146 

Cobalt  41 

Compaq  Computer  (CPQ)  66,158 
Computer  Associates 
International  66 
Conga  Coffee  &  Tea  12 
Continental  Airlines  (CAIA)  77, 132 
Credit  Suisse  First  Boston  58, 142 
Cynosure  128 


Cyrix  (NSM)  46 
D 


Dallas  Semiconductor  128 
Datastream  Systems  130 
Deere  (DE)  41 
Dell  Computer  (DELL)  66 
Deloitte  &  Touche  40 
Delta  Air  Lines  (DAL)  77,132 
Discover/Novus  (MWD)  50 
Dov*  Chemical  (DOW)  120 
Dresdner  Bank  58 
OrugStorecom  156 
Ducati  138 
Dupont(DD)  120 


Eastman  Kodak  (EK)  112,120 
EMC  66 
Epigram  158 
Excite  (XCIT)  48 


Federal  Bipress  (FDX)  156 
Federated  Department  Stores 
(FD)  42 

Federated  Investors  72 
Ferrar  138 
Fiat(FIA)  138 
Find/SVP  154 

First  Long  Island  Investors  130 
First  Union  (FTU)  40 
Fleet  Financial  Group  FLT)  40 
Foot  Locker  42 
Ford(F)  12 

Formosa  Plastics  Group  64 
Forrester  Research  158 
Fujitsu  120 


Gap  (GPS)  66 
Gazprom  62 

General  Electnc  (GE)  104 
General  Motors  (GM)  50 
Gillette  (0  66,97 
GM{GM)  41 

Goldman  Sachs  56.97, 142 
GTE (GTE)  152 
Guidant(GDT)  66 

H 


Halliburton  66 
Hambrecht  &  Quist  48 
Hanigan  Consulting  Group  86 
Harley-Davidson  (HDD  41 
Harrah's  Entertainment  (HET)  77 
HBO  &  Co  (HBOC)  154 
Hewlett-Packard  (HWP)  32, 48 
Hitachi  120 
Hoechst  120 
HOK  81 

Home  Depot  (HD)  66 
HSBC  Holdings  38 


IBM  (IBM)  32,112 
IDX  Systems  (IDXC)  154 
ImClone  Systems  (IMCL)  152 
Institutional  Capital  152 
Intel  (INTO  46.56,66,97,130, 
154.158 
Intelliquest  154 
Intellon  158 
Intelogis  158 
Interfor  81 

International  Data  46 


J,C.  Penney  UCP)  42 
J.R  Morgan  (JPM)  86,142 
Johnson  &  Johnson  (JNJ)  130 


Kaiser  Permanente  154.156 
Kaplan  Educational  Center  179, 
180 

Kleiner  Pertains  Caufield  & 
Byers  156 
KLM  132 
Kmart  (KM)  40 
Kraft  Foods  (MO)  97 


Lamborghini  138 
Lanyi  Research  152 
LateNite  Magic  6 

Lehman  Brothers  (LEH)  62, 66, 142 
Leo  J  Shapiro  &  Associates  42 
Lexant  154 

LM,  Encsson  (ERICY)  60 
Long-Term  Capital  Holdings  145 
Long-  Term  Capital 
Management  15,38,44,58,145 
Louis  Hams  &  Associates  94 
Lucent  Technologies  (LU)  120 
Lycos  (LCDS)  48,50 

M 


MacMillan  Bloedel  81, 161 
Macy's(FD)  112 
M&MMars  6 
Maserati  138 
Massachusetts  Financial 
Services  150 

MasterCard  International  50 
MBA  Strategies  180 
McDonald's  (MCD)  72 
McGraw  Hill  (MHP)  66 
McKinsey&Co  97,180 
Mercer  Management 

Consulting  97 
Merck  (MRK)  152 
Merck  KGaA  152 
Merck  Medco  (MRK)  154.156 
Memll  Lynch  (MER)  54, 66, 72, 

142,146 

Microsoft  (MSFT)  22, 32, 46, 48, 56, 

66, 112, 130, 156, 158 
Morgan  Stanley  Dean  Witter 

(MWD)  66,97 
Morningstar  150 
MotoGuzzi  138 
Motorola  (MOT)  12,50 

N 


National  Airlines  77 
Navellier  Aggressive  Small  Cap 
Equity  Fund  150 
NEC  120 
NetGear  158 

Netscape  Communications 

(NSCP)  22,48.112 

Newbndge  Networks  161 
Northern  Telecom  (NT)  161 
Northwest  Airlines  (NWAC)  132 


Oppenheimer  Funds  146 


Parametnc  Technology  66 

PC  Data  46 

PepsiCo  (PEP)  72 

Pfizer  (PFE)  66 

Philip  Moms  (MO  150. 152 

PhyCom  154 

Pier  1  Imports  (PIR)  42 

Pioneer  Electronics  (PIO)  120 

PlanetRx  154,156 

PointCast  48 

PricewaterhouseCoopers  77 
Princeton  Review  1 73 
Procter  &  Gamble  (PO  97.176 


Providian  Rnancial  50 
Prudential  6, 146 


Quaker  Oats  (OAT)  18 
R 


Raytheon  (RTiN.B)  50 
Regional  Financial  Associate 
Renault  58 
R,H,  Macy  (FD)  42 
Rio  Hotel  &  Casino  (RHC)  7: 
Rite  Aid  (RAD)  156 
Royal  Philips  (PHG)  120 
Ryan  Beck  142 

S 


Salomon  Smith  Barney  Um 
66, 138, 146  1 

Sanford  C,  Bernstein  46, 14  'kb 

Schenng  Plough  66 

Schlumberger  66 

Sears  Roebuck  (S)  42 

Security  Data  66 

Seiko  Epson  120 

Selected  Amencan  Shares  ' 

Shared  Medical  Systems  (SM| 

ShareWave  158 

Sharp  120 

Siegel&Gale  6 

Societe  Generale  56 

Standard  &  Poor's  (MHP)  li 
72,138 

Stanford  Resources  120 
Starbucks  (SBUX)  12 
State  Farm  50  !' 
State  Industnes  81  j' 
Stencycle  (SRCL)  152  j. 
Sullivan  &  Cromwell  112 
Sun  Microsystems  (SUNW)  it 
Swissair  132  * 


Texas  Weather  Instruments 
3Com(C0MS)  97,158 
Time  Warner  (TM)  112 
Toshiba  32, 120 
Tncon  Global  Restaurants 
(YUM)  72 

Tndent  Rowan  Group  138 
Tut  Systems  158 

U 


UBS  15,58,142 
United  Airlines  (UAL)  132 
U  S  Airways  112 
USA  Waste  152 


VASP  132 
VentureOne  154 
Virgin  Atlantic  Airways 
Visa  50 
Visteon  Automotive  Systeir 
Volkswagen  138 

W 


"I 


44i 


Wal-Mart  Stores  (WMI) 
Walgreen  (WAO  156 
Walt  Disney  (DIS)  6.50 
Waste  Management  WN\\]^ 
VJebGear  158 
Wedbush  Morgan  Securiti(| 
Wendy's  (WEN)  72 
Western  Forest  Products 
Wexford  Capital  77 
Wired  Digital  50 


Yacktman  Asset  Managenlf 
Yahoc!  (YHOO)  22,48 


Zogby  International  53 
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estment  Figures  of  the  Week 


%  change 


500 

Apr.    Oct.    Oct.  1-7 


1030 

1010 

990 

970,68 

950 


(Change       1 -week  change 

-4.6% 


(  ENTARY 

i  3k  into  the  fourth  quarter, 

irket  mayhem  shows  no 
f  abating.  Even  record- 
<\  ?-term  interest  rates  did 
j  er  equity  investors.  The 
H  dustrials  looked  like  a 
li  itrength,  down  only 
!  week.  The  real  damage 
it!  9  big  technology  stocks, 
i({  eem  finally  to  have  fall- 
!  he  bears.  The  NASDAQ 
li  ite,  dominated  by  Mi- 
^  Intel,  Cisco  Systems, 
II  Computer,  dropped 
for  the  week.  Looking 
D|  the  only  bright  spot  was 
13'  /here  stocks  rallied  and 
soared. 


ST  RATES 


K  iURY  BOND  INDEX 
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U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

7741.7 

-1.3 

-AA 

NASDAQ  Combined  Composite 

1462.6 

-13.7 

-16.0 

S&P  MldCap  400 

285.3 

-7.1 

-15.7 

OOfr   Ollldlludp  DUU 

1  7 
1  oo.  / 

-11.5 

-30.3 

S&P  SuperComposlte  1500 

203.6 

-5.0 

-3.1 

%  change 

Latest 

Week 

Year 

Bloomberg  Information  Age 

324.5 

-8.5 

4.8 

S&P  Financials 

96.3 

-10.0 

-17.3 

S&P  Utilities 

266.6 

4.3 

29.9 

PSE  Technology 

284.1 

-11.2 

-17.7 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

4828.9 

-4.7 

-8.2 

Frankfurt  (DAX) 

4087.8 

-8.6 

-6.0 

Tokyo  (NIKKEI  225) 

13,825.6 

3.1 

-21.5 

Hong  Kong  (Hang  Seng) 

7744.7 

-1.8 

-47.8 

Toronto  (TSE  300) 

5463.4 

-2.7 

-24.1 

Mexico  City  (IPC) 

3375.4 

-5.4 

-36.3 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.61% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  23.7 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*    1 9.0 

1 .52  % 

25.0 

20.3 

1.54% 

24.5 

19.5 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Gold  Mining 

Regional  Telephone  Cos. 
Natural  Gas 
Instrumentation 
Tobacco 


39.5  Drug  Chains  40.4 

19.0  Regional  Telephone  Cos.  36.8 

18.4  Genl.  Merchandise  Chains  36.3 

17.0  Long-Dist.  Telecomms.  33.3 

16.2  Electric  Companies  32.9 


WORST-PERFORMING  Ust 
GROUPS  month  % 


Last  12 
months  % 


Machine  Tools  -25.6 
Communications  Equip.  -25.1 
Invest.  Banking/Brkrge.  -24.8 
Hotels  &  Motels  -24.7 
Metal  &  Glass  Containers  -21.1 


Oil  &  Gas  Drilling 
Leisure  Time 
Metals 

Oil-Well  Equip.  &  Svcs. 
Machine  Tools 


-67.3 
-52.8 
^9.6 
-48.1 
-45.6 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Surprise* 


TECHNICAL  INDICATORS 


9.05%     1.90%  4.88% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  1066.6  1065.8  Negative 

Stocks  above  200-day  average  19.0%    22.0%  Positive 

Options:  Put/call  ratio  0.80       0.57  Positive 

Insiders:  Vickers  Sell/buy  ratio  0.62      0.65  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Citicorp 

85 

-13"/16 

Intel 

79% 

-2%2 

IBM 

119V4 

-«'Vl6 

BankAmerica 

60  Vs 

-3V4 

Pfizer 

89% 

-1  1  ^16 

Procter  &  Gamble 

74 'A 

-5% 

Oecline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Qwest  Communications 

31^16 

Vs 

Starbucks 

36 '5/16 

3 'Vis 

Adobe  Systems 

32 

6^16 

Goodyear  Tire  &  Rubber 

50'Vi6 

1  '/is 

PepsiCo 

33  Vs 

I'Vis 

Iridium  World  Communications-A 

34% 

'/4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.02 

5.05 

5.14 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.12 

4.37 

5.08 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  COS 

4.72 

4.82 

5.18 

Latest 
week 

Last 
week 

Latest  Last 
week  week 

1-YEAR  TREASURY  BILLS 

4.23 

4.41 

5.42 

GENERAL  OBLIGATIONS 

3.95% 

4.14% 

4.63%  4.78% 

10-YEAR  TREASURY  NOTES 

4.40 

4.44 

6.08 

PERCENT  OF  TREASURIES 

89.99 

93.67 

95.28  96.04 

30-YEAR  TREASURY  BONDS 

4.86 

4.98 

6.36 

TAXABLE  EQUIVALENT 

5.72 

6.00 

6.71  6.93 

LONG-TERM  AA  INDUSTRIALS 

5.92 

6.03 

6.85 

INSURED  REVENUE  BONDS 

4.08 

4.29 

4.83  4.97 

LONG-TERM  EBB  INDUSTRIALS  6.77 

6.79 

7.21 

PERCENT  OF  TREASURIES 

92.95 

97.36 

99.39  100.06 

LONG-TERM  AA  TELEPHONES 

6.38 

6.45 

7.16 

TAXABLE  EQUIVALENT 

5.91 

6.22 

7.00  7.20 

EQUITY  FUNDS 


EQUITY  FUND  CATEGORIES 


Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Pioneer  Gold  A 

27.0 

Kopp  Emerging  Growth  A 

-21.7 

Precious  Metals 

20.0 

Europe 

-13.7 

Monterey  OCM  Gold 

27.0 

PBHG  Tech.  &  Communs. 

-21,0 

Latin  America 

5.1 

Technology 

-12.0 

Rydex  Precious  Metals 

26.0 

Oberweis  Mid-Cap 

-21.0 

Utilities 

4.9 

Small-cap  Growth 

-12.0 

PIMCo  Precious  Metals  0 

25.5 

PBHG  Select  Equity 

-20.6 

Natural  Resources 

2.9 

Japan 

-11.5 

Am.  Cent.  Global  Gold 

25.4 

PBHG  Growth 

-20.3 

Pacific/Asia  ex-lapan 

-0.9 

Foreign 

-11.2 

Leaders 

Laggards 

Leaders 

Laggards 

S2-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Smith  Barney  Telecomm.  Inc.  44.6 

Lexington  Troika  Russia 

-90.2 

Utilities 

16.0 

Latin  America 

-53.6 

Berger  Balanced 

42.4 

Frontier  Equity 

-68.9 

Domestic  Hybrid 

-1.1 

Diversified  Emerging  Mkts. 

-50.2 

Icon  Telecomms.  &  Utilities 

34.8 

Vontobel  Eastern  Europ.  Eq. 

-65.1 

Large-cap  Blend 

-3.7 

Pacific/Asia  ex-Japan 

-50.1 

Galaxy  II  Util.  Idx.  Retail 

32.7 

Dreyfus  Aggressive  Growth 

-64.3 

Large-cap  Growth 

-3.8 

Diversified  Pacific/Asia 

-42.0 

Principal  Utilities  A 

31.0 

Matthews  Korea  1 

-64.1 

Communications 

-3.9 

Natural  Resources 

-35.1 

m  )f  market  close  Wednesday.  Oct,  7, 
5w  10  companies  only.  Fundamentals, 


1998,  unless  othera/ise  indicated.  Industry  groups  sis.  and  mutual  fund  returns  are  as  of  Oct.  6.  For  a  more  detailed  explanation,  write  to  us  or  E- 
technical  indicators,  Bloomberg  money  flow  analy-     mail  figures@businessweek, com,  NA=Not  available  **Vanguard  Index  500  Fund 


Editorials 


WEAK  MEDICINE  FOR  A  RAGING  CRISIS 


Remember  those  feai-ful  stories  your  parents  and 
grandparents  told  about  the  Depression,  about  how 
bad  it  was  and  how  it  scaired  theii-  lives  forever?  Re- 
member thinking,  how  could  leaders  have  allowed  such  a 
catastrophe  to  happen?  Well,  it's  now  easier  to  understand. 
Look  ai-ound.  A  currency  crisis  in  a  small  countiy — Thai- 
land— triggers  an  unexpected  global  economic  crisis,  spread- 
ing povei-^y  across  continents  with  fearsome  speed.  A  year 
later,  well-meaning  policjinakers  fumble  theu-  best  chance 
to  stop  a  tide  of  deflationaiy  recession.  Instead  of  forging  a 
bold  plan  to  rehquefy  the  global  economy,  they  demonstrated 
only  timidity  at  this  yeai''s  annual  International  Monetaiy 
Fund  conference.  They  failed  to  put  a  floor  fast  enough  under 
a  rapidly  deteriorating  global  economy. 

True,  the  spin  out  of  the  bif  conference  is  that  a  series  of 
gradual  steps  will  bring  the  world  economy  back  fi"om  the 
abyss:  a  S30  bilhon  aid  package  for  Brazil,  if  Brazil  can  find 
the  political  will  to  cut  its  budget:  a  line  of  credit  to  countries 
with  sound  economies  under  speculative  attack:  a  "iDail-in" 
plan  to  force  banks  to  take  a  haircut  on  loans  before  the  def 
puts  in  new  money;  a  cautious  approval  of  capital  controls  on 
incoming  short-term  hot  money.  AH  positive  moves,  certainly 
(page  36). 

A  FAILURE  OF  LEADERSHIP 

The  best  news,  however,  comes  from  Tokyo,  not  Wash- 
ington, where  the  government  of  Prime  Minister  Keizo 
Obuchi  may  have  circumvented  opposition  in  Parliament 
for  legislation  to  finally  bail  out  -Japan's  insolvent  banks.  If 
Japan  pumps  bilhons  of  dollai-s  into  its  banking  system  and 
it  starts  lending  again,  the  country's  eight-yeai-  economic  de- 
cline can  be  airested.  Package  this  bit  of  optimism  with  that 
coming  out  of  the  IMF,  and  the  beginnings  of  a  piecemeal  ef- 
fort to  battle  global  deflation  can  be  seen  to  be  falling  into 
place.  Maybe.  So  far,  though,  gi'adualism  has  done  Httle  to 
reverse  the  global  decline. 

Confidence  already  is  eroding  in  the  U.  S.  Last  spring's 
stock  market  euphoiia  is  becoming  this  fall's  concern.  With  the 
stock  market  down  nearly  20%  from  its  peak,  consumers 
are  showing  signs  of  curbing  back-to-school  piu'chases.  Banks 
suddenly  ai-e  tightening  up  theii'  lending  standaixls.  Excessive 
loans  to  a  highly  leveraged,  secretive  hedge  fund  raise  ques- 
tions about  the  basic  health  of  the  banking  system  itself. 
Corporate  eaiTiings  ai"e  slipping,  and  a  profits  recession  is  set- 
ting in;  layoffs  are  rising  fast,  and  job  growth  is  slowing;  the 
yield  cui-ve  is  flat  and  suggests  recession.  Capital  spending  can 
turn  on  a  dime,  and  if  it  staits  to  decline,  the  investment-led 
expansion  of  the  past  eight  yeai"S  can  quickly  come  to  a  halt. 

There  is  a  palpable  feeling  of  mai'kets  seizing  up  and  a  na- 
tion starting  to  hunker  dowTi.  The  failure  of  leadership  is  tak- 
ing its  toll.  In  the  U.  S.,  the  Federal  Reserve  proffers  a  be- 
grudging interest-rate  cut  and  warns  not  to  count  on  more 
anytime  soon  at  a  time  when  the  global  economy  needs  mas- 


sive monetarj'  easing.  Congress  continues  its  paitisan 
delajing  funding  for  the  IMF,  even  though  the  institi 
has  capitulated  to  its  demands  for  less  austerity  and  i 
transpai'ency.  Eui'ope  remains  obsessed  with  its  inward-1 
ing  eui'o.  .Japan  continues  its  economic  fi'ee  fall.  And  . 
blames  hedge  funds,  banks.  Westerners — anyone  but  its 
cronies  and  corrupt  practices. 

The  solution  to  the  ciurent  economic  ciisis  is  cleat-  eno 
Restore  demand.  The  world's  most  important  source  oi 
mand  growth,  the  Asian  consumer,  has  been  driven  i 
global  markets  and  forced  to  retreat  back  into  local  econoi 
Devaluations  of  SO'vc.  stock  mai'ket  declines  of  oO'Tc,  and 
emplojTTient  have  produced  a  monumental  case  of  downi 
mobOity.  Nothing  like  it  has  been  seen  since  the  Dei 
sion.  Instead  of  bming  European  cars,  American  coi 
ers.  and  Japanese  electronics.  Thais.  Indonesians,  and  Kar 
are  purchasing  homegrown  rice,  batik  shuts,  and  local 
rettes.  In  that  way,  Asia's  poverty  can  impoverish  the 

To  restore  demand,  a  deal  with  the  heft  and  significan 
the  Smithsonian  Agi-eement  in  197.3  and  the  Plaza  Acco: 
1985  is  needed.  They  were  transformative  events,  rema 
the  global  cmrency  system.  They  showed  that  gi-adualisir 
not  do.  A  global  commitment  by  the  industrial  nations  to| 
the  tide  of  deflationaiy  recession  is  needed.  The  deal  woa! 
volve  three  steps.  A  wiite-down  and  workout  of  emei 
market  debt,  brokered  by  the  U.  S.  Treasmy  or  the 
the  most  important.  Most  of  the  debt  is  private,  owed 
ropean  and  American  banks.  Today,  the  money  earned 
trade  sui-pluses  goes  to  debt  repajTnent,  not  domestic 
in  Thailand,  Indonesia,  or  Korea.  Relief  from  the  debt 
hang  would  release  cash  for  export  fijiancing  and  consum] 

A  coordinated  easing  of  policy  by  the  Group  of  Sev 
critical  as  well.  The  inability  of  G-7  leaders  at  the  IMF  i  :-T.-c'tis 
ing  in  Washington  to  agree  to  a  highly  publicized,  coon  ai'iBu 
ed  interest-rate  cut  is  a  lost  chance.  Japan,  Canada,  K 
Spain,  Malaysia,  China,  and  Thailand  have  made  small 
cuts.  Britain  appears  poised  to  do  so,  but  Germany  rei 
undecided.  Gradualism  may  help  some.  But  only  a  syn 
nized  cut  can  send  the  powerful  signal  that  is  needed, 


TIME  TO  CUT  TAXES 


A  commitment  is  needed  to  fiscal  policies  that  stimulill 
mand.  That  means  the  fierce  commitment  to  fiscal  red 
that  has  dominated  pohcy  over  the  past  decade  should 
examined.  Tax  cuts  loom  increasingly  important  all  o' 
w'orld.  The  U.  S.,  with  its  lai-ge  budget  surplus,  must 
think  of  a  significant  tax  cut  in  the  yeai-  ahead. 

From  the  start,  poUcjinakers  have  misjudged  the 
tionar\'  t\-phoon  blowing  out  of  Asia.  It  has  taken  leac!* 
year  of  failure  to  abandon  old  orthodoxies.  The  fragmil 
gradualist  approach  taken  by  world  leaders  in  Washing' 
imlikely  to  turn  the  tide.  A  gi-and  design  is  needed  to  kj 
crisis  of  confidence  from  becoming  a  crisis  of  capitalisnti 
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There's  a  standard  center 
console  with  handy 
compartments  for  CDs, 
tapes,  or  other  personal 
items.  With  an  annrest 
built  right  in.  it's  also  a 
convenient  place  to  keep 
your  elbow. 


To  help  passengers  keep  their 
cool.  Dodge  Durango 
offers  a  separate 
rear  compartment 
cooling  system. 


Dodge  Durango  has  more  passenger  rooni  than  any  other  sport 
utilit}'  in  its  class.*  Enough  room,  in  fact,  for  up  to  eight  people 
when  you  choose  the  optional  third  row. 


With  Durango,  even 
when  you're  a  milliim 
imles  away  from  the 
civilized  world,  the 
closest  convenience  is 
right  at  your  fingertips. 


Durango' s  optional 
Fold-and-  Tumble 
seating  system  is  so 
ingenious,  we're 
patenting  it.  And 
it's  as  easy  to  u.se 
as  it  is  to  say. 


)ther  SUVs  might  see 
k  as  an  obstacle. 


Nobody 

else  gives  you  the 
capabdity  of  Dodge 
A  W  engines  -  or  a  choice  of  two  V-8s* 
a  brawny,  175-horsepower  V-6,  too. 


Durango  i@l  The  New  Dodge 


800-4-A-DODGE  or  www.4adodge.com 

•All  comparisons  are  vs.  domestic  compact  SUV  class,  excluding  other  Chrysler  Corp.  vehicles,  and  are  based  on  data  available  at  time 


The  awards  night,  the 
weekend  break,  the  vacation. 
Or  the  week  in  bed. 


•••••• 

:■•*-••• 


Naomi  Campbell  and  Larry  King, 
National  Italian  American  Foundation  Gala 
Hilton  Washington  &  Towers. 


It  happens  at  the 


Hilton 


Call  your  professional 
travel   agerit   or  phone 

1-800-HILTONS 

w  w  w  .  h  il  t  0  n  c  0  m 
Over  400  Hiltons  worldwide 


Whether  you  come  to  the  Hilton  to  be 
seen  by  everyone  or  no  one,  for  a  once-in- 
a-lifetime  vacation  or  a  get-away  weekend 
you'll  have  everything  you  need  to  make  it 
happen.  And  with  over  400  Hilton  hotels 
and  resorts  worldwide,  the  only  hard  part 
will  be  deciding  where  you  want  to  go 


PEACE. 


H/\IR 
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www.cbloratwork.com 


For  us,  introducing  four  brand-new  color  printers  wasn't  a  soulle; 
business  idea.  It  was  an  act  o'f  passion.  And  as  Fortune  500  compan 
graphic  artists,  and  scientists  have  long  known,  using  a  Tektronix 
printer  can  provoke  similar  erhotions.. 


How  do  you 
define  the  fiiture 
when  you  can  t 
predict  it? 


1 


ly  the 

die.  Today  we  aie  one  of  the  worlds  leading 
roupwide,  that  is  our  focus.  We  are  globally 


ZURICH 

FINANCIAL  SERVICES 

Your  aspirations.  Our  passion. 


Zurich  Group  merged  with  the  financial 
providers  of  insurance,  financial  protection 
present.  Locally  in  tune.  The  sky's  the  limit. 


HDTV  PROJECT\on 


Cover  Story 

144    DIGITAL  D-DAY 

The  TV  revolution  is  at  hand:  42  stations 
will  transmit  the  first  digital  broadcasts 
on  Nov.  1 — the  biggest  change  since  the 
advent  of  color.  In  the  long  term,  it  will 
turn  the  high-tech  world  upside  down. 
But  in  the  short  run,  no  one  is  quite 
sure  what  to  make  of  it 

150    DEFINING  TERMS  ON  HIGH  DEFINITION 
What  exactly  is  so  different  about 
(li.nilal  1  \  ■' 

158    ROPING  'EM  IN  DOWN  IN  DALLAS 

Broadcaster  A.H.  Belo  thinks  it  has  a 
winning  strategy 

News:  Analysis  &  Commentary 

34    RELIEF,  VIA  THE  CURRENCY  MARKETS 

The  recent  realignment  between  the 
gi'eenback  and  the  yen  has  provided 
some  global  stability  But  will  it  last? 

36  COMMENTARY:  A  WEAKER  DOLLAR 
It  cou.d  hel])  fix  the  global  economy 

37  QUICK  RESPONSE  TO  THE  SLOWDOWN 
Companies  look  for  w-ays  to  cut  costs — 
and  layoffs  begin 


38  DISNEY  LOOKS  TO  CUT  FAT 

Films  and  rv  are  targets,  but  Eisner 
must  also  spend  to  counter  rivals 

39  A  BIG  TRIAL  IN  A  BIG  HURRY 

I'.S.  rs.  Micriisuft  will  move  at  warp 
speed — and  the  company  isn't  happy 

40  SUN  TAKES  THE  STAND 

Microsoft's  anti-Java  campaign  will  take 
a  bigger  I'ole  in  Justice's  case 

42    GLIDING  TOWARD  A  LABOR  UNION 

American's  ticket  agents  are  scheduled 
to  vote  soon  on  joining  the  C\\.\ 

42    FORD  IS  FLUSH 

The  cash-rich  carmaker  is  scoping  out 
acquisitions 

44    COMMENTARY:  THE  NOBEL  PRIZE 

Amartya  Sen,  this  year's  laureate,  is 
economics'  answei-  to  Mother  Teresa 
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International  Business 

48  CHINA 

The  collapse  of  two  red-chip  firms  sends 
shudders  through  the  country 
52  JAPAN 

Sony  and  other  computer  makers  have 
a  smart-looking  generation  of  tiny  pes 
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EUROPE 

Business  fears  that  leaders  will 
fi-Ulher  left  as  growth  slows 
INTERNATIONAL  OUTLOOK 


How  Quebec's  wily  premier  ma  iWinupj) 

KscnitlEyli 


separatism  alive 

Economic  Analysis 


economk:  viewpoint 

T\'son:  WTiat  the  West  should 
immediately  to  end  the  global 
ECONOMIC  TRENDS 
Seniors'  medical  bills  keep  soar 
laws  that  appear  to  deter  crimi 
travel  costs  for  executives 
BUSINESS  OUTLOOK 
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Up  Front 


EDITED  BY  JOAN  OLECK 


MEDIA  MANIA 

THE  FREE  LUNCH 
PETERS  OUT 

JOURNALISTS  ARE  RENOWNED 

for  swamning  freebie  buffets. 
Imagine  learning,  then,  that 
one  of  their  longest-innning 
free  lunches — served  by 
Bloomberg — is  coming  to  an 
end.  Since  1990,  the  company 
has  been  feeding  newspapers 
and  magazines  its  data  and 
news  gTatis,  provided  the 
outlets  credit  Bloomberg. 

The  move  helped  CEO 
Michael  Bloomberg  build 
a  brand  name,  which 
proved  invaluable  for 
pushing    his  main 
product,  the  $1,225- 
a-month  data  ter- 
minal that  100,000 
financial-industry 
types   now   use.  ' 
That's    up  from 
10,000  users  eight 
years  ago.  So  even 

UP,  UP,  AND  AWAY 

A  TICKET  FEE  HIKE: 
WILL  IT  FLY? 


CONGRESS  MAY  HAVE  GUTTED 

Federal  Aviation  Administra- 
tion funding  but,  hey,  it  also 
christened  1998  the  Year  of 
Aviation.  So  the  Airports 


though  the  move  would  earn 
only  $3  million  a  year  if  all 
the  media  organizations,  in- 
cluding BUSINESS  WEEK,  paid 
up,  the  56-year-old  media 
mogul  wants  a  message  to 
get  out.  "We're  the  news 
wire  of  record  in  the  U.S.," 
Bloomberg  says.  "Let's  then 
charge  and  show  it." 

Media  outlets  are  ponder- 
ing whether  to  cough  up  the 
.$750  to  $2,000  monthly  fee. 
This  may  be  a  chance  for 
Bridge  Information  Sys- 
tems, which  is  offering 
its  data  fi'ee.  But  some 
users  can't  let  go.  "We're 
hooked,"  says  George 
Gombossy,  Hartford 
^^^^  Courant  business 
^^^H  editor  .  Now,  it's 
^H^^  Mike  Bloomberg's 
job  to  start  reel- 
ing them  in. 
Dennis  Berman 


$1  MORE?  Blyyt  r  utrijorla  net 


Council  Intel-national  is  cele- 
brating. The  AC  I  is  launcliing 
a  .$250  million  campaign  to 
lobby  Congress  for  a  $1  in- 
crease in  the  $3  ticket  fee  to 
fund  aiiport  improvements. 

Big  airlines  hate  the  fee 
and  got  Congress  to  kill  it. 
"We  don't  want  to  be  tax  eol- 


^  BLOOMBERG: 

Time  to  pay  up 

lectors  for  projects  we  can't 
control,"  says  Edward  Merlis 
of  the  Air  Transport  Assn. 

There's  more  to  it,  claims 
Jeffrey  Goodell,  an  ACi  lobby- 
ist. He  says  the  ata's  real 
problem  is  fear  of  competition. 
New  teiTninals  could  give  new 
entrants  a  chance  to  crack  the 
hub  dominance  of  big  earn- 
ers. Still,  the  ATA  might 
not  win  the  battle  this 
time.  The  ACI  is  already 
fh-awing  support  from  mu- 
nicipalities and  airport 
contractors  with  a  video 
tutorial  on  how  to  lobby 
Congress,  among  other 
things.  Timing  is  critical: 
The  National  Business 
Tr-avel  Assn.,  a  coiporate- 
travel  group  that  backs  the 
ACI,  says  airport  use  will 
more  than  double,  to  800  mil- 
lion passengers,  by  2005.  At 
that  rate,  says  nbta  Direc- 
tor Norman  Sherlock,  that  ex- 
tra buck  could  be  too  little, 
too  late.  Dennis  Blank  and 
Lorraine  Woellert 


TALK  SHOW  U  We're  down  to  splitting  infinitives.  5? 

— House  Majority  Leader  Dick  Armey  (R-Tex.),  observing 
that  a  deal  on  IMF  funding  is  imminent 


SOOTHSAYERS 

A  FAMOUS  BEAR 
SEES  HONEY  AHEAD 

REMEMBER  ELAINE  GARZAREL- 

li?  Two  years  ago,  the  invest- 
ment strategist — who  made 
her  name  by  turning- 
bearish  a  month  be- 
fore the  1987  crash — 
yelled  "sell!"  at  Dow 
5400.  Six  months  later 
and  1200  points  high- 
er, she  turned  bullish. 
But  too  late:  Her  bad 
call  took  Garzarelli 
out  of  the  giUTi  game. 
Market  mavens  and 
the  media  chose  Abby 
Joseph  Cohen  of  Gold- 
man  Sachs  and  Ralph  Acam- 
pora  of  Pradential  Seciu-ities 
as  their  favored  seers. 

Now,  the  onetime  Lehman 
Brothers  superstar  is  telling 
clients  to  load  up.  The  indica- 
tors she  watches  are  75% 


GARZARELLI: 

11,300  Dow? 


positive:  "That's  what  you  s 
at  mai'ket  bottoms,"  Garzai' 
H  says.  In  fact,  those  indii 
tors  are  at  their  most  bi 
ish  since  1994,  when  the  Di 
was  below  4000. 

Garzarelli  predicts  def 
tionary  forces  will  push 
terest  rates  lower  a, 
r-ontinue  to  depn 
corporate  earnin.. 
Still,  she  says,  pr- 
siu'e  on  profits  will  { 
during  1999's  thi 
([uarter.  Anticipati; 
that,  the  market  \i 
rally.  Gai'zarelli's  g( : 
1400  on  the  s&P  .', 
or  11.300  on  the 
Jones,  within  12  tO' 
months.  Cohen,  me 
while,  has  forecast  1200 
1250  for  the  s&p  in  1999;  - 
bearish  Acampora  points. 
Dow  6700.  If  Garzari 
proves  more  on  target,  r 
word  may  once  again  m(r 
markets.    Jeffrey  Ladernu 


NAME  GAME 


DOUBLE  VIAGRA  WITH  NUTS,  PLEASE 


AH,   AMORE!   the  COUNTRY 

famed  for  Latin  lovers  and 
gondolas,  Chianti  and  Sophia 
Loren  has  added  something 
new  to  its  passion  playlist: 
Viagi'a  gelato. 

First  things  fii'st:  There's 
no  Viagra  in  it.  The  ice-cream 
flavors  of  neon-blue  "Viagi-a 
Man"  and  hot-pink  "Viagra 
Lady"  merely  pay  homage  to 
the  drug.  The  gelato  is  made 
with  natural  coloring  and 
leaves  a  cinnamon  aftertaste. 
Entrepreneurs  Mirko  and 
Marco  Mariotti  say 
their  dad  got 
the  idea  just 
before  opening 
Zio  Ciro  ice 
cream  shop 
off  Rome's 
Piazza 
Navona.  Now, 
the  brothers 
plan  a  shop  near 
the  Pantheon, 
and  they  hope  to 
market    the  ice 
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cream  elsewhere  in  the  (y* 
Meanwhile,  the  gelatdS. 
atti-acting  customers — anditi> 
rious  stares.  "I'm  intrigii 
to  tiy  it,  but  I  don't  wamo 
take  a  gamble,"  said  DarlD 
Kennelly,  on  vacation  fi;o 
London.  His  wife's  only  c'j- 
ment  was  that  she  found  ifi 
ice  cream's  color  a  turrivf. 
No  matter.  Gelato  lovS, 
says  Mirko  Mariotti,  h'C 
been  scooping  the  stuff  p. 
though  "Viagra  M]' 
has  outsold  "YiVi 
Lady."  PerIJi 
psychology  isa'; 
work  here,  ife 
„  gested  the  W 
%  some  Mario  s 
J  Marco:  "0' 
' '  woman  tried'i 
agra  Lady« 
jumped  on; 
brother."  <r 
ko:  "That 
before  she 
it." 

Monica 
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HDW     DANKA     CAN     IMPROVE     YOUR     BUSINESS     WITH     WHAT'S     IN-BETWEEN     DUR  EARS. 


We're  born  with  ears  as  standard  equipment.  Sadly  however,  as  most 
pie  grow  older  we  hear,  but  often  lose  our  ability  to  listen. 
And  sales  reps'  Apparently  their  ears  are  tor  clecoration  only.  E.xcept 
ika  people. 

We  compete  with  office  imaging  equipment  companies  that  are  house- 
I  names.  So  how  do  we  compete  with  them  if  you've  never  heard  of  us' 
With  our  ears.  Before  we  do  anything,  we  livtcn  to  you,  analyze  your 
rations,  consult  and  then  recommend  the  best  cqinpment  for  your 
\  ific  imaging  needs. 
IhinLi     Kt.-io)i  I. 

j  With  Xerox®,  you  get  Xerox  equipment.  With  Danka,  we  choose  from 


the  worhl's  leading  manufacturers:  Kodak,  Hewlett-Packard,  Toshiba, 
Canon,  Minolta,  OniniFax  and  more.  All  backed  by  responsive  service, 
exce|ition.il  tech  su|iport  .ind  simplified  billing. 

Sure,  selling  is  ini|)ort.iiit  to  us  (money  comes  in  h.indy  these  days).  But 
it's  more  import. int  to  help  solve  [iroblems,  iinpro\e  a  client's  business 
oper.itions  and  build  strong  relationships  th.it  l.ist. 

Which  IS  why  every  day  we  help  hundreds  of  thousands  (jf  clients  in 
over  3(1  countries  be  more  [iroductive,  efficient  and  cost-effective.  Danka's 
success  boils  down  to  two  things:  our  e.irs.  And  what's  in-between  them. 

If  you'd  like  to  talk,  we'd  be  happy  to  listen. 

Call  1-8()0-OK-DANKA.  ■ 
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INFORMATION  AGE 

ACER  SCALES  BACK 
ITS  ASPIRATIONS 

ACER  GROUP  IS  THE  WORLD'S 

third-largest  personal-com- 
puter maker,  big  in  Asia  and 
emerging  markets.  But  the 
Taiwan-based  company  has 
stumbled  badly  in 
the  U.  S.:  It  now  ap- 
pears doomed  to 
being  a  niche  player, 
selling  sub-$l,b00 
computers,  mostly  in 
Wal-Mart  and  Sears 
Roebuck  stores. 

Beset  by  weak 
marketing  and 
management  tui'- 
moil,  Acer's  U.  S. 
market  share  has 
slipped  from  5.4% 
in  late  1995 — when  the  com- 
pany had  a  breakthrough 
with  its  sleek  Aspii'e  PC — to 
just  3.2%  now,  says  Interna- 
tional Data. 

Acer's  U.  S.  operations  lost 


$75  million  last  year  and  will 
likely  lose  $50  million  more 
in  1998.  It  has  also  slashed 
staff  devoted  to  the  consumer 
market,  admitting  it  can't 
compete  head-on  with  Dell 
Computer  or  Compaq  Com- 
puter. So  Acer  will  focus  on 
sub-$l,000  PCS  for  home  use 
and  systems  for  schools,  gov- 
ernments, and  busi- 
nesses. Critics  call 
those  markets  satu- 
rated. "Why  would  a 
customer  buy  an 
Acer?"  asks  an  execu- 
tive at  a  major  U.  S. 
PC  retailer.  "It's  a  non- 
«  brand."  Acer 
Group  Chair- 
man Stan 
Shih,  however, 
sounds  deter- 
mined. "Our 
resoui'ces  in  the  U.  S.  and  Eu- 
rope are  limited,"  he  says. 
'We  have  to  focus  on  niches." 
Hey,  even  a  feeble  toehold 
beats  none.  Jonatlum 
Moore  mid  Peter  Burrows 


ACBR  i4 


CLEAN  IT  UP 
-OR  ELSE 


"THE  GREAT  ENEMY  OF  CLEAR 

language  is  insincerity," 
George  Orw'ell  wrote.  So 
imagine  the  suspicions 
aroused  by  this  Federated 
Investors  prospectus:  "Re- 
demptions will  be  processed 
in  a  manner  intended  to  max- 
imize the  amount  of  redemp- 
tion which  will  not  be  subject 
to  a  contingent  deferred 
sales  charge."  Say  what? 


Mother-tongue  abuse 
has  often  cost  companies 
customers.  Now,  it  may 
cost  them  cash.  On  Oct.  1, 
the  Securities  &  Exchange 
Commission  began  requiring 
that  prospectuses  comply 
with  a  section  of  its  plain- 
English  regulationss,  or  risk 
delaying  an  offeiing.  That's  a 
boon  to  consultants  such  as 
Siegel  &  Gale,  based  in  New 
York. 

Vice-president  Irene  Etz- 
korn  says  her  language-chal- 
lenged clients  have  included 
Prudential  and  American 
Century.  She  adds,  of  their 
financialese:  "It's  absolutely 
impenetrable.  We  have  two 
lawyers  on  staff  who  are 
plain-English  wi-iters,  and 
even  they  have  not  under- 
stood some  of  the  passages." 
That  Federated  gobbledy- 
gook,  for  instance,  was  re- 
bom  as  a  chart  that  shows  a 
mutual  fund's  back-end  sales 
fees.  Next?  The  Federal 
Communications  Commission 
has  a  similai'  rule  pending  for 
phone  bills.  □ 


DRAWN  &  QUARTERED 


THE  DEFENDERS 

GENERAL  DYNAMICS 
PACKSAPAYLOAD 

MOST  AEROSPACE/DEFENSE 

industry  stocks  look  as  if 
they've  been  hit  by  cruise 
missiles.  But  not  high-flying 
General  Dynamics.  While  oth- 
er defense  contractors'  shares 
have  stagnated  or  plummet- 
ed, go's  shai'es  are  up  21% 
since  May,  to  a  recent  51. 

Why  the  stellar  perfor- 
mance? "The  flight  to  quali- 
ty," jokes  gd  CEO  Nicholas 
Chabraja.  Actually,  gd,  which 
makes  ships,  submaiines,  and 
tanks,  was  long  overlooked 
by  Wall  Street.  But  its  eariy 
1990s  divestiture  of  assets 
and  its  savvy  acquisitions 
since  then  have  paid  off. 
Purchases  of  info-tech 
fiiTns,  for  instance,  now 
account  for  about  15%  of 
go's  revenues,  up  from 


THE  BIG  PICTURE 


0%  a  year  ago.  At  the  sai 
time,  gd's  basic  business  i 
mains  strong:  It  just  won 
share  of  a  $4.2  billion  Na 
submarine  contract. 

Last  yeai'  gd  said  it  woi 
double  its  1996  revenues 
$;3.6  bOHon  in  five  years.  N( 
Chabraja  calls  that  foree 
"conservative,"  and  the  rc| 
shows  gd  has  pai'aded  befi 
Wall  Street  seem  to  have  s 
ceeded.  Notes  defense  exp 
Loren  Thompson  of  the  L 
ington  Institute  think  ta 
"Boeing  mali 
planes,  Rayth 
makes  missi 
mak 


LOTS  OF  ROOM  AT  THE  INN  Thanks  to  a  nuriy  of  ^ 
hotel  construction,  hotel  occupancy  rates  nationwide  a ) 
expected  to  drop  this  year  for  the  first  time  since  1991.  ! 
Expect  a  further  decline  in  1999.  But  unless  the  econoii; 
weakens,  room  rates  could  hold  steady.  ' 

MARKETS  WITH  URGEST  PROIECTH  • 
OCCUPANCY  DECLINES 


Orange  County,  Calif. '^w.-jj 


Salt  Lake  City 
Nashville 
Portland,  Ore. 
Orlando 


DATA.  PKF     .,  ..  , 

CONSULTING  National 
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FOOTNOTES  U.S.  workers  who  say  their  organization  has  a  mission  statement:  70%;  who  know  what's  in  it:  41  % 
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DATA:  GEMINI  CONSUf 


A  Delta  Air  Lines 


ON  TOP  OF  THE  WORLD" 


Now  available  in  extra  small. 


Your  business  grows.  Your  need  to  travel  grows.  And  at  Delta  Air  Lines,  we're  expanding  our  service  to  shrink 
the  world  accordingly.  We're  continuing  to  add  destinations  throughout  Latin  America  and  Asia,  and  we  have  more  nonstops 

to  more  cities  in  Europe  than  any  other  airline.  And  if  you  happen  to  be  going  beyond  Delta's  destinations,  you're  still  not 
ling  beyond  our  sphere,  thanks  to  our  Worldwide  Partners'  flights.  In  total,  you'll  have  the  option  of  more  than  5100  daily  flights 
to  over  355  cities  in  62  countries*  where  you  do  business.  Rest  assured,  as  your  need  to  travel  the  world  continues  to  grow, 
at  Delta  Air  Lines  it  is  always  our  pleasure  to  reduce  the  lengths  to  which  you  have  to  go  to  get  there. 


Call  your  Travel  Agent  or  Delta  Air  Lines  at  1-800-221- 1212,  or  visit  us  at  www.delta-air.com 


p  ao  y 


ou  seer 


Self-employed  or  employee?  Corporation  or  entrepreneur?  Do  you  see  a  desktop  for  an  enterprise  that  remains  consistent  fortl|» 

1  hats  our  Deskpro  EP  Series.  Both  now  have  the  latest  Intel  Celeron  and  Pentiimi  II  processors,  performance  graphics  ^^^B 

■P 

whether  yours  is  fiiirly  bunoned-up  ^^^J jjP^m^^^^^^''      business  equivalent  of  a  sweatshirt  and 


Better  answers. 


Deskpro  E^>'; 


'  That's  our  Deskpro  EN  Series.  Or  a  desktop  for  an  office  that's  seeking  the  latest  technology  at  the  best  price? 
I     and  bigger  hard  drives.  Making  the  number  one  desktop'  even  more  popular  with  any  kind  of  company, 

^    jeans.  For  more  information,  contact  1-800-AT-COMPAQ  or  www.compaq.com/products/desktops/promos/. 

nv. 

EP  Series 
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MrCROSOFT  ON  TRIAL:  AN  INVITATION 


i' In  311 


We're  calling  it  "the  best  legal 
show  in  town."  On  Oct.  19,  in 
Washington,  D.  C,  opening 
arguments  in  U.  S.  vs.  Microsoft  are 
scheduled  to  begin.  The  most  impor- 
tant business  case  in  decades,  it  is 
certain  to  set  the 
rules  for  competi- 
tion in  the  Infor- 
mation Age. 

We  plan  to  keep 
you  on  top  of  the 
landmark  antitrast 
case  with  news  and  analysis  in  the 
magazine.  In  addition,  business  week 
is  joining  with  Couit  TV,  the  24-hour 
cable-TV  network.  We'll  supply  daily 
trial  reports  on  the  World  Wide  Web 
as  well  as  regular  updates  on  Court 
TV.  We  will  also  co-produce  Microsoft 
on  Trial,  a  program  anchored  by 
Couit  TV's  June  Grasso,  shown  eveiy 
Thursday  evening  at  7  p.m.,  while 
the  trial  lasts. 


CPAs:  WHO'S  WATCHING 

THE  WATCHERS?  

Thanks  for  a  substantial,  well-docu- 
mented, and  useful  article — "Who  can 
you  ti"ust?"  (Cover  Stoiy,  Oct.  5).  You 
offer  a  range  of  specific,  down-to-earth 
suggestions,  and  I  would  hope  to  see 
some  of  them  materialize. 

Two  additional  proposals: 

1.  Fees  to  investment  bankers  for  ar- 
ranging unions  should  be  paid  over  time, 
maybe  five  years  or  more  after  the  ac- 
quisition has  taken  place,  and  be  linked 
to  real  performance  over  that  period. 

2.  Analysts,  investment  bankers,  and 
mergers-and-acquisitions  brokers  should 
complement  their  due-diligence  process 
with  business  analysis  systems  that  take 
into  account  the  important  threats  and 
assets  that  are  not  refiected  in  account- 


BusinessWeek 


A  panel  of  business  week  re- 
porters vrill  lead  the  effort,  including 
Susan  B.  Garland,  who  covers  the 
Justice  Dept.,  Legal  Affairs  Editor 
Mike  France,  Software  Editor  Amy 
Cortese,  and  Steve  Hamm,  who  re- 
ports on  Microsoft 
fi'om  Silicon  Valley.  jM 
"I've  never  seen 
people  get  so  emo- 
tional over  a  busi- 
ness issue,"  says 
Garland,  who  will  ' 
be  at  the  trial  daily.  "It's  about  a 
business  that  has  become  a  symbol  of 
American  success."  For  ongoing  cov- 
erage, go  to  www.businessweek.com 
or  www.courttv.com.  We  don't  want 
you  to  miss  a  minute  of  it. 


Editor-in-Chief 


l^ie  tnith. 


ing.  Such  systems,  well-tested,  exi^^"^'"^* 
Hans  V.A.  Johnssl?^™^ 
Old  Greenwich,  Cor!'» 

The  certified  public  accountants  w:l 
audit  these  rogue  coi-porations  know  (I  • 
actly  what  is  going  on.  The  supposed'^ 
unbiased  and  independent  CPAs  hajij 
made  a  conscious  decision  to  put 
stamp  of  approval  on  questionable  a], 
devious  accounting  practices.  CPAs  £jl 
hired  by — paid  by — the  corpor 
they  audit.  CPA  fimis  work  very  hardlf'^^"' 
get  and  keep  their  audit  clients.  Th(  "'"^^ 
is  a  terrible  tug  of  war  in  every  Cr'?"' 
fii'm  between  requiring  a  client  to 
forthright  and  tmtliful  in  their  finanflf-  * 
reports  and  keeping  the  client  and  t|i'  * 
lucrative  fees.  It  appears  to  me  tlpj^'™ 
too  often  money  wins  over  honesty. ! 


t-atioy''*'' 


Generally  accepted  accounting  pik 
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ORRECTIONS  &  CLARIFICATIONS 

"Hard-driving  boss"  (People,  Oct.  5),  on 
Ikswagen  CEO  Ferdinand  Piech,  we  report- 
;  "Industry  execs  whisper  that  he  [Piech] 
expecting  his  14th  child — and  not  with  his 
fe."  In  an  attempt  to  confirm  this  infor- 
ition,  which  was  volunteered  by  industry 
jrces,  we  had  contacted  Dr.  Piech  and 
kswagen  but  unfortunately  did  not  hear 
:k  from  them  before  the  magazine  went  to 
:ss.  According  to  new  information  we  have 
I  ce  obtained  from  Dr.  Piech,  he  is  in  fact 
I  expecting  a  14th  child.  BUSINESS  WEEK 
)logizes  to  Dr.  Piech  and  his  wife,  Ursula. 

'Bad  banks:  Why  Japan's  pols  are  para- 
>d"  (International  Business,  Oct.  5),  the 
ng  Sumitomo  bank  was  named.  The  arti- 
should  have  cited  Sumitomo  Trust  & 
iking  Co. 

The  GMATs:  To  prep  or  not  to  prep"  (Per- 
al  Business,  Oct.  19),  we  should  have  not- 
Ihat  BUSINESS  WEEK  has  a  branding  and 
keting  relationship  with  Princeton  Review. 


dj  3  (G.\AP)  may  not  have  specific  inles 
0  lealing  with  today's  gigantic  ac- 
X  ting  shenanigans,  but  one  GAAP  re- 
lil  Tnent,  apparently  the  hardest  of  all 
,oj  ;al  with,  will  never  change:  to  tell 
;hj  nitii,  the  whole  tinith,  and  nothing 
nl  the  truth.  Your  last  sentence — 
'M  it  we  need  is  more  integrity — in- 
e'  ty  in  managers  and  integrity  in 
numbers" — is  incomplete.  What 
fd  also  is  integiity  in  their  cpas. 
Bernard  B.  Kamoroff,  CPA 
Willits,  Calif. 

')■  aiticle  does  an  excellent  job  of 
-  ing  the  incentive  faced  by  execu- 
auditors,  and  analysts  as  they  pre- 
'■d  or  evaluate  financial  statements. 
)r|  p"oup,  though,  deserves  fuithei-  at- 
ei'  in — audit  committee  members.  The 
"  •  calls  for  more  audit  committees 
•>  tmg  of  "truly  independent  business 
«!  i."  What  we  really  need  are  more 
'»  ittees  consisting  of  "truly  indepen- 
ei  iccounting  and  auditing  experts." 

like  many  other  board  functions, 
he  idit  committee  work  is  often  tech- 
ic  for  it  deals  with  accounting  and 
u  Qg  standards.  You  wouldn't  let  a 
I!  tomey  ovei-see  legal  compliance  or 
n  ohysician  overeee  medical  issues,  so 
h:  lo  we  often  have  non-accountants 
v'€i  ^eing  the  financial  reporting? 
1  iiy  boards  try  to  turn  good  direc- 
r  nto  good  audit  committee  mem- 
i'l  But  without  technical  training  in 
c  iting  and  auditing,  this  can  be  dif- 
u  to  accomplish.  I  would  prefer  to 
e  Dre  boai-ds  add  accounting  and  au- 
iti  experts  to  the  audit  committee 


and  then  help  these  individuals  to  be- 
come good  all-around  directors. 

Dana  R.  HeiTnanson 
Director  of  Research 
Corporate  Governance  Center 
Kennesaw  State  University 
Kennesaw,  Ga. 

KAPLAN'S  GMAT  PROGRAM: 
FOCUSED  AND  SUCCESSFUL 

Your  "Best  business  schools"  issue 
(Cover  Stoiy,  Oct.  19)  promoted  an  eval- 


uation of  GMAT  prep  coui'ses.  We  wish 
you  had  actually  done  so.  We  invited 
youi"  reporter  to  come  into  oiu"  classes  to 
see  for  himself  why  Kaplan  is  the  lai-gest 
and  fastest-gi'ovnng  gmat  progi-am,  with 
triple  the  students  of  any  competitor. 

He  would  have  found  a  focused  pro- 
gram that  respects  students'  time  and 
intelligence,  with  highly  engaging  teach- 
ers and  lots  of  opportunities  to  practice 
in  the  new  computer  test  format.  Statis- 
tically, getting  into  business  school  is 
harder  than  it  has  ever  been.  Kaplan 
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has  been  so  successful  because  we  help 
busy  students  get  the  scores  and  ad\ice 
they  need  to  overcome  the  high  hui'dle 
that  business  school  admission  presents. 

Maybe  some  of  this  didn't  make  it 
into  the  article  because  our  gal\t  soft- 
ware has  a  90%  market  share,  which 
doesn't  leave  much  room  for  the  gmat 
software  business  week  co-bi-ands  with 
one  of  our  competitors.  That  somehow 
didn't  get  disclosed. 

Jonathan  X.  Grayer 
Chief  Executive 
Kaplan  Educational  Centers 
New  York 

Editors'  note:  We  regret  that  the  story 
did  not  mention  that  BVSlSESS  week  aitd 
Princeton  Revieic  have  a  co-branding 
and  marketing  relationship.  But  our 
story  uns  based  on  ivliat  more  than  2,000 
recent  graduates  at  61  top  B-schools  told 
us  in  a  survey,  plus  more  than  20  addi- 
tional interviews.  And  we  did  send  a  re- 
porter to  visit  a  Kaplan  class. 

WHEN  MARKET-NEUTRAL 

IS  ANYTHING  BUT  

Let  me  congi-atulate  you  on  "Failed 
■wizards  of  Wall  Street"  (Cover  Stoiy, 
Sept.  21 ).  You  do  a  senice  to  the  indus- 
tiy  to  expose  the  flagi-ant  misuse  of  the 
teiTn  "mai'ket-neutral"  to  describe  prac- 
tices that  are  an\thing  but.  Huge  gains 
and  losses  are  the  pro\'ince  of  dk'ectional 
players,  not  mai'ket-neutral  strategists. 

In  your  analysis  of  the  catastrophic 
losses  that  occurred  in  August,  1998,  you 
point  out  that  historical  relationships  un- 
derlie most  computer  models.  Unfortu- 
nately, this  is  true.  Clearly,  computei*s 
can't  be  the  problem;  they  ai'e  just  dumb 
tools.  The  fatal  flaw  is  the  pui'ely  statis- 
tical natiu'e  of  these  models.  Coirelation 
does  not  imply  causality.  Without  imder- 
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Standing  what  causes  relationships  to  ex- 
ist, no  amount  of  computer-pai-sed  his- 
torical data  will  suffice  to  protect  man- 
agers and  their  chents  from  a 
20-standai"d-de\iation  event.  The  tenn 
"mai'ket-neuti*al"  should  not  be  used  to 
describe  di'essed  up  directional  plays. 

You  point  out  that  managei-s  who  re- 
ally itm  mai'ket-neutral  portfolios  actu- 
ally made  money,  and  this  is  laudable.  I 
belie\-e  that  mai'ket  neutrality  is  the  fu- 
ture of  investment  management  and 
that,  one  day,  financial  historians  will 
wonder  why  investors  ever  made  "in- 
foiTned"  directional  bets.  It  would  be  a 
step  backwards  to  condemn  the  gen- 
uine progi'ess  that  has  been  made  in 
investment  management  because  a  few 
highly  \isible  managers  have  employed 
mistaiken  concepts  and  thus  slipped  on  a 
ven-  steep  learning  cui'\  e. 

Leif  H.  Olsen 
New  Canaan,  Conn. 

WHERE  THE  BRONX  BOMBERS 
ARE  REALLY  BOMBING  

In  "The  money  machine"  (Spoils  Busi- 
ness, Sept.  28),  you  acctu-ately  reported 
that  George  M.  Steinbrenner  III  blames 
the  New  York  Yankees'  relatively  low 
attendance  on  Yankee  Stadium.  In  fact, 
lackluster  mai'keting  is  partly  to  blame. 
Last  June,  I  called  the  Yankees  ticket  of- 
fice to  purchase  tickets  for  Old  Timer's 
Day.  I  was  subjected  to  a  long  taped 
message  pro\iding  intricate  and  then- 
obsolete  details  conceiTiing  every  pro- 
motional event  stalling  with  the  begin- 
ning of  the  season,  which  was  more  than 
two  months  prior  to  my  call.  It  was  neai'- 
ly  10  minutes  before  the  tape  contained 
any  infoi-mation  about  games  yet  to  be 
played.  With  such  an  amateiuish  sales 
effort,  it  is  no  wonder  the  Yankees  ai'e 
attendance  underachievers.  Abandoning 
Yankee  Stadium  is  not  the  answer.  The 
answer  is  better  mai'keting. 

Andrew  Spark 
Sai'asota,  Fla. 

SLAMMING  A  SPAMMER 

CAN  GET  OUT  OF  HAND  

In  "Reconciling  E-commerce  and  pri- 
vacy" (Editorials.  Oct.  5),  you  argue  for 
"opt-out"  in  Internet  mai'keting.  A  fine 
concept,  if  the  people  doing  the  mar- 
keting are  willing  to  comply.  But  that 
often  isn't  the  case.  The  problem  with 
opt-out  requirements  is  that  by  sending 
an  opt-out  message  to  a  mai'keter,  or 
worse  a  "spammer,"  you  merely  make 
yoiu'  E-mail  address  more  valuable.  By 
responding,  you  are  telling  the  sender 
your  address  is  valid  and  that  you  read 


youi'  E-mail.  While  that  spammer  ma 
not  send  to  you  again,  he  can  sell  you 
address  to  someone  who  will. 

The  key  to  the  futui-e  of  E-commerc 
is  in  finding  and  supporting  responsibl 
methods  of  mai'keting  that  are  usei 
fiiendly  and  that  usei-s  can  tnist.  To  d 
that,  advertiser  have  to  stop  looking  i 
Internet  users  as  targets  and  stait  d( 
veloping  them  as  partners  in  the  ma 
keting  process. 

Ian  Oxman,  Presidei 
ChooseYoui'IVIail.coi 
Chicaj 

GIVE  NIPPON  CREDIT 
SOME  CREDIT 


Regarding  "Bad  banks:  Why  Japag 
pols  ai*e  paralyzed,"  (International  Bm 
ness,  Oct.  5),  your  article  says  Nipp( 
Credit  Bank  (XCB)  "ow-es  nine  insursuK 
companies  some  .S1.5  bUlion  and  needs  j 
reschedule  pajTnent."  XCB  offered  tl| 
life  insui'ance  companies  and  casuall 
insui'ance  companies — 22  in  aH — an  o 
tion  for  prepajment  on  the  existing  su 
ordinate  loans  and  commitment  on  ne 
subordinate  loans,  only  in  a  small 
amount  than  the  existing  ones.  Sin 
the  option  has  been  accepted  by  racr 
companies.  xCB  already  prepaid  soii 
loans  and  restinclured  the  capital.  ■  ,  • 
should  be  cleai'  that  there  was  never!  ™'" 
necessity  on  xcb's  side  to  "rescheduli 

xcb's  recent  achievements  as  a  i 
suit  of  strict  restinctuiing,  such  as  li 
ited  Asian  exposure,  completion  of  nc 
bank  subsidiai-}'  problems,  etc.,  ai'e  \v 
received  in  the  stock  market. 

Tadashi  L'mi 
Senior  Manager,  Public  Relatic 
Nippon  Credit  Bank  L. 
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Prudential  may 
have  exactly  what's 
missing  from  your 
portfolio  now. 

Diversify  with  Prudential  bond  funds. 


Your  financial 

professional 

can  help  you 

make  the 

right  bond 

fund  choices. 

A  professional  advisor 
can  help  you  build  a 
diversified  portfolio 
through  a  wide  range  of 
fixed  income  options. 
Whether  you're 
interested  in  the  tax 
advantages  of  municipal 
bonds,  the  current 
income  of  corpomte  or 
govemment  agency 
bonds,  or  pursuing  total 
return  with  global 
bonds,  your  hnancial 
professional  can  offer 
personalized  guidance 
to  help  you  make 
smarter  investment 
decisions. 


Stock  market  volatility  has  many  investors  re-evaluating  how  their  portfolios'  assets  are 
allocated.  Wliether  you're  looking  to  make  adjustments  now  or  simply  thinking  about  where 
to  make  your  next  investment,  Prudential  has  the  choice  you  want  in  bond  funds  today. 


Prudential  has  a  bond  fund  for  your  investment  objective. 

Taxable  Bond  Funds 

Global  Taxable  Bond  Funds* 

Municipal  Bond  Funds** 

Prudential  Diversified 
Bond  Fund 

Prudential  Government 
Income  Fund 

Prudential  High  Yield  Fund" 

Global  Total  Return  Fund 

Prudential  Intermediate  Global 
Income  Fund 

Prudential  International 
Bond  Fund 

Prudential  Municipal  Bond  Fund 

-  High  Income  Series' 

Prudential  Municipal  Bond  Fund 

-  Insured  Series 

Prudential  National 
Municipals  Fund 

And  ask  about  our  state-specifit 

:  municipal  bond  funds. 

For  mort'  complete  information,  including  sales  charges,  management  fees  and  expenses,  obtain  a  prospectus  by 
calling  the  number  below.  Please  read  it  carefully  before  you  invest  or  send  money. 


Tap  the  expertise  of  a  world-class 
management  team.  With  over  $36  billion 
in  bond  and  money  market  fund  assets', 
Prudential  is  a  recognized  leader  in  domestic 
and  international  investing.  Combining  extensive 
economic  research  and  credit  analysis,  our 
investment  team  brings  investors  a  broad 
array  of  bond  fund  choices. 


To  find  out  more  about 
Prudential  bond  funds,  call  today. 

1-800-THE-ROCK 

ext.  1 535 

Or  visit  us  at  www.prudential.com 


if  Prudential 

investments 


hares  of  ttie  Funds  are  distributed  by  Prudential  Investment  Management  Services  LLC,  member  SIPC,  751  Broad  Street,  Newark, 
IJ  07102,  a  subsidiary  of  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102.  'Investing  in  foreign 
;curities  presents  certain  unique  risks  such  as  currency  fluctuations  and  political  and  economic  changes,  and  is  subiect  to  greater 
olatility.  **lncome  for  some  investors  may  be  subject  to  the  Federal  Alternative  Minimum  Tax  (AMT).  'Government  guarantees  are  not 
5sociated  with  the  value  of  the  Fund's  shares  and  apply  only  to  the  underlying  securities  of  the  Fund's  portfolio.  "High  yield  bonds,  also 
nown  as  "junk  bonds,"  are  subject  to  additional  risks  which  may  result  in  greater  share  price  volatility.  'As  of  6/30/98. 
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YOUR 
TYPICAL  EUSINES 


il 


(Smoothus  Talkus  Reptilius) 


It  make  any  sudden  moves.  Keep  your 
open.  And  trust  your  instincts.  That's 
best  advice  we  can  give  to 
cone  looking  for  ' 
w  business  manage- 
t  system.  At  Lawson 
vvare,  we  encourage 
to  take  your  time,  ask 
I  of  questions  and  talk  to  ^  '^if" 
:urrent  customers  of  every ''^'^^^j^  , 
Avare  provider  you're  considering, 
out  whether  those  features  you  saw 
e  demo  are  actually  up  and  running 
where.  Ask  how  long  their 
ementations  took.  Ask 
It  service  and  support, 
v^hat  happened  when  they 
red  an  upgrade.  And,  of 
e,  ask  about  the  product.  Is 
:hitecture  capable  of  handhng 


require  all  new  desktops  to  do  so?  Are 
the  applications  fully  integrated?  Process 
oriented?  Web  accessible?  The  answers 

may  surprise  you. 
7  Lawson  Software's 
enterprise  financials, 
human  resources, 
procurement  and  supply 
chain  process  suites  lead  the 
.  industry  in  providing  innovative 

ways  to  gather,  process  and  access 
information.  We  were  the  first  to  utilize 
web  technology,  enabling  our  customers 
to  share  vital  information  more  freely 
anci  cost-effectively.  Our  Self-Evident 
Applications'"  practically  eliminate 
%       training  costs.  And  our  people 
are  known  for  their  accessibility 
and  straightforwardness.  In  other  words, 
we  don't  bite. Visit  Lawson  Software  at 


www.lawson. com/guide  or  call  ]-80()-477-1357. 
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THE  BALTIMORE  CASE 

A  Trial  of  Politics,  Science,  and  Character 

By  Daniel  J.  Kevles 

W.  W.  Norton  •  509pp  •  $29.95 


WITCH  HUNT  IN 

THE  GROVES  OF  ACADEME 


In  1986,  David  Baltimore,  a  Nobel 
piize-winning  biologist  at  the  Mass- 
achusetts Institute  of  Technology, 
was  working  on  a  vitally  important 
question  conceniing  the  human  immime 
system:  How  does  it  build  defenses 
against  microbes  it  has  never  seen  be- 
fore? Baltimore  was  widely  admired  as 
a  brilliant  scientist  and  an  influential 
teacher.  He  was  also  known  to  be  aiTO- 
gant  and  uncompromising.  "David's 

strong  point  is  not  humility  He  has 

an  enormous  amount  of  hubris,  but  I 
know  few  people  more  entitled  to  it," 
one  scientist  said. 

As  events  began  to  unfold  in  May, 
1986,  Baltimore's  hubris  would  intensify 
a  scientific  dispute  that  would  eventual- 
ly lead  to  a  bitter  lift  with  some  of  his 
oldest  and  closest  ftiends,  cost  him  one 
of  the  nation's  most  prestigious  science 
posts,  and  thi'eaten  to  destroy  his  ca- 
reer. Before  it  was  over,  the  Baltimore 
case,  as  it  came  to  be  known,  would 
become  the  focus  of  a  punishing,  bare- 
knuckled  congi-essional  investigation  and 
spark  a  criminal  investigation.  A  repre- 
hensible episode  in  the  histoiy  of  Amer- 
ican science,  the  case  dragged  on  for 
10  years  before  coming  to  an  abnapt 
and  sui-prising  end. 

As  Daniel  J.  Kevles  recounts  in  The 
Baltimore  Case,  the  stoiy  began  with 
Margot  O'Toole,  a  young  scientist  do- 
ing research  in  the  lab  of  Thereza  Iman- 
ishi-Kari,  one  of  Baltimore's  MIT  col- 
leagues. Imanishi-Kari,  Baltimore,  and 
others  had  published  a  paper  in  the 
journal  Cell  with  unexpected  findings 
on  how  the  immune  system  rearranges 
itself  to  produce  antibodies  against  a 
microbial  invader  it  is  seeing  for  the 
first  time.  O'Toole  was  tiying  without 
success  to  repeat  aspects  of  the  reseai'ch 
when  she  .stumbled  across  data  scrawled 
in  a  laboi'atory  notebook  that  suggested 
to  her  the  Cell  study  was  wTong.  Before 
long,  O'Toole  came  to  believe  that  the 


errors  were  deliberate.  What  had  be- 
gun as  a  question  of  en*or  became  an  al- 
legation of  fi'aud  and  scientific  miscon- 
duct directed  at  Imanishi-Kari. 

The  charges  were  examined  by 
researchers  at  mit  and  at  Tufts  Uni- 
versity, where  Imanishi-Kari  had  been 
offered  a  job  as  an  assistant  professor. 
In  the  course  of  those  discussions, 
Imanishi-Kari  discovered  that  there 
were  several  mistakes  in  the  paper,  al- 
though none  of  them  affected  its  con- 
clusions. Baltimore  suggested  experi- 
ments that  might  be  done 
to  settle  the  questions. 
The  case  then  caught  the 
attention  of  the  NIH,  which 
funded  much  of  Balti- 
more's research.  O'Toole 
continued  to  press  for  a 
fuller  investigation.  Two 
self-styled  fraud-busters  at 
the  NIH,  Ned  Feder  and 
Walter  W.  Stewart,  took 
the  matter  to  Capitol  Hill, 
where  they  discussed  it 
with  aides  to  Representa- 
tive John  D.  Dingell  (D- 
Mich.),  a  pugnacious  righter 
of  wrongs  who  relished  uncovering 
abuses  involving  taxpayers'  money.  Bal- 
timore soon  found  himself  defending 
Imanishi-KaiT  and  her  research  in  the 
naked  light  of  a  full-scale  Dingell  inves- 
tigation. Dingell  referred  the  case  to 
the  U.  S.  Attorney  in  Maryland,  and 
Imanishi-Kari  faced  the  possibility  of 
criminal  charges. 

In  The  Baltimore  Ca^e,  Kevles,  a  his- 
torian at  the  California  Institute  of 
Technology,  also  becomes  a  righter  of 
wrongs.  He  shows,  in  unrelenting  de- 
tail, how  the  case  spun  out  of  control, 
tiUTiing  a  dispute  over  minor  eirors  and 
differing  intei^Dretations  into  a  modern- 
day  witch  hunt. 

Kevles  spreads  the  blame  around.  A 
scorching  nih  condemnation  of  Iman- 


ishi-Kari and  Baltimore  was  based  o  1'^^' 

innuendo  and  heai"say,  Kevles  says.  Fu) 

theiTnore,  Imanishi-Kari  and  Baltimoi 

had  none  of  the  due-process  protectior 

they  would  have  had  in  a  court  of  la^ 

Dingell's  investigators,  Kevles  say 

tainted  the  investigation  with  prei 

leaks.  And  the  press  simply  regurgit: 

ed  what  it  was  handed,  without  prob: 

the  merits  of  the  case. 

In  the  midst  of  all  of  this,  Baltimoi 

was  named  president  of  Rockefeller  Uij 

versity  in  New  York,  one  of  the  natioiL 

leading  research  universities.  A  littf 

more  than  a  yeai"  later,  however,  he  w; 

forced  to  resign  when  he  lost  the  suppo  jp'ff 

of  a  cincial  segment  of  the  senior  facult  ' 

Throughout  the  10-year  ordeal,  Kevl  pdon 

notes,  Baltimore  received  almost  no  su  fi  A 

port  from  his  scientific  colleagues.  Sori  itaiitly 

of  his  closest  friends  turned  against  hii  ff  teckii 

denouncing  him  in  public.  Miicliiv 

The  sad  episode  finally  came  to  lieoiee. 

end  in  1996,  when  an  NIH  appeals  parif'iispecte 

dismissed  all  charges  and  castigated  iiieadiiie 

own  investigative  offici  s  the  ( 

Baltimore  became  a  s«!fcoijpiii 

sort  of  hero,  praised  for  lliled  Pocl 

steadfast  defense  of  his  flafetcliii 

less  powerful  colleagWE 

Imanishi-Kari  was  belatelstrmroad 

ly  awarded  tenure  at  Tuflioer  the ; 

Baltimore,  who  returned  Ittiat  m; 

MIT  after  resigning  t|  conipot 

Rockefeller  Universif systM, ' 

presidency,    was  namlliijlkj'aKj 

president  of  the  Califonlibt  bleej 

Institute  of  Technology  lines  intr 

1996.  (Kevles  began  wcStt  taj,]; 

on  the  book  and  publishiSiey 

his  view  of  the  case  in  l^ktt  ei 

New  Yorker  before  Baltimore  came    pay  pi,,- 

Caltech.)  l.itice  d;| 

Kevles'  story  is  sometimes  ovf  iystens 

whelmed  by  detail,  but  it  eloquen|,iii!ipjtj[||j 

drives  home  the  point  that  "a  great  M  laptop  fr,(j 

justice  was  pei-petrated  in  the  namefuited  j( 

scientific  integrity,"  as  he  puts  it.  Baifr  ff^j, 

more's  reputation  is  now  largely  *,vieii((jj 

stored,  but  the  lingering  question^iaiitgjjij^ 

whether  his  defiance,  his  unwillingnSi,  amj  :^ 

to  compromise,  might  have  prolonjj^  i;etj|jj] 

the  sad  affair.  Those  qualities  senltfj^jpy 

him  well  in  science — but  perhaps 

so  well  in  the  Baltimore  case.         i v,. 

PAULRAEBUlfc,,,^.,^^ 

Raebimi,  BUSINESS  week's  senior  mi!}i^^ 

itor  for  science  and  technology,  covet'j^^  .  ^ 

the  Baltimore  case  for  the  AssocUmik 
n.  „  ^r-^adi 

r1  ess.  ^Km»  t»  j'  ^ 


KEVLES  SHOWS,  IN  UNRELENTING  DETAIL,  HOW 
THE  BALTIMORE  CASE  SPUN  OUT  OF  CONTROL 
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STEPHEN  H.  WILDSTROIVI  

4TCHING  E-MAIL 
N  THE  FLY 


V  PocketMail 
ices  allow  you  to 
{ up  messages 
n  any  telephone 

epend  on  E-mail  to  run 
ly  life.  As  a  result,  I'm 
jiistantly  on  the  prowl 
ew  technology  to  keep 
1  touch  when  I'm  away 
the  office.  I  never  would 
suspected  my  search 
1  lead  me  to  a  throw- 
to  the  dawn  of  the 
h\e  computer'  era,  a  ser- 
alled  PocketMail.  With 
an  fetch  mail  from  any 
I  lone. 

eran  road  warriors  will 
1  V-ber  the  acoustic  cou- 
f   that  connected  early 
computers   to  the 
system.  The  couplers 
;  bulky  and  cranky  de- 
that  bleeped  mo 
ines  into  a 
.  mne  handset. 
.1  tb.ey  worked 
(  where,  even 
he  pay  phones 
office  digital 
systems  that 
compatible  with 
^  laptop  modems, 
updated  acoustic 
u  r    from  startup 
K  t  Science  is  built  into 
about  6  inches  long, 
|j,  and  %  in.  thick.  The 
'cketMail  product,  the 
rtable  E-Mail  Device 
$100,  plus  $9.95  a 
for   mail  service), 
be  available  in  the 
.  mid-October;  the  $129 
a   Electronics  TelMail, 
j  adds  an  address  book 
1  lendai-  to  E-mail,  ships 
^  ember. 

[  !g  either  model  to  ex- 
mail  is  simple.  You 
f  PocketMail  server's 


toll-fi-ee  niunbei',  press  a  but- 
ton, and  place  the  phone 
against  a  receptacle  under- 
neath the  base  of  the  Pocket- 
Mail device.  With  a  series  of 
boops  and  bleeps,  the  unit 
sends  messages  and  retrieves 
mail  waiting  on  the  server. 
Tlie  coupler  adjusts  to  handle 
a  variety  of  handsets.  In 
my  tests,  only  my  Motorola 
MicroTac  didn't  work. 

In  this,  its  first  incarnation, 
PocketMail  (v^'ww.pocketmail. 
com)  has  a  lot  of  drawbacks. 
The  Sharp  and  JVC  displays 
are  readable  but  small.  Build- 
ing an  adch-ess  list  and  en- 
teiing  messages  using  the 
tiny  keyboard  is  tedious. 

A  bigger  drawback  is 
that  you  can  communicate 
only  with  PocketMail's 
servers,  which 


slow,  equivalent  to  about  a 
2,400-bit-per-second  modem 
in  my  tests.  Memory  is  a 
scanty  128  kilobytes,  so  indi- 
vidual messages  are  hmited 
to  4  Kb,  and  you  can't  read 
any  attachments  to  the  E- 
mail  you  get.  I  also  found  the 
controls  on  both  the  JVC  and 
Shai"p  versions  awkward. 

Nonetheless,  this  is  a 
promising  technology.  I 
would  like  to  see  PocketMail 
capabilities  added  to  other 
devices.  I  think  3Com's 
PalmPilot  with  Pocket- 
Science  technology  would  be 
easier  to  use  than  the  dedi- 
cated PocketMail  devices 
that  I  tried.  Including  Pock- 
etMail in  handheld  comput- 
ers based  on  Windows  CE 
would  increase  the  useful- 
ness of  the  devices  and  give 
PocketMail  better  E-mail 
software.  Even  a  standard 
laptop  with  PocketMail  is  an 
intriguing  possibility. 


SHARP'S 

TELMAIL:  It  adds 

an  address  book  and 
calendar  to  E-mail,  and 
will  ship  ill  Novemher 


means  mail  has 
to  be  sent  to  an  adch'ess 
at  pocketmail.com.  If  you  usu- 
ally get  your  mail  tlii'ough  an 
Internet  service  provider, 
PocketMail  can  collect  your 
messages  from  other  ac- 
counts. But  if  you  get  mail 
on  a  coi-porate  system  behind 
a  fire  wall,  you  will  have  to 
foi"wai"d  your  messages  to  the 
PocketMail  account.  Most 
mail  systems  can  be  set  up 
to  do  this  automatically. 

PocketMail  is  a  work  in 
progi'ess.  Ti-ansmissions  are 


Another  appealing  idea 
for  corporations  to  run 
their  owm  PocketMail  serv- 
ers. This  would  allow  mobile 
workers  direct  access  to 
then-  coi-porate  mail  accounts 
without  the  hassles  of 
forwarding. 

Getting  mail  on  the  go  is 
increasingly  a  business  ne- 
cessity. Even  in  its  present, 
flawed  incarnation,  Pocket- 
Mail is  a  useful  tool  for  some- 
one who  needs  to  read  mail — 
especially  short  messages 
— anytime,  anywhere.  And 
the  technology  has  the  po- 
tential to  get  a  lot  better 


BULLETIN  BOARD 


THE  INTERNET 
BROWSE  SMARTER 

Communicator  4.5,  set  for 
release  on  Oct.  19,  is  a  wel- 
come update  of  Netscape 
Communications'  Web  brows- 
er and  E-mail. 
The  main  change 
in  the  browser  is 
a  feature  Net- 
scape calls 
"smart  brows- 
ing." When  you  type  in  a  Web 
address,  it  makes  an  intelli- 
gent stab  at  what  you  are  try- 
ing to  do,  even  if  you  don't 
get  it  quite  right.  So  if  you 
type  in  "micorsoft,"  it  will  fig- 
ure out  that  you  probably 
want  www.microsoft.com.  It 
doesn't  succeed  all  the  time, 
but  it  can  help.  And  once  you 
open  a  Web  page,  a  new 
"What's  related"  button  offers 
links  to  similar  sites.  The 
biggest  changes  are  in  Mes- 
senger mail.  A  return  to  a 
three-pane  display,  aban- 
doned in  the  shift  from  ver- 
sion 3.0  to  4.0.  lets  you  see 
message  headers,  the 
current  message, 
and  a  list  of  folders 
^  on  the  same  screen. 
^  You  can  move  mes- 
sages by  dragging 
them  to  a  folder  or  to  the 
trash.  The  size  and  placement 
of  the  three  panes  are  easily 
adjustable,  and  you  can  have 
version  4's  two-pane  display 
if  you  prefer.  Addressing  mes- 
sages IS  also  much  improved: 
The  program  automatically 
searches  both  your  personal 
address  book  and  an  online 
directory,  such  as  a  corporate 
directory  server,  for  address- 
es. If  it  finds  more  than  one 
matching  what  you  have 
typed,  you  can  click  the  cor- 
rect choice  from  a  list. 
Communicator  4.5  will  be 
available  for  free  download 
from  home.netscape.com. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


THE  GLOBAL  MELTDOWN: 
WHAT  TO  DO  NEXT 


PRIORITIES: 

Major  reform 
will  take  time. 
Meanwhile, 
cut  rates  in 
the  U.S.  and 
Europe,  buoy 
Japan's  banks, 
ease  IMF 
austerity, 
and  extend 
new  loans 


Laura  D'Andrea  Tyson  is  dean 
of  the  Haas  School  of  Business  at 
the  University  of  California  at  Berkeley 
and  was  President  Clinton's 
chief  economic  adviser. 


What  caused  the  Asian  financial  crisis? 
Right  after  it  ignited  in  Thailand  in 
July,  1997,  the  Asian  economies 
were  seen  as  the  culprit,  paiticulai'ly  by  West- 
ern investors  who  suffered  huge  losses  in 
Thailand,  Korea,  and  Indonesia.  In  a  remark- 
able about-face,  many  of  the  world's  most  so- 
phisticated financial  institutions  and  market 
pundits  who  had  hailed  the  Asian  economic 
miracle  began  complaining  about  Asian  ci'ony 
capitalism.  Never  mind  that  per-capita  in- 
come soared  seven  times  in  Hong  Kong  and 
South  Korea  and  4!^  times  in  Malaysia,  Thai- 
land, and  Indonesia  during  the  previous  30 
years— an  unprecedented  accomplishment  in 
econoinic  history.  Never  mind  that  these  coun- 
tries had  followed  textbook  models  of  eco- 
nomic development,  with  balanced  budgets, 
conservative  monetary  policy,  high  savings, 
and  market  liberalization. 

Today,  the  "blame  Asia"  explanation  has  a 
decidedly  hollow  ring  following  Russia's  dra- 
matic default,  the  virtual  disappearance  of 
risk  capital  in  emerging-market  economies, 
and  the  neai-  collapse  of  the  hedge  fund  Long- 
TeiTn  Capital  Management.  Now  that  a  glob- 
al liquidity  crisis  thi-eatens  to  thi'ow  the  world 
economy  into  recession,  attention  is  shifting 
from  the  stnactural  weaknesses  of  emerging- 
market  economies  to  the  structural  weak- 
nesses of  the  international  financial  system. 
And  criticism  has  shifted  ft-om  the  follies  of 
borrowers  to  the  follies  of  lenders. 
PANIC  ATTACKS.  President  Clinton  has  de- 
scribed the  swift  and  unanticipated  flight  of 
private  capital  out  of  the  emerging-market 
economies  as  analogous  to  banlc  lams  on  entii'e 
economies.  This  is  an  apt  analogy  in  light  of 
the  fact  that  many  of  the  economies  that 
have  suffered  the  gi*eatest  traumas  are  small- 
er than  the  global  financial  institutions  that 
lent  them  billions  in  short-term  money.  With 
the  benefit  of  hindsight,  it  is  painfully  obvious 
that  there  was  nothing  in  the  cuiTent  inter- 
national financial  system  to  prevent  either 
the  excessive  buildup  of  short-temn  boiTowing 
when  capital  was  pouring  in  or  the  credit 
crunch  that  strangled  emerging-market 
economies  when  capital  hemon-haged  out. 

So  what  can  be  done  to  contain  the  reces- 
sionaiy  forces  that  have  now  been  unleashed 
and  prevent  futui'e  bank  loins  on  whole  coun- 
tries? Given  the  precariousness  of  current 
conditions,  the  world  community  should  heed 
the  advice  of  James  D.  Wolfensohn,  the  head 


of  the  World  Bank,  to  focus  on  efforts  > 
ameliorate  the  immediate  crisis.  Although  i- 
forms  of  the  international  financial  systei 
are  necessary,  they  will  take  consideral 
time  to  design  and  implement.  The  co- 
tentious  discussions  of  preliminary  propos;; 
at  the  recent  annual  meetings  of  the  Woii 
Bank  and  International  Monetary  Fund  i- 
dicate  that  the  refoiTn  process  will  be  pa' 
ly  slow. 

PROMISING  STEPS.  Immediate  action  is  w 
ranted  on  several  fronts:  cuts  on  inter 
rates  by  the  U.  S.  and  Eui-ope,  an  inftision 
new  reserves  into  Japan's  troubled  commer 
banking  sector,  a  further  easing  of  IMF  a 
terity  conditions  in  emerging-mar 
economies,  and  the  extension  of  new  loa 
Recent  decisions  by  both  the  Federal 
serve  and  the  Bank  of  England  to  red 
short-term  interest  rates  and  Japan's  of 
to  extend  $30  billion  in  additional  loans 
the  Asian  economies  ai'e  promising  first  ste 
A  credible  adjustment  package  for  Bra 
would  help  rebuild  investor  confidence. 

Two  kinds  of  reform  should  receive  t^ 
priority  in  remaking  the  international  financ 
system.  First,  emerging-market  econom 
must  develop  tr-anspar-ent,  supervised  finan 
institutions,  monitored  by  either  the  IMF 
the  Bank  for  International  Settlements, 
veloped  countries  should  mount  a  progrtl 
of  technical  and  financial  assistance  to  help  j 
this  essential  task. 

Second,  as  the  U.  S.  has  pr-oposed,  the  i- 
ternational  system  must  fashion  some  kil 
of  contingency-loan  facility  that  can  be  quit,? 
ly  mobilized  by  countries  pur'suing  sound  pc| 
cies  to  resist  sudden  speculative  r-uns.  A- 
mittedly,  the  wisdom  of  such  a  proposl 
hinges  on  prior  agr-eement  about  what  cc; 
stitutes  "sound  policies"  and  "tur'bulent"  mi, 
ket  conditions.  Reaching  agreement  on  thel 
controversial  issues  should  be  the  flr-st  ordi 
of  business.  Had  such  a  contingency-loan  j 
cility  been  available  during  the  summer  f 
1997,  the  crisis  that  began  in  Thailand  coil' 
have  been  contained  instead  of  spreading  ai 
threatening  the  entir"e  world  economy.  It  3 
equally  sobering  to  note  that  Japan's  pr-opc- 
al  for  a  new  $100  billion  fund  to  combat  ci- 
rency  contagion  in  Asia  last  year-,  whir 
Washington  defeated,  could  have  had  tJ 
same  effect.  But  there  is  no  time  to  lamet 
the  might-have-beens  of  the  past.  The  tasks  f 
the  future  demand  our  attention. 
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SEE  ALL  THE  WAV5  IT  PAV5  TO 
SET  METLIFE  FOR  BUSINESS. 


•  Auto  &  Homeowners 
Insurance 

•  Hyatt  Legal  Plans^ 

•  Non-Qualified  Executive 
Benefits 

•  Defined  Contribution 
Programs/401  (k) 

•  Defined  Benefit  Plans 


75  years  of  institutional 
investing.  $330  billion 
in  assets  under 
management.** 


Plans  for  every  business. 
Even  small  businesses. 


America's 
fastest- 
growing 
major 
401  (k) 
provider.* 


voluntary  benefits 


The  source  to 
support  diverse 
employee  needs. 


•  Guaranteed 
&  Non-Guaranteed 
Investment  Products 


Instant  online 
information  for 
you  and  your 
employees. 


Contact  your  broker,  consultant,  MetLlfe 
account  representative,  or  call  toll-free: 

Our  Life  Advice™  education  series  helps  1  877-MET-BtoB 

employees  make  sense  of  it  all.  C  877-638-2862) 

MetLif^ 

'  www.metlife.com/business 

"Source:  Access  Research,  Inc.  1997.    ** As  of  12/31/97.  +  Subject  to  .ipproval  in  some  states. 

Group  insurance  products  and  annuities  issued  by  Metropolitan  Lite  Insurance  Company.  Auto  and  Homeowners  Insurance  underwritten  by  MetropoIit.in  Property  and  C?.isualt\ 
Insurance  Co.  ,ind  Affili.«cs.  Wiraick.  R.I.  ©1998  Metropolitan  Life  Insurance  Co.  NY,  NY.  PEANUTS  ©United  Fe.iture  Syndicate,  Inc.  H9804WDB  (exp0499)  MLIC-LI) 
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4  T  H  L  E  T  E  S 


Indiana  has  been  home  to 
some  of  America's  greatest  sports  teams  for 
more  than  a  century.  Maybe  it's  because 
Hoosiers  are  naturally  competitive.  Or  maybe 
it's  because  the  local  fans  are  so  supportive. 
Whatever  the  reason,  teamwork  is  one  of  the 


Motor  Manufac, 

^0\J"  'Og 


'ndiana.  USA 

qualities  that  has  made  their  state  great.  And 
it's  definitely  one  of  the  reasons  Indiana  was 
chosen  as  the  site  of  Toyota's  major  new  U.S. 
vehicle  manufacturing  plant. 

By  the  time  it's  fully  opera- 
tional, Toyota  Motor  Manufacturing,  Indiana  will 
have  the  capacity  to  produce  1  50,000  vehicles 
per  year  The  2.300  new  jobs  created  here 
will  raise  Toyota's  direct  U.S.  employment 
to  more  than  25,000.  Now  that's  what  we 
call  an  expansion  team. 

As  a  company  which  does 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs 
and  standards  of  all  of  our  drivers.  That's  why, 
in  25  countries  around  the  world,  Toyota  vehi- 
cles are  being  manufactured  by  the  same 
people  who  drive  them  -  local  people. 

Sure,  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  builds  growth 
and  competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit  means 
to  Toyota.  It's  how  we  play  the  game. 

TOYOTA  People  Drive  Us 


Economic  Trends 


BY  GENE  KORETZ 

IT  S  NOT  Jl  ST 
SOCIAL  SECl  RITY 

Seniors'  medical  bills  keep  soarmg 

I:  is  a  pai~adox  whose  implications  pei-- 
haps  only  an  economist  can  fully  ap- 
preciate: Older  Americans  ar^  leading 
ever  longer  and  healthier  lives,  and 
costs  of  many  treatments  for  illness  are 
falling.  Yet  health-cai-e  outlays  for  the 
elderly  continue  to  rise  fai"  faster  than 
economic  gi-owth — at  a  pace  that 
promises  over  the  next  few  decades  to 
eat  into  the  li^^ng  standai"ds  of  many  se- 
nioi"s  and  to  shaiuen  tensions  between 


HEALTH  CARE'S  FUTURE 
800-POUND  GORILLA 


HEALTH  oinurs 

20  —  PER  OLDER 
PERSON' 
15  


APERtaroFas> 


retirees  and  yoimger  workers,  whose 
taxes  help  cover  their  medical  bills. 

"Although  people  justifiably  won-y 
about  Social  Secui-ity,"  says  Mctor  R. 
Fuchs  of  Stanfoi*d  University,  "pajing 
for  old  folks'  health  cai-e  is  the  real  SOO- 
poLmd  goiiUa  facing  the  economy." 

In  a  new  study.  Fuchs  assesses  the 
problems  that  he  ahead.  Based  on  re- 
cent health-spending  gix)\\'th  ti-ends  and 
Census  Bureau  projections — that  the 
Go-and-older  crowd  will  expand  from 
lS'~c  of  the  population  today  to  16.5<~f  by 
2020 — he  estimates  that  the  shai-e  of 
gross  domestic  product  devoted  to 
health  cai^e  for  the  elderlv  could  double 
by  2020.  L  :  '  \  ■ 

Even  ir  .\  spending  stays 

at  aiT)und  lu'  c  oi  'jiir.  that  impUes  that 
the  nation's  total  health-cai'e  biU  would 
rise  fi-om  14*^  of  GDP  in  1996  to  about 
20^f  by  2020.  By  conti-ast.  in  almost  all 
major  industrial  nations  except  the 
U.  S..  total  health  spending  for  eveiy- 
body  snll  amounts  to  no  more  than  10*^ 
of  GDP — and  usually  less.  And  in  many 
of  these  nations,  the  elderly  ah'eady 
represent  I6'~c  of  the  j'opulation. 

Indeed.  Fuchs  notes  ;hat  it's  not  main- 
ly tlie  gi-o\\th  in  seni  r  i-anks  or  in 


longe\ity  that  explains  his  projections, 
but  the  lise  in  oldstei-s"  medical  bflls.  up 
at  neai-ly  a  ■i'~c  real  annual  pace  over 
the  past  decade.  At  that  rate,  he  esti- 
mates that  health-cai-e  spending  per  se- 
nior wiU  soar  fixim  S9j2()0  in  1995  to  al- 
most §25.000  (in  1995  dollai-s)  in  2020— a 
Itike  that  would  strain  the  resomx-es  of 
both  the  government  and  senioi-s  them- 
selves, who  on  average  shoulder  over  a 
thii"d  of  their  own  health  bUls. 

Senioi"s  ai-e  spending  more  on  health 
care  because  of  the  spectacular  success 
of  new  medical  technology-  and  drags, 
which  often  enhance  the  quality  of  peo- 
ple's Hves  even  if  they  have  little  ef- 
fect on  moitaUty.  As  prices  of  new 
treatments  come  down,  they  become 
more  -nidely  used,  adding  to  total  spend- 
ing. IMean while,  pricey  technological  ad- 
vances move  thi-ough  the  pipeline.  "It's 
an  uni"elenting  process."  says  Fuchs. 

It's  also  ultimately  tmsustainable.  Oth- 
er counmes.  notes  Fuchs.  slow  the  pace 
of  technological  change  and  diffusion  by 
setting  limits  on  fimding  and  on  ehgi- 
bHity  for  procedm*es.  Such  methods,  he 
believes,  are  probably  unstiited  for 
America's  indi\idualistic  society. 

A  more  Hkely  tack,  he  says,  is  to  raise 
incentives  for  people  to  save  and  keep 
working  in  later  years  so  that  they  can 
pay  more  of  theii*  medical  biUs.  Another 
idea  might  be  a  tax-financed  progi-am  to 
pro\ide  all  .Americans  \\ith  vouchei-s  to 
buy  basic  covei"age  that  they  c-ould  add  to 
if  they  wanted  to  avail  themselves  of 
new.  costly  treatments. 

"One  way  or  another."  says  econo- 
mist Fuchs.  "America  will  have  to  tam.e 
the  health-care  gorilla." 


A  GOOD  SPELL 
IN  THE  CLINK 

New  laws  may  deter  some  crimes 

Do  "thi-ee-stiTkes"  laws  and  other 
measures  that  boost  the  sentences 
meted  out  to  repeat  ciiminals  tend  to 
reduce  ciime  mainly  by  keeping  people 
locked  up.  or  does  the  threat  of  harsher 
punishment  actually  induc-e  many  would- 
be  pei-petrators  to  abstain  fi-om  com- 
mitting ci-imes'? 

In  a  i-ecent  National  Bm-eau  of  Eco- 
nomic Reseaifh  study,  economists  Daniel 
Kessler  and  Steven  D.  Le^itt  seek  to 
answer  this  question  by  compaiing  the 
rates  of  Climes  aifected  by  Cahfomia's 
Pi'oposition  8  with  those  of  similai* 
ci-imes  not  affected  by  the  law. 

Proposition  S.  which  was  passed  and 
went  into  effect  in  19S2.  i-aised  sentences 


by  up  to  five  yeai*s  for  criminals  with 
pre\ious  felony  offenses  such  as  homi- 
cide, rape,  robbery,  assault  with  a  gun, 
and  bui'glaiy  of  a  residence.  But  it  did 
not  c-over  such  sunilai-  ciimes  as  laix-eny, 
auto  theft.  bui*glaiy  of  a  nom-esidence, 
and  assault  without  a  fli-eai-m. 

In  the  two  yeai'^  before  the  law 
passed,  repoit  the  i-eseai-chei-s.  all  of  the 
Climes  it  covered  were  increasing  in 
number — as  were  most  of  the  similar 
dimes  that  it  didn't  cover.  In  the  years 
just  after  the  law  passed,  however,  all 
covered  ciimes  plunged  di^amaticaUy, 
down  14Q  on  avei-age.  vs.  a  drop  for 
the  unc-overed  ones.  ^Moreover,  by  1985, 
covei-ed  aimes  wei-e  down  by  about  20%, 
compared  with  an  average  4.6'~c  ina"ease 
in  similar  unc-overed  aimes. 

Since  people  sentenced  to  longer 
terms  under  the  new  law  would  have 
gone  to  piison  anyhow,  with  no  imme- 
diate impact  on  ciime  rates,  the  two 
economists  conclude  that  Pi*oposition  8 
has  had  a  strong  deteiTent  effect  on 
covei"ed  ciiminal  acti\ity.  And  that,  they 
say.  suggests  that  in  many  cases  'thi-ee- 
strikes"  laws  and  other  sentence  "en- 
hancements" may  be  more  cost-effec- 
tive than  many  people  believe. 


SHIFTING  TRAVEL 
COSTS  FOR  EXECS 

Some  cities  are  a  lot  cheaper  now 


For  U.  S.  executives  traveling  abi-oad 
figming  the  tab  for  expenses  is  get 
ting  a  lot  hai-der.  Due  to  cuirency  shifts 
per  diem  rates  have  often  been  chang 
ing  dramatically.  In  its  latest  sui-%'ey  o 
food  and  lodging  rates  in  100  cities 
Runzheimer  International  foimd  tha: 
Tokyo  has  dixipped  fi-om  Xo.  2  in  cost; 
last  veai".  to  16th.  ^» 


Other  cities  that 
have  fallen  fi-om 
the  top  10  thij 
year  (where  per 
diem  tabs  range 
fix»m  S31S  to  -<47l' 
include  Prag".:- 
and  Taipei. 

The  cheapest 
city  in  the  sui-\"ey 
is  Hamilton.  On- 
tario, with  per 
diem  costs  of  §97. 
Among  other  bai-- 
gains  are  Bangkok 
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More  space. 
Our  new  First  and  Business  Class. 


Personal  space.  Having  more  to  claim  as  your  own 
is  especially  valuable  w/hen  you  travel.  So,  as  part 
of  our  new  First  and  Business  Class,  we're  adding 
more  space  between  the  seats  on  most  long-distance 
flights.  50%  more  leg  room  in  Business  Class  and 
over  twice  as  much  in  First  Class.  With  room  to  relax, 
business  travel  becomes  infinitely  less  stressful. 
And  less  stressful  travel  is  exactly  what  people  have 
come  to  expect  from  Lufthansa. 


STAR  ALLIANCE 

The  airline  network  for  Earth. 


Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you 
can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More' 
or  United  Mileage  Plus,-  in  accordance  with  the  terms  and 
conditions  of  the  programs. 
www.lut1hansa-usa.com 
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Kelly  Management 
Services ' 


Kelly's  experts  will  offer  cost-effective  solutions  to  your  human  resources, 
payroll,  and  workers'  compensation  needs.  That  should  have  you  feeling  better  fast. 
For  information,  call  1-888-GO-KELLY,  or  visit  us  at  www.kellyservices.com 
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HE  CREDIT  SQUEEZE 
S  STARTING  TO  PINCH 

eavier  borrowing  costs  are  another  weight  on  the  economy's  shoulders 


us.  ECONOMY 


CREDIT  SPREADS 
WIDEN  SHARPLY 

YIELD  SPREAD  BETWEEN 
BAA-RATED  CORPORATE 
BONDS  AND  30-YEAR. 
TREASURIES 


In  one  crucial  way,  the  coming 
economic  slowdown  is  similar 
those  of  the  past:  Credit  is  getting  tighter.  The  big 
ference  is  that  the  Federal  Reserve  did  not  trigger 

2  tightening.  This  time,  with  a  nudge  from  cWllier  fi- 
ncial  conditions  abroad,  the  financial  markets  them- 
Ives  did  the  dirty  deed. 

Nevertheless,  the  impact  on  the  U.  S.  economy  will 
the  same.  Domestic  demand  in  ci-edit-sensitive  sec- 
•s — capital  spending,  consumer  outlays  for  big-ticket 
ms,  and  housing — will  take  the  biggest  hit.  Also, 

3  $1.5  trillion  loss  in  net  wealth  since  mid-July  will  be 
t  to  some  extent  in  overall  consumer  spending  and 
using.  Even  Federal  Reserve  Chairman  Alan 
eenspan  recognized  that  the  sharp  runup  in  stock 
ices  "has  been  a  major  factor  galvanizing  consumer 
penditures  and  holding  up  housing  sales."  Now, 
)ugh,  some  of  that  support  is  gone. 

The  current  credit  squeeze 
and  loss  of  wealth  are  two 
reasons  some  economists  are 
raising  the  probability  of  a  re- 
cession in  their  1999  forecasts. 
Use  of  the  "R"  word  still 
seems  premature,  but  clearly, 
all  eyes  will  be  watching  the 
data  for  signs  of  just  how 
much  the  economy  is  slowing. 
What  should  grab  the  biggest 
attention?  The  indicators  on 
ure  domestic  demand.  Such  diverse  data  as  capital- 
)ds  orders,  jobless  claims,  consumer  confidence,  and 
rtgage  applications  will  be  the  numbers  to  watch. 

lY  HAVE  FINANCIAL  CONDITIONS  changed  so 

irply?  After  years  of  soaring  stock  prices  and  free- 
zing credit,  investors  suddenly  decided  that  the 
rid  was  a  much  riskier  place  than  they  had  thought 
art).  Greenspan  himself  has  acknowledged  that  the  fi- 
icial-market  imbalances  arose  in  large  part  because 
estors  had  begun  to  underestimate  gi'eatly  the  risk 
Delated  with  stocks  and  bonds. 

far  back  as  December,  1996,  when  Greenspan 
?stioned  the  stock  market's  "irrational  exuberance," 
concern  was  based  on  the  fact  that  various  mea- 
es  of  risk  tolerance,  including  yield  spreads  and  eq- 
/  premiums,  had  fallen  to  negligible  levels.  A  com- 
ation  of  Asia's  crisis,  sagging  U.  S.  profits,  the 
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Russian  debt  default,  and  U.  S.  political  uncertainty  is 
what  woke  investors  up. 

What  is  happening  now,  Greenspan  says,  "is  a  major 
shift  toward  risk  aversion  pretty  much  throughout  the 
world."  At  the  same  time,  commei'cial  banks  are  start- 
ing to  tighten  up  what  had  been  fairly  lax  lending 
standards,  especially  for  businesses.  The  result:  The 
cost  of  capital  is  rising  on  two  fronts.  Borrowing  in  the 
credit  markets  is  more  expensive,  and  amid  sagging 
stock  prices,  equity  capital  is  dearer  as  well. 

The  credit  squeeze  shows  up  in  the  yield  spreads  be- 
tween corporate  debt  issues  and  riskless  Ti-easury 
bonds.  For  example,  the  spread  between  moderately 
risky  BAA-rated  corporates  and  30-year  Treasuries 
has  soared  in  recent  weeks  to  levels  not  seen  since  the 
1990-91  recession.  The  spread  even  for  top-quahty 
AAA-rated  corporates  has  widened.  The  AAA  yield 
has  declined,  but  Ti*easuries  have  fallen  much  more. 

THE  HIGHER  COST  OF  CAPITAL  makes  capital 

spending,  a  key  force  in  this  business  cycle,  the  most 
vulnerable  sector  in  the  economy  right  now.  That's 
especially  true  since  weak  profits  continue  to  limit 
the  abihty  of  companies  to  finance  their  equipment  and 
construction  projects  internally. 

How  companies  place  new 
ordei-s  will  contain  the  most  in-    ANOTHER  GOOD  QUARTER 
foiTnation  on  how  much  dam-      FOR  MOST  RETAILERS 
age  this  unwinding  of  financial-        re^l  nonauto 
market   excesses   is   doing.        retail  sales 
Through  August,  capital-goods 
orders  have  been  holding  up. 
But  the  critical  months  are 
those  upcoming,  as  businesses 
digest  the  latest  round  of  fi- 
nancial-market tightening. 

The  other  cmcial  sector  is, 
of  course,  household  spending.  As  they  almost  always 
do,  consumers  will  deteiTnine  the  degree  of  the  econo- 
my's slowdown.  They  have  lost  some  confidence,  but  as 
strong  September  car  buying  and  a  rise  in  retail  sales 
show,  they  are  still  shopping  (chart).  September  retail 
buying  rose  0.3%,  and  third-quarter  real  consumer 
spending  appears  to  have  gi'own  at  a  sohd  3%  pace. 

Amid  excellent  income  growth  and  big  wealth  gains 
from  the  past  surge  in  stock  prices  and  mortgage 
refinancings,  households  have  been  able  to  handle  fair- 
ly high  debt  burdens  and  an  extremely  low  savings 
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rate.  Also,  while  debt  service  costs  for  installment 
debt  as  a  percentage  of  income  have  climbed  far  above 
the  late-  1980s  level,  overall  debt  service  is  below  the 
1980s  peak,  because  the  carrying  cost  of  mortgage 
debt  has  declined  sharply  in  the  1990s. 

However,  lost  wealth  ah'eady  appears  to  be  affecting 
upper-income  consumers.  September  chain  store  results 
showed  considerable  sales  weakness  among  upscale  re- 
tailers. Discounters,  meanwhile,  posted  strong  gains,  re- 
flecting the  lower  importance  of  stock  market  gyi'ations 
to  most  middle-income  households,  as  well  as  the 
strongest  growth  in  production  workers'  real  wages 
since  the  1970s.  Pay  is  up  4%,  with  inflation  i-unning 
less  than  2%. 

Because  paychecks  are  much  more  ci-ucial  to  this 
segment  of  households,  the  labor  markets  will  remain 
central  to  the  consumer  outlook.  The  key  indicator  to 
watch  is  weekly  initial  claims  for  unemployment  in- 
surance. Despite  the  September  slowing  in  payroll 
gains,  new  claims  thi-oughout  September  remained  at 
the  lowest  level  since  1989.  Claims  are  sensitive  to 
economic  tirnis,  and  they  will  provide  an  early  warning 
if  job  growth  is  slowing  sharply. 

THE  FINAL  SECTOR  that  is  always  vulnerable  to  a 
tightening  of  financial  conditions  is  housing.  Support- 
ive financial  conditions,  including  stock  market  gains 
and  cheap  mortgage  financing,  have  upheld  gains  in 
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A  CUT,  A  PALPABLE  CUT 


IS  THIS  HOUSING'S 
UST  HURRAH? 


homebuilding  and  sales  that  have  been  far  and  above 
what  demographics  projected  to  be  possible.  The 
prime  home-buying  age  group  has  shrunk  sharply  in 
recent  years,  but  homebuilding  in  the  fii'st  half  rose  a1 
the  fastest  pace  in  four  years. 

With  mortgage  rates  still 
very  low,  reflecting  the  drop  in 
Treasmy  yields,  housing  should 
hold  up  farrly  well  in  coming 
months.  But  the  summer  of 
1998  was  probably  housing's 
last  hun-ah.  Two  key  indicators 
will  point  the  way  in  coming- 
months:  weekly  mortgage  ap- 
plications and  the  monthly  sur- 
vey of  homebuilders'  assess- 
ments of  mai'ket  conditions.  In 
the  most  recent  week,  ending  Oct.  9,  apphcations  t( 
buy  a  home  shot  up  12.9%,  to  a  record  high  (chail).  Ii 
addition,  weekly  applications  to  refinance  soared  28.7% 
also  to  a  record  high. 

Tlie  ongoing  tightening  of  credit  conditions,  at  least  th 
way  in  which  this  one  has  come  about,  is  highly  unusua 
in  economic  history.  Greenspan  said  flatly:  "I  have  neve 
seen  anything  Hke  this."  What  we  can  bet  on  is  that  tb 
U.  S.  economy  will  slow.  By  how  much?  For  that  on€ 
keep  one  eye  on  the  financial  mai'kets,  and  the  other  a 
the  data.  I 
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In  an  effort  to  stave  off  reces- 
.sion,  the  Bank  of  England 
joined  the  ranks  of  interest-rate 
cutters.  On  Oct.  8,  it  dropped  its 
benchmark  rate  by  a  quarter 
point,  to  7.25%,  days  after  similar 
cuts  by  the  Federal 
Reserve  and  the  Bank 
of  Spain  and  just 
hours  after  Denmark 
tnmmed  rates.  The 
BOE  move,  the  first  in 
two  years,  was  fol- 
lowed by  rate  cuts  in 
Portugal  and  Ireland. 

In  its  pohcy  state- 
ment, the  BOE  said  de- 
teriorating global  con- 
ditions meant  that  the  outlook  for 
demand  and  output  has  "weak- 
ened." Already,  British  purchasing 
managers  say  that  manufacturing, 
especially  the  high-tech  sector,  has 
been  shrinking  for  six  months,  a 
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victim  of  falling  export  demand. 
Industrial  pi'oduction  fell  0.4%  in 
August,  while  past  hikes  in  mort- 
gage rates  have  slowed  home- 
building. The  Ti-easuiy  has  cut  its 
real  gross  domestic  product  fore- 
cast for  1999  to  show 
growth  of  1%,  a  sharp 
revision  from  the 
1.75%  to  2.25%  pro- 
jected last  March. 
Real  GDP  is  still  ex- 
pected to  grow  2%  to 
2.5%'  this  yean 

Consumer  demand 
is  beginning  to  slow, 
although  special  fac- 
toi"s  are  distorting  re- 
cent data.  First,  cold  weather  this 
summer  boosted  demand  for  food 
and  clothing  compared  with  a 
year  ago.  Second,  the  September 
figures  are  skewed  because  shops 
closed  for  part  of  last  September 


following  the  Princess  of  Wales' 
death.  Consumer  confidence,  how- 
ever, is  starting  to  crack  as  con- 
cerns about  global  uncertainties 
outweigh  the  security  of  growing 
incomes  and  tight  job  markets. 

The  BOE  had  leeway  to  cut  be- 
cause inflation  has  become  less  of 
a  threat.  Core  retail  prices,  which 
exclude  mortgage  interest  pay- 
ments, were  increasing  as  much 
as  3.2%  in  the  year  ended  in  May, 
but  they  were  up  just  2.5%  in 
September  (chart),  equaling  the 
bank's  target  rate.  Producer 
prices  paid  at  the  factory  gate  fell 
0.1%  in  September  and  rose  0.3% 
from  a  year  ago,  the  lowest  annu- 
al rate  in  38  years.  Extremely  low 
inflation,  along  with  the  dowTishift 
in  growth  prospects,  should  give 
the  BOE  ample  room  to  cut  rates 
further,  perhaps  again  in  this 
quarter. 
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Most  firewalls  are  like  bullet-proof  vests.  That's  the  problem. 
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Enter  ths  Gountlst  Active  Pirewoll.  ever  wonder  if  your  firewall  really  works?  and  how  would  yqu  know  before  it's  too  late?  All  of 

THOSE  NAGGING  gUESTIONS   ARE  EASILY  ANSWERED  WITH    NETWORK  ASSOCIATES'    PATENT  PENDING    GAUNTLET  ACTIVE   FIREWALL  TECHNOLOGY. 

Intrusion  Detection  S  UntiVirUS  Built  Right  In.  CYBERCOP  scanner,  our  vulnerability  assessment  module,  tunes  gauntlet  BY  SIMULATING  AN 
ACTUAL    HACKER    ATTACK    AND    CRACKING    PASSWORDS    INSIDE    YOUR    NETWORK.    TOGETHER    WITH    WEBShiELD    (ANTIVIRUS    PROTECTION  FOR 

Internet  gateways).  Gauntlet  Active  Firewall  provides  the  only  complete,  integrated  security  solution  available  today. 

The  Product  of  Choice,  gauntlet  and  network  associates  are  the  choice  of  the  us  military  and  the  intelligence  community, 
not  to  mention  being  the  world  leader  in  security  software.  We  offer  a  complete  family  of  Net  Tools  network 
security  and   management  suites,   making  us  the  only  company  to  choose  when   security   really  matters. 

Call  BDa-332-gg66,  dept.   \'B4Z  for  our  White  Paper  '^^^ 
ION  Active  Firewall  Integrated  Security  Solutions  or  visit  us  at  www.nai.com.Now 

^^^^  ABBDCIATES 

THAT'S    BULLET-PROOF    PROTECTION    YOU    CAN    ALWAYS    COUNT   ON.    HASTA    LA    VISTA,  HACKERS.   

Who's  watching  your  network 
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II  exiraierresirials  can  track  ihe 
economic  anxiety  level  of  Planet 
Eanh  from  the  far  reaches  of 
space,  they  n^ay  have  detected  just 
a  slight  easing-  in  recent  days.  They 
may  have  observed  that  the  fall  of  the 
U.  S.  dollar  has  worked  a  bit  like  an 
em.ergenrv-  valve,  releasing  some  of  the 
dangerous  pressure  that  hias  been  build- 
ing as  emerging  miarkeis  cratered  and 
investors  poured  into  the  safety  of  the 
gi-eenback  and  U.  S.  Treasuries. 

But  Toll  the  relief  be  lasting?  The 
currency  realignment,  though  driven 
largely  by  technical  factors,  does  reflect 
something  new  about  the  relative  ec-o- 
nomic  strength  of  the  U.  S..  Japan,  and 
the  European  Union  and  the  consequent 
expectations  for  lower  global  interest 
i-ates.  Certainly,  the  rem.a!-kable  U.  S. 
exTiansion  th^t  propeUed  the  dollar  sk;.-- 
ward  is  showing  signs  of  fatigue,  and 
the  Fed  is  flirting  with  m.ore  cut5  on 
top  of  the  quarter-point  reduction  of 
Sept.  29.  At  the  same  time,  the  steady 
Continental  economies,  especially  Ger- 
many, look  like  relatively  safe  havens. 
Europe,  excluding  Britain,  is  running  a 
-?10Cl  billion  current-acc-C'Unt  surplus,  jus- 
tining  strengthering  of  the  mark. 
French  franc,  and  Dutch  guilder 

.■\nd  maybe,  just  maybe,  the  yen  will 
be  able  to  hold  on  to  some  of  the  ground 
it  h^  retaken — arising  from  as  low  as 
147  to  the  dollar  on  Aug.  S  to  as  high  as 
111  on  Oct.  S.  Tokjxi  has  nnaDy  floated  a 
credible  plan  to  fix  its  crippled  banking 
sector.  It  also  is  lining  up  S54  billion  in 
new  pubhc-works  spending  and  tax  cuts 
to  ease  the  stnig  of  its  worst  postwar  re- 
cession. "For  the  iirst  time,  there  are 
sigTiS  of  hope"  c-oning  out  of  Japan,  sug- 
gests Lav.Tence  A.  Bossidy.  chairman 
b^r.  ::  :r^r:  -rXrCUtive  of  AlliedSign-al  Inc. 
CHINA  FACTOR.  Not  that  an\-hing  is 
settlea.  The  c-arrencies  ai-e  still  adj'ost- 
ing.  seeling  a  new  equilibrium,  ilany 
economists  are  looking  for  a  yen-dollar 
rate  of  between  125  and  130.  That 
would  still  be  enough,  they  say.  to  take 
the  pressure  off  other  Asian  currencies 
and  avoid  com.]>etitive  devaluations,  es- 
pecially by  China. 

■■"^Miat  people  are  worried  about  is 
145.  a  level  that  is  considered  unstis- 
tainable.  especially  if  the  global  econo- 
my weakens  ninher."  says  Da\id  ^\yss. 
chief  economist  at  Standard  i  Poor's 
"If  it  goes  back  to  that  level.  we'D 
likely  see  China  go.  which  would  trig- 
ger a  second  round  of  devaluations 
th-TCiugh  Asia."  But  if  the  yen  holds  at 
around  130.  '"no  one  "rtU  be  unhappy." 
he  concludes. 

Certainly  not  the  Treasur."  or  the 
Federal  Reserve,  where  omcials  call 
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the  greenback  a  major  "transmission 
channel"  for  its  attempts  to  ease  and 
bolster  a  slowing  economy.  A  cheaper 
dollar  means  cheaper  exports,  which 
could  help  restore  gi'owth  in  manufac- 
turing (page  36). 

In  fact,  Japan  would  be  ecstatic  if 
the  dollar  wei'e  to  stabilize  at  a  slightly 
weaker  level  than  its  cuiTent  119.  As 
the  yen  strengthens,  Japanese  corpora- 
tions lose  profits.  Toyota  Motor  Corp., 
for  instance,  had  based  its  financial  plan- 
ning and  eai'nings  foi-ecasts  on  an  aver- 
age yen-dollar  rate  of  125.  At  119,  Toy- 
ota has  seen  its  theoretical  profits 
decline  from  its  forecast  by  60  bilhon 
yen,  or  $504  milHon. 

But  the  stronger  yen  is  good  news 
for  the  rest  of  Asia.  Indeed,  on  Oct.  12, 
Pacific  Rim  markets  rallied  on  bets  that 
a  stronger  yen  would  boost  Asian  ex- 
ports by  taking  the  heat  off  other  re- 
gional currencies,  particu- 
larly the  Chinese  yuan  and 
Hong  Kong  dollar.  Hong 
Kong  Financial  Secretary 
Donald  Tsang  even  said 
that  if  the  yen-dollar  rela- 
tionship doesn't  revert  to 
earlier  levels,  "we  are  now 
nmning  toward  the  end  of 
[Asia's]  economic  crisis." 

If.  The  yen  could  still  fall 
back  to  where  it  was — or 
lower  One  of  the  big  rea- 
sons for  the  dollai''s  precipi- 
tous dive  was  a  sudden 
need  by  hedge  fimds  to  get 
out  of  then-  leveraged  short 
positions  on  the  yen — forc- 
ing them  to  sell  doUai-s  and  buy  yen.  But 
that  phenomenon,  says  Michael  Rosen- 
biu'g,  head  of  international  fixed-income 
research  at  Mernll  Lynch  &  Co.,  was  a 
"one-off  shock  to  the  system."  His  pre- 
diction: "The  dollai'  should  come  roaiing 
back" — plunging  the  yen  to  around  160 
by  March  1999. 

Yen  bears  have  a  compelling  case. 
Despite  the  new,  improved  bank-rescue 
plan  that  would  include  $510  billion 
worth  of  government  money,  the  out- 
look for  the  Japanese  economy,  corpo- 
rate earnings,  and  the  Nikkei  is  pretty 
dreadful.  After  contracting  0.7%  last 
year,  the  economy  is  likely  to  tumble 
2%  this  year,  and  government  officials 
concede  it  could  tank  again  in  1999. 

Even  now,  it's  far  from  clear  Tokyo 
can  avoid  bank  failures  and  perhaps  a 
full-blown  financial  panic.  Restoring 
banks  to  full  health  will  take  years — not 
months.  Nor  are  the  new  spending  and 
tax  cuts  likely  to  have  impact  until  well 
into  next  year.  Salomon  Smith  Barney 
figures  they  would  add  maybe  0.6  per- 


centage point  to  1999  gross  domestic 
product  but  not  enough  to  avoid  reces- 
sion. "I  don't  think  there  is  one  magic 
wand  to  cover  all  of  oui-  problems,"  con- 
cedes Ichizo  Ohara,  a  top  economic  ad- 
viser to  Prime  Minister  Keizo  Obuchi. 

The  outlook  for  key  European  cur- 
rencies— and  the  new  eiu*o — is  even  less 
clear  J.  P.  Morgan's  chief  global  ciu'ren- 
cy  strategist,  Avinash  Persaud,  thinks 
the  dollar  will  be  dragged  lower  vs.  the 
European  currencies  as  foreign  money 
exits  U.  S.  equity  markets.  The  dollar, 
he  adds,  will  also  come  under  pressure 
from  the  U.  S.  trade  deficit,  likely  to  hit 
$234  billion  this  yean  Officially,  the  new 
European  Central  Bank  says  the  cui'- 
rent  level  of  the  dollar  "is  not  a  cause 
for  concern."  But  come  Januaiy,  when 
the  ECB  takes  charge,  the  betting  is 
that  it  will  push  down  a  newly  con- 
verged   interest    rate    for   the  11 
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economies  it  oversees  to  just  below  the 
German  benchmark  rate  of  3.3%.  That 
would  nudge  the  euro  dowTi  against  the 
dollar,  and  help  European  exporters. 

Of  coui'se,  the  Fed  has  a  lot  more 
room  than  either  the  ecb — which  is  de- 
fending a  new  cmi'ency — or  the  Bank  of 
Japan,  which  has  already  cut  rates  to 
0.25%  .  If  the  Fed  cuts  again  to  avert  a 
recession,  the  dollar  will  look  a  lot  less 
attractive. 

CLEAR  DANGER.  But  such  cuts  might 
only  be  justified  if  a  U.  S.  recession  be- 
comes a  clear  and  present  danger.  And 
that  would  spell  trouble  for  the  global 
economy:  If  the  U.  S.  slips  into  reces- 
sion, global  growth  would  dip  below 
2%. — for  the  first  time  since  1982.  In 
that  scenario,  there  is  little  hope  for  re- 
covery for  Japan  and  the  rest  of  East 
Asia.  As  it  is,  only  two  countries  in 
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Asia,  China  and  Taiwan,  will  generate 
positive  gi'owth  tliis  year.  Imagine  what 
would  happen  next  year  if  the  U.  S. 
coiild  absorb  only  a  tiickle  of  East  Asian 
imports?  Even  without  a  recession,  a 
less  robust  dollar  makes  imports  more 
costly.  "Whatever  joy  these  economies 
get  from  weaker  currencies  against 
the  yen  would  be  lost  fi-om  a  big  con- 
traction in  global  demand,"  says  Leliman 


Brothers  Inc.  economist  Russell  Jones. 

So  maybe  the  best  that  can  be  hoped 
for  now  is  a  stretch  of  cuirency  stability 
between  the  dollar,  yen,  and  eui'o.  That 
would  give  the  efforts  by  the  Group  of 
Seven  and  the  International  Monetaiy 
Fund  a  chance  to  take  root.  And  emerg- 
ing nations  would  be  far  less  tempted  to 
manipulate  trade  flows  and  debt  repay- 
ments by  messing  with  their  currencies. 


"To  have  plus  or  minus  10%  change; 
makes  it  difficult  for  all  concerned,"  say 
Douglas  A.  Warner  III,  J.  P.  Morgan' 
chaiiTnan  and  ceo.  Or  to  put  it  anothe 
way:  The  last  thing  a  fraU  global  econc 
my  needs  is  another  psychotic  episode  i 
the  cuiTency  markets. 

By  Brian  Bremrier  in  Tokyo,  wit 
Kerry  Capell  in  New  York  and  Mik 
McNamee  in  Washington 
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By  James  C.  Cooper 

A  NOT-SO-BRAWNY  GREENBACK  TO  THE  RESCUE! 


You  have  to  wonder  if  Federal 
Reserve  Board  Chairman  Alan 
Greenspan  and  Ti-easury  Secre- 
tary Robert  E.  Rubin  are  silently 
applauding  the  dollar's  recent  weak 
ness.  Since  late  August,  the  trade- 
weighted  U.  S.  currency  has 
dropped  10%.  But  a  less 
muscular  greenback  could  be 
the  first  step  toward  world 
financial  market  stability. 

Cleai'ly,  no  policymaker 
wants  a  repeat  of  the  dollar's 
chaotic  Oct.  8  plunge  vs.  the 
Japanese  yen:  As  hedge 
funds  had  to  sell  dollars  to 
cover  bad  bets  on  a  falling 
yen,  the  dollar  sank  9%  in 
that  session.  And  a  stronger 
yen  hmls  Japan's  export 
prospects,  even  as  the  coun- 
try  is  ginpped  by  recession. 
EXPORT  BOOST.  However,  an 
orderly  decline  in  the  dollar 
will  accomplish  several  things 
cincial  to  getting  the  global 
economy  back  on  its  feet. 
Fh'st,  a  weaker  dollar  will 
help  the  U.  S.  economy  by 
lifting  pricing  power  and 
boosting  exports  in  the  haitl-hit  man- 
ufacturing sector.  Also,  it  will  relieve 
pressure  on  economies  with  dollar- 
pegged  exchange  rates,  such  as 
Brazil  and  Hong  Kong.  Plus,  it  will 
lift  the  export  competitiveness  of 
emerging  Asian  nations,  particularly 
South  Korea,  by  providing  a  curren- 
cy advantage  over  Japan.  Finally,  it 
will  help  to  redirect  capital  to  non- 
dollar investments,  a  cimcial  step  in 
restarting  battered  economies. 

A  weaker  dollar  is  justified  by  fun- 
damentals. With  the  Fed  cutting  in- 
terest rates,  and  v«th  prospects  for 
U.  S.  gi'owth  diminishing,  dollar- 
based  investments  are  becoming  rel- 


atively less  attractive.  Also,  the  U.  S. 
cuiTent-account  deficit,  comprising 
the  gaps  in  foreign  trade  and  net  in- 
vestment income,  hit  2.7%  of  gross 
domestic  product  in  the  second  quar- 
ter, a  full  percentage  point  rise  in 


TOKYO  TRADERS:  Heiliji- Jini< spiinrd  dulldr 


the  past  year.  It  is  now  probably 
gi'eater  than  3%  and  approaching 
levels  that  preceded  the  dollar's  de- 
cline in  1985.  The  markets  rarely  al- 
low any  free-floating  cuirency  to  re- 
main sti'ong  when  it  faces  foreign 
obhgations  that  large. 

Moreover,  Japan  may  be  moving 
to  fix  its  banking  system — Japan's 
and  the  world's  No.  1  financial  prob- 
lem. If  so,  Japan  could  begin  its  re- 
tm'n  to  health,  boosting  the  allure  of 
yen  investments.  Also,  a  stronger 
yen  increases  the  import  pui'chasing 
power  of  Japanese  consumers. 

For  the  U.  S.,  a  weaker  dollar  acts 
like  an  easing  of  monetary  policy. 


The  10%  drop,  by  itself,  is  equivalent 
to  a     to  %-point  cut  in  rates  by  the 
Fed.  And  the  stimulus  will  provide 
recession  insurance  by  going  mainly 
to  the  U.  S.  manufacturing  sector, 
where  the  Asian  crisis  has  left  its 
deepest  scars,  including 
weak  pricing  and  profits, 
stagnant  output,  and  layoffs. 

Internationally,  a  weaker 
greenback  will  improve  the 
prospects  of  aUing  foreign 
economies  by  lessening  the 
likelihood  of  speculative  at- 
tacks on  their  currencies.  Pol 
icymakers  have  made  Brazil 
their  first  line  of  defense 
against  further  global  tur- 
moil, and  a  weaker  dollar 
would  take  pressure  off  the 
Brazilian  real.  China  would 
also  be  less  likely  to  devalue. 

A  key  risk  to  this  scenario 
would  be  Japan's  failure  to 
carry  through  with  its  latest 
recovei^y  initiatives,  especial- 
ly the  bank  bailout.  Curren- 
cy markets  would  turn  on 
the  yen,  pushing  the  dollar 

  back  up.  Another  risk  is 

U.  S.  inflation.  After  all,  the  dollar's 
25%  surge  since  1995 — and  the  re- 
sulting drop  in  import  prices — has 
been  a  key  factor  cui'bing  overall  in- 
flation in  a  very  strong  economy. 

But  on  balance,  a  modest  devalua- 
tion of  the  doflar  is  a  welcome  devel- 
opment. Remember,  the  Asian  crisis 
was  first  and  foremost  a  currency 
crisis.  It  was  the  superstrong  U.  S. 
dollai"  that  helped  to  expose  Asia's 
underlying  economic  problems,  lead- 
ing to  the  collapse  of  its  currencies. 
Some  moderation  in  the  dollar  must 
be  a  key  part  of  the  solution. 
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ANAGING 


lUNKERING 
lOWN 

N  A  HURRY 

'aring  a  slowdown,  execs 
e  slashing  costs 

I  uiing  the  long  bull  market,  the  an- 
I  mial  gatherings  of  the  100  top  chief 
'executives  who  are  active  membei's 
he  Business  Council  were  invariably 
>yant  affairs.  But  at  the  conclave  that 
I<h1  Oct.  10  in  Colonial  Williamsbiu'g, 

mood  was  as  dreary  as  the  diizzle 
I  foi'ced  most  CEOs  to  cancel  theii-  golf 
Ill's.  "We're  coming  down  the  other 
'  ( if  the  mountain,"  reported  the  Coun- 

vice-chairman,  J.  P.  Morgan  CEO  Dou- 
-  A.  Wamer  III.  "We  all  agi'ee  [the 
nomy]  is  going  to  slow  down,"  he 
f  'd,  brandishing  a 


'94  '95 
A  PERCENT 


\  t-y   that  found 

■  of  the  Council's 

IS  heMeve  the  glob- 

risis  will  depress 

wth  "through 

4  or  all  of  next 

f."  The  rest  fear 

iiipact  will  extend 

'several  years." 

Sut  now  that  busi- 
■  s   leaders  have 

('(1  their  rose-col- 

i  glasses  and  fo- 
ci on  the  looming 
;  .down,  there  may 
i   reason  to  hope 
!    tliey  can  miniinize  the  damage.  Even 
tier,  whose  firm  is  one  of  the  few 
predicting  an  actual  recession  in 

»,  says  he  is  "stnack  by  the  speed" 

I  which  CEOS  are  responding  to  the 
(  i.uing  environment.  In  mai'ked  con- 
t  t  to  past  slowdowns,  when  C'EOs  often 
t  (1  to  postpone  their  pain,  virtually 
(  "v  day  brings  fresh  amioimcements 
I  !  companies  planning  major  layoffs 
.  restracturings  in  the  aftermath  of  a 
t  I  (juai-ter  that  promises  the  fti-st  ch-op 
i  iiporate  eaiTiings  in  seven  yeai's. 

nd  it's  just  the  first  wave.  As  com- 
i  les  draw  up  then-  1999  budgets,  a 
>  irising  number  are  taking  such  mea- 
s  as  cutting  capital  spending,  reduc- 
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ing  hiring  plans,  or  trimming  other 
spending,  ranging  from  advertising  to 
entertainment.  U.  S.  companies  "vrill  bat- 
ten down  the  hatches,"  predicts  Al- 
liedSignal  Chairman  Lawrence  A. 
Bossidy,  adding,  "I  don't  see  any  reason 
to  postpone  things." 

"EXCEEDINGLY  TOUGH."  But  the  preemp- 
tive moves  cany  then-  own  risks.  If  com- 
panies cut  too  aggi'essively,  they  could 
make  the  downtui'n  worse — by  convinc- 
ing workers  that  theii"  jobs  could  be  the 
next  to  go.  That 
might  curb  consimier 
spending  and  push 
the  U.  S.  into  reces- 
sion. "We  ai'e  enter- 
ing dangerous  terri- 
tory," womes  David 
Wyss,  chief  economist 
at  Standai'd  &  Poor's 

DRI. 

Even  without  a  re- 
cession, business  con- 
ditions "are  going  to 
be  exceedingly  tough 
in  1999,"  warns  Mau- 
reen Allyn,  chief 
economist  at  Scudder, 
Kemper  Investments  Inc.  With  the  U.  S. 
economy  slowing  and  much  of  the  world 
mired  in  recession,  revenue  growth  will 
be  anemic,  under  3%,  she  says.  Mean- 
while, profit  margins  are  shrinking  as 
the  tight  U.  S.  labor  market  forces  com- 
panies to  pay  woi"kers  more.  "We  are 
seeing  aU  the  signs  of  a  profits  scjueeze," 
adds  Ned  Riley,  chief  investment  officer 
at  BankBoston. 

A  key  reason  for  the  pessimism  is  that 
many  U.  S.  companies  ai'e  woiTied  about 
their  ability  to  price  their-  way  out  of 
profit  trouble.  Just  4%  of  the  blue-chip 
companies  surveyed  by  the  Business 
Council  said  they  have  "more  pricing 
power"  than  a  year  ago,  wliile  62%  said 


■  EST- 


they  have  less.  Sure,  a  weaker  dollar 
would  boost  pricing  power.  But  it  hasn't 
yet.  On  Oct.  13,  Eastman  Kodak  Co.'s 
stock  plunged  13%  after  the  photo  giant 
reported  its  thii'd-quaiter  U.  S.  consumer- 
imaging  sales  fell  10%-  to  $849  milhon. 
Kodak  actually  sold  2%  more  film  in  the 
U.  S.  But  the  brutal  battle  with  Fuji 
Photo  Film  Co.  foi-ced  Kodak  to  slash 
its  U.  S.  prices  by  10%.  Now  Kodak, 
which  has  ab-eady  cut  10,000  jobs,  Ls  plan- 
ning to  slash  another  10,000  positions. 

Indeed,  in  this  envir'onment,  CEOs  ea- 
ger to  shore  up  profits  have  few  options 
other  than  cutting  costs.  On  Oct.  8, 
Raytheon  announced  it  would  lay  off 
14,000  employees,  up  from  the  8,700  it 
had  announced  last  January.  And  in 
health  care,  Thomas  F.  Frist  Jr.,  ceo  of 
Columbia/HCA  Healthcare  Coi-p.,  figui-es 
that  25%  of  the  not-for-profit  hospitals 
in  the  U.  S.  ai'e  neai-ly  banknipt,  and  an- 
other 30%'  ai'e  heading  that  way.  As  a  re- 
sult, "I  see  massive  reductions  across 
the  country,  not  just  us,"  he  predicts. 

The  heads  ai'e  rolling  on  Wall  Street 
as  well,  where  thii-d-quaiter  earnings  ai-e 
coming  in  as  much  as  80%  below  yeai*- 
ago  levels.  On  Oct.  13,  Mei-rill  Lynch  & 
Co.  announced  a  5%  payi-oll  cut,  about 
3,400  jobs.  Tough  mai-ket  conditions  "vriU 
delay  the  gi'owth  of  oui-  firm,"  says  ceo 
David  H.  Komansky. 

Most  companies  are  also  putting  cap- 
ital spending  under  the  knife.  Accord- 
ing to  the  Business  Council's  survey, 
64%  of  blue-chip  companies  have  pared 
capital-spending  plans  in  recent  months. 
Merrill,  for  one,  is  planning  to  cut  tech- 
nology spending,  including  axing  900 
consultants.  And  Intel  Corp.  says  it 


companies  cut  too  much,  the  economy  may  get  worse. 
We're  entering  dangerous  territory,"  says  one  forecaster 
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now  expects  capital  spending  to  total 
just  $4.2  billion  this  year,  down  from 
the  $5.3  billion  it  expected  in  Janu- 
ary— and  down  from  the  $4.5  billion  to 
$4.7  billion  it  was  forecasting  just 
weeks  ago. 

COLD  FEET.  Countless  smaller  companies 
ai"e  making  similar  calculations.  Across 
the  economy,  dri  expects  capital  sj^ending 
to  grow  just  4.8%  next  year,  down  fi-om 
11.3%  this  year.  "We're  pulling  in  oui' 
horns,"  says  Chai'les  R.  Patten  Jr,  pres- 
ident of  $29  million  Colfax  Envelope 
Coip.  in  Buffalo  Grove,  ID.  He  is  delaying 
a  $4  million  expansion  plan.  "I'm  con- 
cerned about  the  global  situation,"  he  ex- 
plains. "The  way  I  see  it,  consumer  con- 
fidence is  going  down." 

Executives  everywhere  are  getting 
cold  feet,  it  seems.  Biiuiswick  Coip.  is 
closing  15  bowling  centei-s  in  Asia,  Bi-azO, 
and  EiuTjpe;  moving  assembly  of  bikes 
fi'om  an  Illinois  plant  to  Mexico;  and  cut- 
ting a  thu-d  of  its  distribution  wai-ehous- 
es.  Even  brash  media  mogul  Rupert 
Murdoch  is  exercising  caution.  In  an- 
noimcing  that  he  would  delay  liis  planned 
initial  public  offering  of  Fox  movie  and 
television  interests,  Miu'doch  cited  wor- 
ries about  advertising  spending  in  a 
weaker  economy. 

For  its  part,  ual  Corp.  is  making 
major  changes  in  its  route  stincture  to 
cope  with  the  spreading  crisis.  United  is 
moving  six  of  its  enoiTnous  747s  from 
the  Pacific  to  the  U.  S.  domestic  mai'ket 
by  next  spring  because  they  couldn't 
fill  the  planes  on  Asian  routes.  "We  kept 
looking  at  Japan  and  saying  things 
weren't  as  bad  as  they  looked,"  says 
President  James  E.  Goodwin.  "In  reali- 
ty, they  were  much  worse."  United  is 
also  closely  monitoring  its  least  prof- 
itable U.  S.  routes  so  it  can  pull  out 
quickly  if  revenues  slide. 

To  be  sm'e,  not  eveiyone  is  cutting 
back.  And  demand  for  high-ticket  dis- 
cretionaiy  items  such  as  boats,  motor 
homes,  and  motorcycles  remains  surpris- 
ingly strong.  Consider  Haiiey-Davidson 
Inc.,  which  on  Oct.  13  announced  its 
thu-d-quaiter  net  income  soared  27.4%'. 
Haiiey  predicts  production  will  soai'  10% 
to  163,000  next  year-.  Indeed,  there's  a 
wait  of  up  to  a  year  for  Haiiey's  Road 
King  Classic. 

But  increasingly,  such  companies  are 
the  exceptions.  For  too  many  others, 
the  glory  days  of  the  past  seven  years 
are  now  passing  into  distant  memory — 
crowded  out  by  the  reality  of  a  more 
challenging  and  dangerous  future. 

By  William  C.  Symonds  in  Boston, 
with  Lorraine  Woellert  in  Colonial 
Williamsburg,  Richard  M.  Melcher  in 
Chicago,  and  bureau  reports 


SUDDENLY,  IT  /5  A  SMALL  WORLD 
-FOR  PROFITS 


It  has  been  a  busy  month  for 
Michael  D.  Eisner.  Promoting  his 
new  book.  Work  in  Progress,  the 
Walt  Disney  Co.  chairman  has 
dashed  from  Katie  Couric  to  Charlie 
Rose  and  on  to  other  talk-show 
hosts.  Then  his  pilot  headed  Mickey 
One  to  Atlanta  for  the  opening  of 
Elaborate  Lives,  the  Disney  musical 
based  on  the  opera  Aida. 

Most  recently,  Eisner's  itinerary 
turned  decidedly  less  festive.  With 
Disney  expected  to  announce  annual 
ear-nings  growth  of  3%  or  less  in  ear*- 
ly  November,  Eisner  headed  for  a 
strategy  meeting  vrith  two  dozen  top 
executives  at  his  far-m  in  Saxons  Riv- 
er, VeiTnont.  There 
they  sur-veyed  the 
damage  that  Dis- 
ney has  suffered 
from  the  Asian 
meltdowTi — and 
braced  for  slower 
U.  S.  gr-owth.  Despite 
such  popular  summer 
movie  r-eleases  as 
Mulan,  Disney's  film 
unit  is  facing  lower 
earriings.  And  its  abc 
network  is  expected  to 
earTi  less  than  $200  mil 
lion,  down  fi-om  $490 
milUon  in  1996.  Now, 
for  the  fir-st  time  in  year's.  Team  Dis- 
ney is  being  told  to  find  ways  to  trim 
spending. 

OPPORTUNITY?  But  Disney  dares  not 
cut  too  deeply.  Like  other  media  gi- 
ants, it  is  r-acing  to  str'engthen  its 
brands  in  an  increasingly  fi-agmented 
media  and  entertainment  market. 
"The  world  economy  hit  a  speed 
bump,"  Eisner  said  on  the  The  Char- 
lie Rose  Show  on  Sept.  24.  "That 
causes  one  of  two  things:  no  sleep,  or 
opportunity.  So  I  chose  ojjpcrtunity." 
Disney  contends  that  its  troubles  ar'e 
mainly  the  result  of  Asia's  woes, 
which  have  hmt  sales  ther-e. 

But  analysts  say  the  pr-oblems  go 
deeper.  One  example:  Disney's  film 
division  spent  a  hefty  $80  million- 
plus  to  make  and  mar-ket  Six  Days, 
Seven  Nights,  starling  Harrison  Ford 
and  Anne  Heche.  So  despite  grossing 
$74  million,  the  movie  is  unlikely  to 
be  pr"ofitable.  Mulan  was  a  hit,  but 


DATA  WALT  DISNEY  CO.. 
NATIONSBANC  MONTGOMERY  SECURITIES 


"Mulan  vdll  do  less  than  half  what 
Lion  Kiyig  did — good,  but  not  the 
home  r"un  this  company  needs  right 
now,"  says  John  Tinker,  a  media  ana- 
lyst for  NationsBanc  Montgomery 
Securities.  Analysts  expect  Disney's 
creative  unit,  which  includes  the  stu- 
dio and  consumer  pr  oducts,  to  earn 
roughly  $1.6  billion  this  year,  down 
fi-om  $1.9  bilUon  in  1997. 

Disney  has  already  shaved  about 
$500  million  in  armual  costs  fi-om  its 
film  studio  by  reducing  the  number  of 
films  it  makes  and  seeking  partners. 
Capital  Cities/ABC  pared  an  estimated 
$30  miUion  fi-om  its  budget  and  has 
frozen  hiring  and  bonuses.  "I  have  the 
greatest  respect  for 
Michael  Eisner  and 
his  ability  to  find  a 
way,"  says  Viacom 
Inc.  Chair-man 
Simmer  M.  Red- 
stone. But  "they  defi- 
nitely have  some  prob- 
lems at  ABC  and  in  the 
for-eign  mar-kets." 
RESISTANCE.  The  Ver- 
mont powwow,  says  one 
knowledgeable  sour-ce, 
included  reviews  of  oth- 
er plans — including 
whether  to  keep  open- 
ing a  new  Disney  Store 
weekly  for  the  next  year-,  abc  is  also 
talking  to  Time  War-ner's  cnn  about 
sharing  the  costs  of  news  gathering. 

Some  of  Disney's  moves  have  met 
with  resistance.  Customers  com- 
plained loudly  when  Disney  tried  to 
delay  the  opening  of  some  Disney- 
land rides  to  midday.  And  Eisner 
himself  raised  a  firestor-m  of  protest 
by  suggesting  that  abc  affiliates 
might  have  to  pay  for  the  added 
costs  the  network  took  on  when  it 
r-enewed  its  National  Football 
League  contract. 

Still,  Eisner  is  pushing  ahead  on 
other  fi'onts.  The  company  is  aggres- 
sively expanding  on  the  Net,  and  it's 
spending  an  estimated  $1.4  billion  to 
build  a  California  Adventm-e  theme 
park  alongside  Disneyland  in  Ana- 
heim, Calif.  But  the  Mouse  King- 
dom's business  plan  for  dicey  times 
r-emains  a  work  in  pr-ogr-ess. 

By  Ronald  Grover  in  Los  Angelei 
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:gal  affairs 


GREAT  BIG  TRIAL 
i  A  GREAT  BIG  HURRY 

S.  vs.  Microsoft  will  sail  by-and  the  company  isn't  happy 
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here's  always  a  frenzy  before 
lawyers  go  to  trial.  But  with  only 
(lays  to  go  before  Judge  Thomas 

liii'ld  Jackson  was  scheduled  to  call 

opening  statements  in  U.S.  vs.  Mi- 

sn/i',  lawyers  at  Microsoft  Coi"p.  head- 

lilers  in  Redmond,  Wash.,  and  in  the 

I  t  Is  of  the  Justice  Dept.  were  setting 

I  l  ecords  for  pretrial  jamming.  That's 

surprise  to  legal  experts.  "There  is 

iring  normal 

>ut  (this  case)," 

-   Stephen  M. 

vin,  an  antitrust 

;ator   at  New 

•k's  Axxin,  Vel- 

)  &  Harkrider. 

Nil,  indeed. 

L!X'  Jackson  has 

le  siire  of  that. 

'  moment  he  got 
case  in  May,  he 

I  both  sides  he 
'  ;  determined  to 

■ainline  the  pro- 
;  ; lings.  They 
1  lid  have  five 
'  iths  to  gather 
I  lence  and  be  al- 
I  ed  just  12  wit- 
1  -;es  each.  "Full- 
I  monopolization 
-  are  usually 

isured  in  years, 
1  months,"  notes 
.  dn.  If  all  goes 
;  irding  to  Jack- 
;  s  plan,  this  one 
f  lid  wrap  up  in 
II  eight  weeks — 
1  time  than  it 
t  's  to  whip  up  a  new  web  browser. 

.nd  that's  the  point.  The  fii-st  major 
;  i  i'ust  ti-ial  of  the  Internet  Age  will  be 
1  il  on  Internet  time.  Why?  So  that 
\  n  a  decision  is  finally  handed  down, 
t  (■  may  be  hope  that  it  wUl  have  some 
1  \  ance  in  the  quickly  changing  indus- 
t  lliat  would  be  the  reverse  of  the 
!  .ureat  information-technology  case, 
1  vs.  IBM.  It  was  filed  in  1969  and 
(  lissed  in  1982 — by  which  time  most  of 
t  i.ssues  were  moot  and  IBM  had  gone 


from  the  unquestioned  leader  to  a  giant 
under  assault  by  smaller  companies. 

That  just  won't  do  these  days,  when 
Internet  years  are  counted  like  dog 
yeai's.  With  each  passing  week,  millions 
of  copies  of  Windows  98  will  be  sold, 
each  with  technology — Microsoft's  Inter- 
net Ex^plorer  browser  and  its  variation  of 
Sun  Microsystems  Inc.'s  Java — that,  Jus- 
tice claims,  is  being  marketed  in  a  way 


at  a  cost — and  Microsoft  ai'gues  that  cost 
is  justice.  The  company  says  that  the 
tight  schedule  leaves  its  lawyers  little 
time  to  prepare  a  defense,  especially 
since  the  government  was  still  introduc- 
ing new  evidence  just  1 1  days  before  the 
tiial  was  scheduled  to  start.  On  Oct.  8, 
Justice  added  two  new  witnesses — an 
Apple  Computer  Inc.  executive  and  a 
Sun  executive — who  will  testify  in  place 
of  an  economist  and  a  customer. 
"POP  QUIZ."  Microsoft  sought  a  two-week 
postponement,  but  on  Oct.  13,  Jackson 
denied  the  request — as  he  has  denied  its 
previous  requests  for  more  time.  "Ap- 
pai'ently  the  government  thinks  a  feder- 
al antitrust  case  should  be  a  pop  quiz 
rather  than  a  careftil  examination  of  the 
issues,"  gripes  Mark  Murray,  a 
spokesperson  for  Microsoft. 


£.  BARRETT  PRETTYTSAKK 
Ut^ITED    STATES    COURT'  HOViS^ 

HOW  TO  STREAMLINE  A  TRIAL  FOR  INTERNET  TIME 


The  trial  is 
scheduled  to 
begin  just  5  months 
after  Justice  and  20 
states  filed  suit. 


Each  side  is 
limited  to  12 
witnesses,  compared 
to  scores  of  witness- 
es in  the  IBM  case. 


J Direct  witness  testimony  will 
be  submitted  in  written  form  to 
the  judge,  with  only  opening  state- 
ments, cross  examinations,  and 
redirect  to  take  place  in  open  court. 

Internet  zone 


that  squelches  rivals.  For  example,  as 
Microsoft  has  tied  its  Explorei'  bi'owser 
more  intimately  to  Windows,  Netscape 
Communications  Corp.  has  seen  its 
browser  share  drop  off.  "There's  a  limit- 
ed window  of  opportunity  for  these  prod- 
ucts to  take  off  and  succeed,"  says  Caii 
B.  Shapiro,  a  professor  of  economics  at 
the  University  of  CaUfoinia  at  Berkeley. 
"If  that  window  closes,  antitrust  has 
failed  to  do  its  job." 

But  the  expediency  of  the  case  comes 


Even  some  Microsoft  critics  are  sym- 
pathetic. Says  Samuel  Miller,  a  San  Fran- 
cisco lawyer  who  played  a  key  role  in 
Justice's  1994  probe  of  Microsoft:  The 
defendant  is  "always  scrambling  to  keep 
up  with  what  the  plaintiff  is  doing." 

Government  lawyers,  however,  sug- 
gest Microsoft  is  just  stalHng,  and  that  it 
has  had  plenty  of  warning  about  what  is 
coming,  particulaiiy  in  the  case  of  Sun 
which  has  been  fighting  Microsoft  in  civ- 
il coiut.  And  in  recent  weeks  Microsoft  in 


Vlicrosoft  argues  that  the  trial's  schedule  leaves  it  little 
time  to  prepare  a  defense.  Critics  say  it's  stalling 
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fact  has  embai'ked  on  its  owii  new  fact- 
finding mission,  subpoenaing  new  evi- 
dence ffom  competitors  as  well  as  fi-om 
the  authors  of  a  book  about  Netscape — 
an  effort  that  ended  when  a  Boston 
judge  loxled  that  Microsoft  would  not  be 
peiTnitted  to  subpoena  confidential  notes. 

The  fast  pace  doesn't  help  the  P^eds, 
either.  Most  experts  agi'ee  that  the  gov- 
ernment's broad-based  case  will  be  hai'd 
to  pull  off.  "Tliere  is  a  chance  that  theii- 
case  udll  look  supeificial,"  says  William  E. 


Kovacic,  a  professor  of  antitmst  law  at 
George  Washington  University. 

Indeed,  Jackson  must  strike  a  delicate 
balance  between  justice  and  speed,  since 
the  verdict  could  have  a  far-reaching 
impact  on  the  evolving  Net  software 
market.  "The  danger  here  is  that  by 
proceeding  too  rapidly,  the  tiial  could 
set  a  precedent  for  industiy  regulation 
that  stifles  innovation  ancl  ultimately 
damages  the  economy,"  says  Roger  Mc- 
Namee,  president  of  Integi'al  Paitnere,  a 


Silicon  Valley  venture-capital  firm 
Of  course,  that's  exactly  what  Justice 
claims  is  the  result  of  Microsoft's  allegec 
monopoly.  So,  the  government  is  bettinj 
big  here.  Under  the  legal  piinciple  of  res 
judicata,  Justice  will  basically  be  baiTe( 
from  ever  attacking  Microsoft  on  th( 
same  facts  again.  "Tliis  is  theii-  one  bit( 
at  the  apple,"  says  Kovacic.  So  the  cas^ 
better  have  teeth. 
By  Amy  Corfese  and  Mike  France  ii 
New  York,  with  Steve  Hamm  in  San  Mate* 


SUN  TAKES  THE  STAND 


When  the  Justice 
Dept.  sued  Microsoft 
Corp.  in  May,  Exliibit 
A  w'as  the  softwai'e 
giant's  behavior  in  the 
browser  wai's — specif- 
ically Microsoft's  "ty- 
ing-" aiTangements  to 
force  computer  makers  to  use  its 
browser.  That  pait  of  the  case  is 
shaky  after  an  appeals  comt  i-uled 
that  bundling  the  browser  with  Win- 
dows 95  was  legal.  So,  as  the  trial 
gets  under  way — on  Oct.  19, 
bailing  last-minute  delays — 
Justice  will  focus  on  another 
alleged  pattern  of  anticompet- 
itive behavior:  Microsoft's  ef- 
forts to  derail  Sun  Microsys- 
tems Inc.'s  Java  language. 

Justice  hasn't  suddenly  dis- 
covei'ed  Java,  which  was  in 
the  original  suit.  And  the  core 
of  the  case  is  still  alleged  an- 
ticompetitive acts  invoking 
rival  browser  maker  Netscape 
Communications  Corp.  But 
the  department's  pretrial  ma- 
neuvering shows  that  Sun  will 
play  a  bigger  role.  In  the  final 
days  before  trial.  Justice 
changed  its  witness  lineup  to 
include  a  new  key  witness: 
James  Gosling,  a  Sun  vice- 
president  and  the  creator  of 
Java.  Using  Gosling's  testimony,  that 
of  other  industiy  executives,  and  a 
trove  of  Microsoft  E-mail,  Justice  is 
hoping  to  show  that  Microsoft  set  out 
to  "deliberately  destroy  the  pro-com- 
petitive alternative  that  Java  offers," 
David  Boies,  Justice's  lead  trial  coim- 
sel,  recently  said  in  couit. 

Microsoft  is  ciying  foul.  Not  only 
are  the  Java  charges  ludicrous,  it 
says,  but  it  has  not  had  enough  time 
to  prepai-e  for  this  Uth-hour  witness. 


Meanwliile,  the  government  is  hon- 
ing its  two-pronged  attack.  It  plans  to 
ai'giie  that  in  the  eaiiy  to  mid-1990s, 
Microsoft  realized  that  two  develop- 
ments— Netscape  Communications 
Coip.'s  Internet  browser*  and  Java — 
could  erode  its  Windows  business. 
Java  was  a  thi'eat,  the  government 
says,  because  it  enabled  software  de- 
velopers to  w^ite  applications  that 
could  nm  on  any  system  on  the  Inter- 
net— to  be,  in  progr-ammer  paiiance 
"cross-platform."  That  appr-oach,  if  it 


TAKE  THAT:  Sun's 


ling 


a  Gates  look- 


caught  on,  might  make  Windows — or- 
any  other  operating  system — less  im- 
portant: Softwai'e  wiiter-s  would  wiite 
for  Java,  rather  than  specifically  for 
Windows,  as  they  do  now. 

The  Justice  Dept.  will  ai'giie  that 
Microsoft  set  out  to  destroy  Java's 
key  advantage — its  ability  to  r-un  on 
all  kinds  of  har-dwar*e,  not  just  Win- 
dows macMnes — by  licensing  Java, 
then  ci'eating  a  Windows-only  version 
and  coei'cing  software  developers  to 


use  it.  Prosecutors  allege  that,  be- 
cause Netscape  uses  ci'oss-platfor-m 
Java,  Microsoft's  attempts  to  kill  the 
rival  br'owser  were  also  aimed  at 
har-ming  Sun's  Java.  Another  alleged 
tactic,  according  to  Sun  general  coun- 
sel Michael  H.  Monis:  If  they  wanted 
to  keep  the  coveted  "Windows-com- 
patible" logo  on  their  products,  devel- 
opers were  requir-ed  to  use  the  Mi- 
cr-osoft  vei'sion  of  Java.  Justice  also 
win  allege  that  the  softwai'e  giant 
pr-essiu-ed  Apple  Computer  Inc.  to  use 
Micr-osoft's  version  of  Java — 
and  Microsoft  Internet  Ex- 
plorer— as  a  condition  of  get- 
ting a  $150  milhon 
investment  fr'om  Microsoft. 
"SCREW  SUN."  Justice  intends 
to  use  a  batter-y  of  internal 
documents  to  pr-ove  that  Mi- 
crosoft intended  to  "pollute" 
Java.  Much  of  the  evidence 
was  subpoenaed  fi-om  a  Cali- 
forTiia  suit  in  which  Sun  is 
char'ging  Microsoft  with 
breach  of  contract.  In  one 
document,  Microsoft  wrote 
that  a  "strategic  objective" 
was  to  "Mil  cross-platform 
Java."  In  a  1997  E-mail,  a 
company  engineer  wrote: 
"Scr-ew  Sun,  cross-platform 
will  never  work.  Let's . . .  steal 
the  Java  language." 
Microsoft  ai'gues  that  its  hcense 
agi-eement  with  Sun  allowed  it  to 
modify  Java — a  dispute  at  the  center 
of  Sun's  suit.  And  rather  than  setting 
out  to  har-m  cross-platfomn  Java,  Mi- 
crosoft says  it  sought  to  improve  the 
technology.  Softwar-e  wiiter-s  opt  for 
Microsoft's  version  because  it  wor'ks 
better-  with  Window-s,  the  company 
says.  Now,  it's  up  to  Judge  Thomas 
Penfield  Jackson  to  decide  who's  right. 
By  Susan  B.  Garland  in  Washington 
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Introducing  insurance  and  investments  from  a 
name  you  can  trust.  GE. 

Ft)r  evei-y  step  yon  take  in  lite,  you  can  tmst  GE  to  lielp.  0\'er  five 
million  people  already  turn  to  the  CiE  Financial  Assurance  family 
of  companies  for  mutual  funds,  lif  e  insurance,  annuities,  long  lemi 
care  insurance,  supplemental  health  insurance  and  auto  insurance. 
So  when  you  think  of  insurance  and  investments,  think  of  GE. 

Visit  tis  at  wvw.ge.com/financial. 


We  bring  good  things  to  life. 


LIFE  INSURANCE  •  MUTUAL  FUNDS  •  ANNUITIES  •  LONG  TERM  CARE  INSURANCE  •  AUTO  INSURANCE  •  SUPPLEMENTAL  HEALTH  INSURANCE 

Insurance  and  investment  products  available  from  the  GE  Financial  Assurance  family  of  companies.  Mutual  funds  and  variable  insurance  products  are  offered  by  Capital  Brokerage 
Corp.,  Member  NASD/SIPC,  and  available  tinrough  select  brol<er  dealers. 
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WORKPLACE 

GLIDING  TOWARD 
A  LABOR  UNION? 

American's  ticket  agents  are 
set  to  vote  on  joining  the  CWA 

Since  taking  over  as  ceo  of  Ameri- 
can Airiines  Inc.  in  May,  Donald 
J.  Carty  has  made  a  point  of  im- 
proving labor  relations.  From  relaxing 
the  summer  dress  code  for  office 
workers  to  sweetening  travel  benefits, 
he  has  looked  for  ways  to  end  the 
bad  blood  between  labor  and  manage- 
ment at  American,  which  weaThered 
two  strikes  in  the  past  five  years.  On 
Sept.  29,  Carty  assured  analysts  that 
relations  with  nearly  every  major  em- 
ployee group  were  good  or  improv- 
ing— in  contrast  to  the  turmoil  at 
Northwest,  United,  and  Delta. 

Nearly,  but  not  all.   

On  Oct.  8,  after  almost 
a  year  of  effort, 
the  Communications 
Workers  of  America 
filed  with  the  National 
Mediation  Board  to 
hold  a  national  election 
at  American  to  repre- 
sent airport  and  reser- 
vations agents.  Orga- 
nizer Sandy  Paisher  claims  that  more 
than  50%  of  the  15,000  agents  have 
signed  cards  in  support  of  the  CWA,  well 
north  of  the  35%  needed  to  request  a 
vote.  This  is  the  fii'st  time  in  20  years  a 
union  believed  it  had  enough  support 
with  these  workers  tr  call  for  a  vote. 

The  unionization  drive  could  be  Car- 
ty's  first  big  labor  chall  'nge  since  taking 


Workers'  gripes 
include  a  lower  cap 
on  salaries  for 
post-1996  hires 


KEEPING  COOL:  CEO 

Carty  wants  a  ''cul- 
tural revolution" 

over  as  ceo.  It 
comes  just  as  the 
economy  is  slowing 
down  and  American 
is  trying  simultane- 
ously to  contain  costs 
and  improve  cus- 
tomer service.  "We 
have  been  pursuing 
a  cultural  revolution 
here,"  says  Daniel 
P.  Garton,  recently 
named  senior  vice- 
president  of  cus- 
tomer services.  A 
vote  to  unionize,  he  says,  "obviously 
would  be  a  bit  of  a  setback." 

The  goal  for  Carty  is  to  fend  off  the 
union  without  alienating  employees.  "It's 
a  very  tricky  line  he's  going  to  have  to 
walk,"  says  Denise  Hedges,  president 
of  the  Association  of  Pr-ofessional  Flight 
Attendants,  which  just  began  contract 
talks.  And  Caity  could  face  a  tough  bat- 
tle: 19,000  agents  at  United  and  9,000  at 
US  Ah-ways  recently  voted  to  unionize 
and  are  seeking  their  fii'st  contracts. 
FED  UP.  American  intends  to  resist.  In 
late  July,  the  airline  sued  the  union  for 
unauthorized  use  of  its  logo.  And  in  an 
Oct.  9  letter  signed  by  Carty,  American 
warns  agents  that  the  cwA  wants  them 
for  their  dues  and  can't  guarantee  any 
results.  Garton  says  American  is  simply 
providing  "all  the  infonnation,  in  as  un- 
biased a  fashion  as  possible." 

But  some  agents  say  they're  fed  up 
with  yeai's  of  one-sided  pay  and  benefits 
changes.  "There  is  so  little  tiTist,"  says 
22-year  agent  Sally  Ann  Fowlkes. 
American  boasts  the  highest  maximum 
pay  in  the  industiy  for  agents,  $19.66  an 

  hour,  but  it's  the  only 

major  carrier  that 
doesn't  specify  the 
years  needed  to  reach 
that  level.  Another 
thorny  issue:  a  two- 
tier  pay  scale  under 
which  agents  hired 
since  1996  top  out  at 
$18  an  hour. 

American  believes 
it  still  has  a  good  chance  to  keep  the 
agents  out  of  the  union  fold.  But  if  it 
loses?  "We  will  develop  a  relationship 
with  the  union  leadership  and  the  em- 
ployees who  are  part  of  that  union," 
says  Garton,  "but  it  will  be  more  diffi- 
cult." Then  Carty's  new  culture  at 
American  will  really  be  tested. 

By  Wendy  Zellner  in  Dallas 


DETROIT 


A  GREAT  TIME 
TO  BE  FLUSH 

And  cash-rich  Ford  is  plotting 
an  acquisition  strategy 

There  may  be  a  liquidity  crisis  i 
some  parts  of  the  world,  but  not  i 
Dearborn,  Mich.  Ford  Motor  Co.  i: 
sitting  atop  a  $23  billion  mountain  o: 
cash — a  handy  stash  when  there  an 
some  well-priced  prizes  to  be  had.  AI 
that  cash — nearly  twice  its  pile  thi"e( 
years  ago — "gives  us  a  lot  of  options, 
boasts  Ford  Chief  Executive-designatf 
Jacques  A.  Nasser.  And  he  and  the  com 
pany's  new  chainnan,  William  Clay  Fore 
Jr.,  plan  to  exei'cise  some. 

That  should  make  Wall  Street  happj 
Analysts  say  the  company  can  afford  t( 
spend  $4  bilhon  to  $5  bilhon  and  sti' 
have  plenty  left  over  to  weather  th 
next  downturn,  paiticulai'ly  since  Nasse: 
has  slashed  costs  by  $5  billion  since  191 
Even  deducting  debt.  Ford  has  an 
posing  $13.1  billion  in  net  cash.  On  Oct. 
Ford  shared  a  sliver  with  investors  b: 
upping  the  quarterly  dividend  9.5%'. 

But  Nasser  and  Ford  have  much  big 
ger  plans.  The  fii'st:  a  renewed  bid  fo 
Korea's  Kia  Motors  Corp.  On  Oct.  IS 
Ford  resumed  bidding  for  Kia  afte 
creditors  agi'eed  to  reduce  the  amourj 
of  Kia's  $9.5  billion  debt  that  must 
assumed.  Ford,  anxious  to  boost  its  pa] 
tiy  1%  Asian  share,  is  bidding  again 
Korea's  Hyimdai  Motor,  Daewoo  Moto 
and  Samsung  Motor,  with  a  winner  t 
be  selected  Oct.  19.  Ford's  balance  she( 
and  accelerating  earnings — profit 
climbed  10%  in  the  third  quarter,  to  ^ 
billion — make  it  a  serious  contender. 

Wall  Street  would  like  to  see  Foij 
set  its  sights  higher.  The  real  trophy: 
luxuiy  European  auto  maker.  ChrySle 
Corp.'s  pending  merger  with  Daimla 
Benz  is  the  new  global  automotive  moJ 
el.  "Ford  might  want  to  mimic  the 
bretlu-en  at  Chiysler  and  hook  up  wij 
BMW  or  Volvo,"  says  Merrill  Lynch 
Co.  auto  analyst  Nick  Lobaccaro.  bm| 
and  others  insist  they  are  not  for  sail 
but  Ford  executives  rule  out  nothi 
Says  Nasser:  "We  never  say  never." 

For  now,  Nasser  and  Bill  Ford 
seem  almost  giddy.  Says  Ford:  "It's  nii 
to  have  the  flexibility  to  chait  your  O' 
future."  With  global  economic  turm^ 
cutting  prices,  there  appears  to  he 
foreign  deal  in  Ford's  future. 

By  Keith  Naughton  in  Dearboi 
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BOISE  CASCADE 


Office  Products  Corporation  has  long  been  one  of  the  world's  premier 
distributors  of  office  supplies  because  of  excellent  service  and  commitment  to  their  customers.  But 
would  that  be  enough  to  ensure  their  success  in  the  Net  economy?  To  help  them  uphold  their 
motto,  "Consider  it  done,"  we  developed  an  online  catalog  tied  to  an  automated  order-processing 
system.  This  not  only  made  ordering  simpler  for  their  customers,  but  in  the  first  year  alone  saved 
the  company  one  million  dollars.  What  made  it  possible?  Netscape  CommerceXpert  software.  Today, 
there's  no  telling  what  business  will  break  away  from  the  competition  with  a  Netscape  solution. 
Learn  more  with  a  free  information  packet -call  800-945-9361  or  visit  home.netscape.com/breakaway 


NETSCAPE® 


COMMENTARY 

By  Peter  Coy 

THE  MOTHER  TERESA  OF  ECONOMICS 


You  can  say  this  for 
Amartya  K.  Sen,  the  lat- 
est Nobel  laureate  in 
economies:  He's  less  likely 
than  the  1997  winners  to  im- 
peril the  world  financial  sys- 
tem. Last  year,  the  award 
went  to  Myron  S.  Scholes 
and  Robert  C.  Merton  of 
Long-Tei'm  Capital  Manage- 
ment, the  overleveraged 
Greenwich  (Conn.)  hedge 
fimd  that  might  have 
brought  down  the  banks  like 
a  house  of  cards  if  the  Fed- 
eral Reserve  hadn't  engi- 
neered a  $3.6  billion  private 
rescue. 

In  honoring  Sen,  an  Indi- 
an-born economist  whose 
work  focuses  on  the  plight  of 
the  woi'ld's  poor,  the  Nobel 
committee  might  have  been 
trying  to  atone  for  the  ltcm 
debacle.  After  all,  the  Nobel 
imprimatur  likely  helped  the 
firm  borrow  long  after  other 
speculators  would  have  been 
cut  off. 

"DEEP  CONCERN."  Sen,  in  con- 
trast, is  economics'  answer  to 
Mother  Teresa.  "There's  a 
very,  veiy  strong  moral 
thread  that  nms  thi'oughout 
his  work.  He  has  a  deep  con- 
cern in  his  work  for  people 
and  human  dignity,"  says 
Da\id  E.  Bloom,  who  taught 
a  coiu'se  with  Sen  at  Hai-vard 
University.  Says  Sen:  "I've 
spent  most  of  my  life  working 
on  the  dovraside  of  economics." 

Sen  was  fo'st  intrigued  by  econom 
ic  problems  when,  at  age  9,  he  hand- 
ed out  tins  of  rice  to  victims  of  star- 
vation in  Bengal.  Years  later,  he 
concluded  that  a  shortage  of  food  is 
only  rarely  the  cause  of  famines. 
Rather,  the  problem  is  that  the  poor- 
est people  don't  have  the  money  to 
buy  what  food  there  is.  Says  Debraj 
Ray,  a  development  economist  at 
Boston  University:  "It's  not  a  novel 
understanding  that  famines  can  be 
caused  by  market  failui'e.  But  Sen 
was  the  one  to  pound  it  down  the 
tliroats  of  people." 

Sen's  guiding  principle  is  that 


THE  BOOK  ON  AMARTYA  SEN 

BORN  1933,  Shantiniketan,  Bengal,  India 

EDUCATION  B.A.,  University  of  Calcutta,  1953; 
B.A.,  Cambridge  University,  1955;  PhD,  Cam- 
bridge University,  1959 

CAREER  Taught  at  several  universities  in  India, 
Britam,  and  the  U.S.,  including  Harvard  Universi- 
ty. Currently  Master  of  Trinity  College  at  Cam- 


heaped  scorn  on  claims  by 
Asian  leaders  such  as  former 
Singapore  Pi-ime  Minister 
Lee  Kuan  Yew,  that  freedom 
is  a  Western  value  not  suited 
for  Asia  and  Africa. 

Taking  care  of  society's 
most  vulnerable  isn't  just  an 
ethical  mandate,  Sen  has 
taught.  It's  also  good  for 
business.  He  argues  that  one 
reason  India's  economic 
growth  has  trailed  China's  is 
that  India  has  failed  to  edu- 
cate its  masses.  And  he 
blames  the  current  develop- 
ing-world  economic  crisis 
largely  on  leaders  who  failed 
to  prepare  their  populations 
for  the  global  economy. 

Sen  also  made  contribu- 
tions to  more  theoretical  ar- 
eas of  economics,  largely 
building  on  the  work  of 
American  Nobel  laureate 
Kenneth  Ajtow.  In  one  pa- 
per, he  advanced  social-choice 
theoiy,  proving  mathematical- 


ly  that  it  is  impossible  to 
bridge  University   ^^^i^^^  ^  ^^^^^     .p^^^o  op- 

IDEAS  Specializes  in  social  choice  theory,  eco- 
nomic inequality,  and  economic  development. 
Showed  that  in  most  famines  there  is  an  adequate 
food  supply,  but  people  starve  for  lack  of  money  to 
buy  it.  Demonstrated  mathematically  that  attempts 
to  measure  economic  inequality  inevitably  involve 
value  judgments. 


PERSONAL  Married  to  economic  historian  Emima 
Rothschild;  four  grown  children 


well-being  can't  be  measured  only  by 
wealth.  It's  a  point  that  he  says  is  an 
old  one,  but  has  been  neglected  by 
many  economists.  Sen  provided  some 
of  the  intellectual  inspiration  for  the 
United  Nations'  Human  Develop- 
ment Index,  which  ranks  nations  ac- 
cording to  life  expectancy  at  birth 
and  educational  attainment  in  addi- 
tion to  per-capita  income. 

Sen  hasn't  been  afraid  to  criticize 
the  failings  of  the  developing  world. 
In  1992,  he  called  attention  to  the  100 
million  "missing"  females  in  parts  of 
Asia,  where  parents  who  prefer  male 
children  have  aboiled,  killed,  or 
starved  baby  girls.  He  has  also 


timality" — a  measure  of  soci- 
etal satisfaction — while  also 
fully  respecting  each  person's 
right  to  freedom  of  action. 

Earlier  this  year.  Sen  left 
Harvard  after  10  yeai's  to  be- 
come Master  of  Ti-inity  Col- 
lege at  Cambridge  Universi- 
ty, whei'e  he  received 
bachelor's  and  doctoral  de- 
grees. At  64,  he  hopes  to  re- 
lax a  bit.  "Wine  is  not  a  subject  in 
which  I  lack  interest,"  he  told  a 
British  interviewer. 

The  name  Amartya  was  given  to 
Sen  by  Bengali  poet  and  Nobel  laure- 
ate Rabindranath  Tagore.  It  means 
"one  who  deserves  immortality."  By 
forcing  economists'  attention  on  the 
problem  of  poverty.  Sen  has  lived  up 
to  his  name.  His  work  is  a  welcome 
contrast  to  that  of  last  year's  win- 
ners. And,  sadly,  given  the  human 
devastation  in  which  hot-money  capi- 
talism played  a  part.  Sen  has  become 
very  much  a  man  for  our  time. 


Coy  is  associate  economics  editor 
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Announcing 

FHE  NET  ECONOMY  FORUM 

Harnessing  the  Internet  to  Acquire  and  Retain  Customers 


^  Presented  by  Netscape®  and  Business  Week  Executive  Programs 

The  Internet  has  changed  the  rules  of  business,  tailored  to  senior  business  and  IT  executives.  The 
Your  customers  now  have  countless  choices  right  at  half-day  discussion  will  include  case  studies  of 
their  fingertips.  And  with  competitors  just  a  click  companies  who  have  successfully  implemented 
away,  your  company's  success  depends  on  strong  web-based  solutions  to  help  them  build  longer- 
customer  relationships  and  loyalty.  term,  more  profitable  customer  relationships. 

The  NET  ECONOMY  FORUM,  hosted  by  the  Internet  Join  us  and  learn  how  to  harness  the  Internet  to 

and  Business  leaders,  is  a  complimentary  event  gain  —  and  maintain  —  loyal  customers. 


Jim  Barksdale, 

CEO,  Netscape 
Communications 


Marc  Andreessen, 

Co-Founder  and  Executive 
VP,  Products,  Netscape 
Communications 


Barry  Ariko, 

Executive  VP  and  COO, 
Netscape  Communications 


Stan  Davis, 

Senior  Research  Fellow, 
Ernst  &  Young's  Center 
for  Business  Innovation 


Christopher  Meyer, 

Director,  Ernst  &  Young's 
Center  for  Business 
Innovation 


Forum  speakers  will  vary  depending  on  location 


HONS  AND  DATES 


New  York  City 

November  4,  1998 


Toronto 

November  6,  1998 


Chicago 

November  10,  1998 


San  Francisco 

November  13,  1998 

All  Forum  times  8  30  a  m  -12  noon 


Seats  are  limited  for  this  complimentary  event. 
To  register  or  learn  more: 
•  visit  http://home.netscape.com/nef/adbw  or 
•call  1-888-652-8474  ext.  13 

All  forum  attendees  will  receive  a  complimentary 
copy  of  Blur:  The  Speed  of  Change  in  the 
Connected  Economy  -  so  register  today! 

co-authored  by 
Stan  Davis  and 
Christopher  Meyer 
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BANKAMERIGA 
GETS  BURNED 

NATIONSBANK   AND  BANK- 

America  had  months  to  scioi- 
tinize  each  other  while  their 
merger  was  pending,  but 
BankAmerica  still  had  some 
surprises  on  its  books.  On 
Oct.  14,  just  two  weeks  after 
the  merger  closed,  Bank- 
America  said  it  would  charge 
off  $372  million  in  the  third 
quarter  to  cover  an  old  BofA 
investment  in  D.  E.  Shaw,  a 
New  York  trading  and  invest- 
ment fu'm.  That,  and  losses  in 
emerging  markets,  pushed 
down  profits  from  operations 
by  50%,  to  $893  million.  Even 
after  the  charge,  BankAmer- 
ica says  it  has  a  $1  bilhon 
investment  in  Shaw  and 
another  $400  inillion  in  hedge- 
fund  e.xposure.  What's  more. 


CLOSING  BELL 


STILL  TICKING 

The  Year  2000  bug  has  been 
good  to  companies  that  help 
avoid  it.  But  what  will  hap- 
pen to  them  after  the  millen- 
nium? Not  to  worry.  On  Oct. 
13,  Cognizant  Technology 
Solutions  announced  unex- 
pectedly strong  earnings  for 
the  quarter  ended  Sept.  30, 
whereupon  its  stock  rose 
15%,  to  12K. .  Cognizant 
expects  revenue  to  jump 
120%,  from  $7.1  million  a 
year  earlier,  says  CFO  Gordon 
Coburn,  in  part  because  Y2K 
customers  have  been  asking 
the  company  to  take  on  other 
tasks. 


OCT.  13 


OCT.  5.  '98 
A  DOLLARS 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


the  bank  says  it  will  "restruc- 
tux'e"  its  relationship  with 
Shaw  by  buying  $20  billion  in 
fixed-income  securities — and 
"related  hedge  positions" — 
from  its  partner.  Says  a  BofA 
spokesman,  "We  are  still  veiy 
enthusiastic  about  the  poten- 
tial for  the  franchise." 


BELL  ATLANTIC  S 
PACIFIC  EXPOSURE 

ring-ring:  ASIA  MELTDOWN 

calling.  On  Oct.  13,  Bell 
Atlantic  sui^^rised  Wall  Street 
by  revealing  the  depth  of  its 
exposLire  to  problems  in  Asia. 
The  Baby  Bell,  which  serves 
New  England  and  mid- 
Atlantic  states,  had  invested 
in  Asia  in  the  early  1990s. 
Now,  it  plans  to  take  a  $545 
million  charge  to  write  down 
its  investments  in  Thailand's 
TelecomAsia  and  Excelco- 
mindo  in  Indonesia.  Bell 
Atlantic  will  also  take  a  $500 
million  charge  for  an  early 
retirement  program.  The 
charges  will  likely  eliminate 
earnings  for  the  thuxl  quarter. 

A  PARTIAL  VICTORY 
FOR  SEA  TURTLES 

THE  WORLD  TRADE  ORGANI- 

zation  nded  on  Oct.  13  against 
a  U.  S.  import  ban  on  sluimp 
caught  in  nets  that  also  en- 
snai'e  endangered  sea  tmtles. 
But  the  case  will  not  stop  the 
U.  S.  or  others  fi-om  tning  to 
enforce  such  environmental 
mles.  Indeed,  the  WTO  panel 
wliich  went  against  the  U.S. 
on  teclinical  issues,  upheld  the 
right  of  countries  to  waive 
WTO  i-ules  to  protect  health, 
safety,  or  the  environment. 
Now,  the  U.S.  can  rewiite  the 
rule,  negotiate  with  plaintiffs, 
or  pay  compensation. 

ANOTHER  HEDGE 
FUND  GETS  TRIMMED 

YET   ANOTHER  HIGH-FLYING 

hedge  fund  has  come  back  to 
earth:  $1  billion  Ellington  Cap- 


J 
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HEADLINER:  JOHN  STAFFORD 


AMERICAN  HOME  STILL  WANTS  TO  COHABIT 


IE 


That's  stiike  two  for  Amen 
can  Home  Pi'oducts  Chau'- 
man  John  Stafford.  On  Oct. 
13,  American  Home  and 
Monsanto  called  off 
theu-  planned  $35 
billion  merger. 
The  move  comes 
less  than  a  year 
after  ahp's  deal 
fell  apart  with 
SmithKline 
Beecham.  In  a 
terse  joint  statement. 
AHP  and  Monsanto  said  the 
deal  was  "not  in  the  best 
interest  of  their  respective 
stockholders." 

Contrasting  styles  proba- 
bly played  a  role  as  well. 
Stafford,  60,  exercises  tight 
financial  controls  while 
Monsanto  Chairman  Robert 
Shapu'o  has  been  spending 
big  to  build  up  the  compa- 


ny's biotech  agiicultiu'e  and 
phaiTnaceutical  businesses. 
"Monsanto  and  American 
Home  ai-e  [at]  opposite 
ends  of  the  spec- 
ti"um,"  says  J.  P. 
Morgan  Secuii- 
ties  analyst  Carl 
Seiden. 

Will  Stafford 
tiy  again? 
There's  talk  in 
the  industiy  that 
SmithKline  cliief  Jan 
LescWy  may  be  prepaiing 
to  exit,  wliich  could  lead  to 
new  talks  between  SmithK- 
Une  and  ahp.  A  SmithKline 
spokesman  says  Leschly 
has  no  plans  to  resign.  But 
others  are  also  looking  for 
deals.  DuPont,  for  one, 
wants  to  bLxild  up  its  phar- 
maceuticals business. 

By  Amy  Barrettl 


1;  me 

g 

vm.: 
h  life 


ital  has  incLured  lai'ge  losses 
on  mortg-age-backed  seciuities. 
Fund  manager  Michael  Vra- 
nos  also  lost  hea\ily  in  1994 
when  he  headed  Kidder 
Peabody's  mortgage-backed 
trading  unit.  Tliis  time  ai'Oimd, 
Vranos  held  a  fii-e  sale  stalling 
Oct.  11  for  $1  billion  in  seciui- 
ties to  meet  his  mai-gin  pay- 
ments. The  fund  boirowed  to 
control  seciuities  worth  about 
$5  bilhon.  "Ellington  took 
these  actions  to  protect  its  in- 
vestors," says  a  spokesman. 

THE  PORTALS  PROBE: 
A  SERIOUS  STEP? 

a  new  DOOR  IS  OPENING  IN 

the  Portals  office-building 
controversy.  Representative 
Joe  Barton  (R-Tex.),  chair- 
man of  a  House  investiga- 
tions subcommittee,  intends 
to  refer  former  Senator  and 
now  Ambassador  to  China 
James  Sasser  and  three  oth- 
er Democrats  to  the  Justice 
Dept.  for  possible  criminal 


prosecution.  The  move  steir] 
from  a  probe  of  the  Portal 
complex,  built  to  house  t 
FCC.  Sasser  advised  t 
developer.  Franklin  Hane; 
Representative  Barton  sa; 
$1  million  in  payments 
Haney  to  Sasser  and  Clinto: 
Gore  campaign  manag 
Peter  Knight  may  have  bei 
illegal  contingency  fees.  B 
ton  also  alleges  that  boll 
men  may  have  lied  und([ 
oath  to  conceal  the  pa; 
ments'  true  nature.  All  dei| 
wrongdoing. 

ETCETERA... 


■  Cendant's  $3.1  bilhon  acqi 
sition  of  American  Bankel 
Insurance  was  called  off. 

■  Primestar  abandoned  i| 
bid  for  the  satellite  slots 
News  Corp.  and  MCl. 

■  Apple  Computer's  fourtj 
quarter  earnings  topped  W| 
Street  forecasts. 

■  Caterpillar  Chairman  a[ 
CEO  Donald  Fites  will  reti| 
in  early  1999. 
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MTED  BY  LEE  WALCZAK 


ashington  Outlook 


HE  105TH  CONGRESS: 

low  THE  REPUBLICANS  BLEW  IT 


I  s  the  book  slams  shut  on  the  vocal,  vapid,  and  ven- 
\  omously  partisan  105th  Congress,  this  much  seems  clear: 
I  Armed  with  fat  media  budgets  and  a  cach'e  of  better-than- 
irage  candidates,  Republicans  stand  to  do  well  on  Nov.  3.  So 
y  aren't  they  smirking?  Because  whatever  gains  Republi- 
s  rack  up  in  the  elections  will  be  made  in  spite  of — not  due 
-their  legislative  performance  on  Capitol  Hill, 
rhe  105th,  which  President  Clinton  is  already  basiling  as  a 
nument  to  do-nothingism,  started  off  s-wimmingly.  Last 
ir,  Republicans  and  Democrats 
sed  the  Balanced  Budget  Act 

sat  back  to  watch  the  federal 
plus — and  their  approval  rat- 
s — soar.  Then  it  all  went 
ilooey.  This  year,  Congi'ess  be- 
le  a  legislative  boneyard.  An 
ismoking  bill,  campaign-finance 
Drm,  revision  of  bankruptcy 
s,  and  an  attempt  to  revamp 
.ncial  industry  regs  all  died. 
;t-track  trade  negotiating  au- 
rity  fizzled,  as  did  attempts  to 
i  patients  more  leverage  against  man- 
d-care  combines.  And  the  big  cop  tax 
'  It  expired  in  the  Senate  before  Clin- 

could  uncap  his  veto  pen. 
b  understand  this  mess,  it's  necessary 
•eprise  the  strategy  shaped  by  House 
akei'  Newt  Gingiich  and  Senate  Ma- 


Republicans  also  managed  to  bungle  the  spending  show- 
down with  the  Wliite  House.  Because  squabbling  House  and 
Senate  committees  got  way  beliind  schedule,  a  plan  to  swamp 
Clinton  with  a  half-dozen  appropriations  bills — each  lined 
with  special  provisions  for  hardliners — never  materialized. 

Instead,  Republicans  once  again  conft-onted  the  disastrous 
possibility  of  a  government  shutdown.  To  make  matters 
worse,  Clinton  scored  big  by  portraying  the  dispute  as  a 
lofty  fight  for  his  education  initiatives.  In  the  end,  cop  leaders 


LOHAND  GINGRICH 

■y  hart  a  plan.  They 
!n't  stick  to  It 


CASUALTIES  ON  THE  HILL 


TOBACCO  A  $600  billion  plan 
dies  in  the  Senate 

TAXES  No  go  on  $80  billion  in 


ty  Leader  Trent  Lott.  The  plan  had    _'P[°'_^^']l'!.y"_^_^A?':'^^_   quiry,  branding  it  partisan  overkill.  In 


stripped  off  pet  riders  and  gave 
the  White  House  a  victoiy.  Says 
University  of  Virginia  political  sci- 
entist Larry  Sabato:  "Republicans 
seem  incapable  of  grasping  the 
fact  that  any  President  has  more 
I'verage  than  they  do." 

Republican  leaders'  handling  of 
lie  Clinton  scandal  hasn't  fared 
fiiuch  better  After  Independent 
(  ounsel  Kenneth  W.  Starr  lobbed 
his  report  to  Congress  on  Sept.  2, 
^  the  idea  was  for  House  Judiciary 
Committee  Chairman  Heniy  J.  Hyde  (R- 
111.)  to  be  the  voice  of  reason  on  impeach- 
ment. But  soon,  discipline  broke  down  as 
angry  House  conservatives  called  foi-  Clin- 
ton's scalp. 

The  result:  The  public  has  ovei-whelm- 
ingly  turned  against  the  Republican  in- 


PATIENT  BILL  OF  RIGHTS  A 

compromise  comes  to  grief  as 
conservatives  balk 

TRADE  House  nixes  fast-track 
trade  negotiating  authority 

FINANCIAL-SERVICES 
REFORM  Is  thwarted  by  last- 
minute  Senate  objections 

CAMPAIGN  FINANCE  Passes 
House,  withers  in  the  Senate 


56  key  elements:  Veer  from  coopera- 
to  the  polarization  that  fii'es  up  red- 
it  right-wingers;  give  GOP  candidates 
ssue  by  forcing  the  President  to  veto  a 
tax  cut;  provoke  the  Wliite  House  into 
iging  conservatives  with  vetoes  of  abor- 
restrictions  and  environmental  curbs 
ched  to  end-of-year  money  bills, 
hough  it  wasn't  part  of  the  grand  de- 
,  when  Monicagate  bounced  their  way, 
^ch  and  Lott  vowed  to  play  it  smart. 
y  promised  a  dignified  gop  probe,  with 
alk  of  impeaching  Clinton  until  '99. 
NDING  SQUABBLE.  Each  of  these  strategies  has  come  un- 
Take  the  gop's  vanishing  tax  cut.  Responding  to  fu-e- 
i  ids'  calls  for  a  big  tax  bill  to  ease  th^  "marriage  penalty" 
oint  filers,  Gingiich  pushed  an  $80  billion  plan  tlirough  the 
se.  But  he  ignored  warnings  from  Senate  Republicans 
the  votes  weren't  there  for  a  costly  tax  measure — niain- 
3cause  Clinton  would  nail  the  move  as  a  reckless  mn  on 
lal  Security.  On  Oct.  9,  the  bill  died  in  the  Senate. 
Ve're  learning  that  if  you're  a  majority,  you've  got  to  seek 
ensus  early  on,"  says  Representative  Mai-ge  Roukema  (R- 
).  But  Gingiich  shows  no  sign  of  letting  up  the  pressui'e. 
t  year,  he  aims  to  come  back  with  a  huge  rate  cut  that 
Id  dwarf  this  year's  $80  billion  package. 


Washington  Post  poll  released  on  Oct.  12, 
62%  of  those  sui'veyed  disapproved  of  the 
gop's  handling  of  the  impeachment  probe. 
More  ominously.  Congress'  favorable  rating- 
has  dropped  from  52%  to  45%.  "Republi- 
cans made  themselves  look  foolish,"  says 
Steven  S.  Smith,  a  University  of  Minneso- 
ta political  scientist.  "Their  handling  of  the 
[scandal]  has  now  become  the  issue." 

In  fairness,  Republicans  had  their  mo- 
ments diuing  the  fractious  105th.  Gingiich 
and  Lott  claim,  with  reason,  that  Clinton 
would  never  cut  the  balanced-budget  deal 
without  unrelenting  GOP  pressure.  Similarly,  a  series  of  su- 
perbly staged  hearings  enabled  Republicans  to  push  their 
plan  for  an  overhaul  of  the  Internal  Revenue  Service  past 
White  House  objections. 

What  those  triumphs  have  in  common  is  that  they  oc- 
cuired  a  long  time  ago,  before  the  wheels  fell  off  of  the  con- 
gi-essional  locomotive.  Now,  Republicans  are  looking  at  the 
midterm  elections  without  a  unifying  platform,  such  as 
1994's  Contract  With  America.  All  that's  left  is  the  105th's 
Contract  With  Chaos — and  few  pols  think  it  will  be  enough 
to  propel  the  party  to  the  crushing  November  sweep  Gin- 
grich and  Lott  once  envisioned. 

By  Amy  Bornis 
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CHINA 


RED  CHIPS 
NO  MORE 


Beijing  learned  a 
costlv  lesson  from 
the  collapse  of  two 
investment  trusts 


Lany  Yung  was  the  slu-ewd  opera- 
tor, amassing  a  multibillion-dollai- 
IDoitfolio  in  Hong  Kong  blue  chips 
and  hobnobbing  with  the  money 
elites  of  Asia  and  Em-ope.  Huang  Yan- 
tian  lived  more  on  the  edge,  a  foi-mer 
paity  official  tm-ned  wheeler-dealer  who 
cinised  the  streets  of  Guangzhou  in  a 
silver  Lexus  and  knew  how  to  get 
ai-ound  Beijing's  dictates.  As  the  guid- 
ing lights  beliind  two  of  China's  most  en- 
treprenemial  financial  institutions,  Yimg 
and  Huang  presented  different  faces  of 
red  capitalism.  But  both  were  golden  in 
the  eyes  of  \\estem  banks  and  invest- 
ment houses  that  tln-ew  money  at  then* 
fiiTns — f  iTic  Pacific  Ltd.  and  Guangdong 
International  Ti-ust  &  Investment  Coi-p. 
(GiTic) — dming  China's  go-go  yeai's. 

Xo  longer.  As  details  emerge  of  the 
financial  missteps  at  Yung's  c  itic  Pa- 
cific and  Huang's  GiTic,  it's  becoming 
cleai-er  both  fell  \ictim  to  the  same  delu- 
sion: that  global  capital  markets  would 
continue  to  supply  cheap  mone>'  without 
asking  hard  questions.  With  the  Asia 
crisis  gouging  earnings  at  ciTir  Pacific, 
investors  are  jumping  ship,  sending  the 
stock  down  lO'vc  from  its  1997  peak. 
That's  bad  news  for  the  finn's  poweiful 
parent,  Beijing's  China  International 
Tna.<t  &  Investment  Coip.  (c  iTir),  which 
derives  nearly  all  its  profits  fi-om  the 
Hong  Kong  subsidiaiy.  A  controversial 
bailout  fi-om  Beijing  earlier  this  year 
saved  Yung  from  financial  ruin.  And 
now,  China's  Finance  MinistiT  plans  to 
inject  .$4.-5  billion  into  ciTic. 

Huang  wasn't  so  lucky.  On  Oct.  6, 
Beijing  authorities,  alarmed  at  gitic's 


staggering  foreign  debts  and  reckless 
management,  shut  the  firm  dowm. 
Huang,  now  listed  as  a  gitic  consul- 
tant, hasn't  appeared  in  public  for 
months  and  is  under  investigation,  ac- 
cording to  government  sources.  He 
could  not  be  reached  for  comment  and 
appai'ently  has  not  been  charged  with 
wTongdoing. 

The  travails  of  Yung  and  Huang 
highlight  the  new-est  peril  to  Chi- 
na's economic  health,  cmc  and 
GITIC  ai-e  but  two  of  hundreds  of 
fii'ms,  known  as  trast  and  invest- 
ment coi-porations,  set  up  with  the 
blessings  of  the  late  Deng  Xiaoping 
in  the  1980s  to  help  central  and 
pro\incial  govemments  raise  foreign 
funds  and  invest  in  strategic  projects. 
But  as  wealth  and  a  taste  for  risk-tak- 
ing gi'ew.  these  fii-ms  made  bilhons  in 
bad  bets  on  dubious  real  estate  pro- 
jects and  stock  plays.  By  some  esti- 
mates, half  theii"  .S.5-5  bilhon  in  assets 
are  nonperforming.  Investment  tinists 
have  ran  up  big,  tmhedged,  short-teiTn 
foreign  currency  debt  from  offshore 
lendei-s  and  bond  investoi-s.  Thej-^ve  also 
been  among  the  heaviest  borrowers 
from  China's  four  domestic  banks.  "If 
the  investment  trasts  go  down,  then 
the  banks  ai'e  in  trouble,"  says  Cliina  fi- 
nance expert  Nicholas  R.  Lardy  of  the 
Bi-ookings  Institution. 
NO  GUARANTEES.  Xow,  foreign  bankers 
and  rating  agencies  are  wondering 
where  the  crackdown  will  lead  and  what 
it  means  for  the  financial  sector.  Unlike 
China's  big  state-owned  domestic  banks, 
investment  titu'^ts  such  as  Gmc  relied  on 
foreign-cun-ency  loans  for  some  10%  of 
then*  boiTowing.  according  to  Moody's 
Investors  Senice,  and  Beijing  may  not 
back  all  of  them.  Until  the  onset  of  the 
Asia  crisis  in  mid-'97,  it  was  easy  for 
them  to  raise  foreign  funds. 

At  the  same  time,  Beijing  bureau- 
crats who  thought  they  were  safe  fi'om 
the  Asian  contagion  are  learning  that 
China's  exposui-e  to  foreign  boirowing  is 
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greater  thi  cigir-; 
they  thought.  What's  moi  ir  ijelrj, 
many  funds  borrowed  by  investme 
trasts  in  Guangzhou,  Shanghai,  and  ot  r-.irr 
er  cities  have  been  plowed  into  risi  t  .•- 
investments  like  office  towei'.s  and  In  s;:.i^Tj : 
ury  apartments.  Many  local  gover 
ments  who  control  the  trasts  can't 
ford  to  bail  them  out  if  bets  go  so|ltr 
according  to  Moody's. 

By  shutting  down  (iiTic,  Pi*emier  Zk  :i.?!;'f' 
Rongji  is  sending  a  message  to  local  o:  J: 
dais  and  then-  foreign  lendere:  No  one 
so  poweiful  that  liis  siu-\ival  is  guarf 
teed.  In  1997,  authorities  shut  dowTi  t 
Ciiina  Agribusiness  Development  TVust 
Investment  Coip..  wiiich  had  engaged 
massive  property  s]3ectilation  in  Hair 
Pi"o\ince  Eai'Uer  tliis  yeai;  Beijing  sh  t 
tered  a  Hainan  bank.  To  many  observe 
that's  encouraging  news,  since  it  si 
gests  that  China  is  stalling  to  discipl 
profligate  financial  institutions. 
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Woes  for  Chinese 
Capitalism 

CITIC  was  once  the 
flagship  of  China's 
capitalism,  with  big 
stakes  in  booming 
Hong  Kong,  and  the 
darling  of  Western 
investors 


RLDS 

1  contacts 
;eijing's 
list  Party  and 
)ney  centers 


CITIC'S  CHIEF 

Wang  says  a  bank- 
ruptcy would  hurt 
the  whole  Hong  Kong 
stock  market 


;n  GiTic's  case,  the  beginning  of  the 
1  came  when  Wang  Qishan,  Zhu's 
ht-hand  man  and  the  former  head  of 
China  Constmction  Bank,  assumed 
No.  2  slot  in  Guangdong's  govern- 
nt  last  year.  Wang  took  one  look  at 
ic  and  was  alarmed.  Investigators 
nd  that  GiTic  had  about  $3.6  bil- 
1  in  debt,  some  $1.6  billion  of  it 
breign  ciurencies.  The  bulk  was 
irt-term  loans.  GiTic's  Hong 
ag  units  owed  a  further  $850 
lion.  Plus,  GITIC  had  guaranteed 
S  billion  in  loans — almost  five 
es  its  capital. 

<CY  TASTES.  When  cash- 
apped  Japanese  and  Korean 
iks  began  recalling  credit  lines, 
jngdong  raised  $1.7  billion  to 
to  rescue  GiTic,  according  to  a 
jing  newsletter.  But  Zhu  decided 
)ctober  to  shutter  gitic  and  put 
mder  the  management  of  the 
ik  of  China. 

'erhaps  more  sm-iprising  ai-e  the 
ables  at  the  biggest  red-capital- 
creation  of  them  all — ciTic. 
de  ft-om  Hong  Kong's  ciTic  Pa- 
the  sprawling  Beijing  con- 
■nerate  is  an  ill-focused  collec- 


tion of  weak  companies  that  span  bank- 
ing, energy,  communications,  mining,  ad- 
vertising, and  property.  Last  year,  it 
earned  $1.4  bilhon  on  assets  of  $26.7 
bhlion,  ahnost  enthely  from  gitic  Pacif- 
ic or  the  sale  of  the  unit's  shares.  Su- 
pemsion  of  the  company  now  is  shifting 


The  Risks  to  the  Big  Trusts 


UNHEDGED  FOREIGN  EXCHANGE  EXPOSURE 


Some  70%  of  the  big  trusts'  borrowings  are  in 
foreign  currency.  If  Ctiina  devalues,  the  dam- 
age to  the  trusts  would  be  huge. 


TOO  MANY  REAL  ESTATE  LOANS 


The  trusts  of  Shanghai,  Guangdong,  and  oth- 
ers are  big  property  developers  and  lenders — 
just  when  real  estate  is  slumping. 


UNKNOWN  LEVELS  OF  PROBLEM  LOANl 


The  big  trusts  are  probably  substantially 
understating  the  weakness  in  their  portfolios. 


GOVERNMENT  BAILOOTS  ARE  NOT  GUARANTEED 


if  too  many  trusts  start  to  go  under,  local  gov- 
ernments may  lack  the  funds  to  prop  them  up. 

DATA:  BUSINESS  WEEK.  MOODY  S  INDUSTRY  OUTLOOK 


fi-om  the  State  Council — China's  cabi- 
net— to  the  central  bank,  which  ana- 
lysts say  will  exercise  ftrmer  oversight. 

Just  a  few  years  ago,  Yung  and  ciTic 
Pacific  were  the  toast  of  CMna  Inc.  The 
scion  of  an  old  Shanghai  business  family 
and  son  of  Cliina's  recently  retu-ed  Vice- 
President  Rong  Yiren,  Yung  had  the 
pedigi'ee  to  put  both  communists  and 
capitalists  at  ease.  During  the  past 
decade,  he  turned  his  tiny  Hong  Kong 
shell  company  into  a  multibillion-dollar 
empu-e  with  big  stakes  in  Cathay  Pacif- 
ic Ah-ways,  Cluna  Light  &  Power,  and  a 
huge  Hong  Kong  residential  complex. 

He  also  had  expensive  tastes.  In  1993, 
Yung  paid  $8  million  for  a  700-acre  es- 
tate in  Sussex,  England,  once  owned 
by  former  British  Premier  Harold 
Macmillan.  A  stewai'd  of  the  Hong  Kong 
Jockey  Club,  Yung  once  won  $5  million 
at  the  track — and  pledged  it  to  Stanford 
University,  where  liis  daughter  studied. 

Yung  also  was  adept  at  raising  fimds 
thi"ough  equity  and  bond  offerings.  In- 
vestors liked  that,  unlike  his  compatri- 
ots, he  bought  into  sound  companies 
rather  than  plunging  into  dodg>-  asset 
plays.  CITIC  Pacific  also  hired  top  pro- 
fessional managers. 

FADING  GLOW.  But  sometWng  went  bad- 
ly amiss.  ciTic  Pacific's  stock  has  fallen 
more  steeply  than  the  rest  of  the  Hong 
Kong  mai'ket.  Yung  has  taken  a  beat- 
ing as  well.  In  early  1997,  he  bought  a 
15%  stake  in  the  company.  At  the  time, 
it  was  a  tenific  deal:  The  shares  were 
bought  at  a  $47.5  million  discoimt  to  the 
mai'ket  price.  Analysts  susi^ect  Yung  bor- 
rowed the  money  for  the  piu'chase,  using 
the  shai-es  as  collateral.  But  when  ciTic 
Pacific's  stock  started  diving,  mmors 
swept  Hong  Kong  that  banks  holding 
Yung's  stock  were  ready  to  dump 
them.  Tliat  sent  ciTic  Pacific  shai-es 
down  even  further.  Before  long, 
Yung's  sweetheari  deal  tmnied  into 
a  $1  billion  paper  loss — and  Wang 
Jun,  ciTic's  chairman  in  Beijing, 
stepped  in  with  financial  aid. 

As  the  glow  from  the  China 
magic  fades,  analysts  are  focusing 
on  ciTic  Pacific's  dismal  business 
basics.  Earnings  fell  71%  in  the 
fii-st  half  of  1998,  and  a  quick  re- 
bound is  unlikely.  Cathay  Pacific 
will  post  its  fii'st-ever  loss  tliis  yeai-. 
Servicing  ciTic  Pacific's  $3.5  billion 
in  debt  is  becoming  difficult  be- 
cause of  weak  cash  flow  and  its  in- 
ability to  float  new  share  offerings. 

Tlie  failui'e  of  its  premier  red  chip 
would  be  enoiTnously  embairassing 
for  Beijing.  That's  why  it's  bailing 
Yung  out.  "If  they  go  bankrapt,  it 
would  have  a  major  impact  on  the 


What  do  fruit  flies,  clocks  and  your 
company's  profits  have  in  common? 


CLOCKSPEED. 

A  great  creative  leap  in  business  strategy  and  organizational  design 
drawn  from  the  insights  of  evolutionary  biology. 


CLOCK 


Winning  Industry 
Control  in  the  Age  of 
Temporary  Advantage 


Charles  H.  Fine 


"Masterfully  applies  the  principles  of 
genetics  and  heredity... to  reveal  new 
ways  to  manage  business  strategies." 
—GENE  MEIERAN,  Intel  Corporation 

"In  this  world  of  constant  acceleration, 
the  race  will  go  to  the  few  who  can  think 
more  deeply  rather  than  react  more 
quickly.  Charlie  Fine's  is  likely  to  be 
one  of  the  voices  they  are  listening  to." 
—PETER  SENGE, 
author  of  The  Fifth  Discipline 

At  bookstores  now 
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entii-e  Hong  Kong  stock  market,"  says 
ChaiiTTian  Wang.  The  parent  is  also  buy- 
ing back  as  many  of  its  shares  as  it  can. 

Beijing's  intervention  also  raises  con- 
cern about  the  lack  of  transparency  at 
red  chips.  Even  though  fiTic  Pacific  is 
listed  in  Hong  Kong,  many  questions 
remain  about  Yung's  shai-e  purchase  and 
his  bailout.  Yung  declined  busixp:ss 
week's  interview  requests.  Investors 
are  getting  fed  up:  CITIC  Pacific  now 
trades  at  less  than  two-thirds  of  the 
value  of  the  assets  in  its  portfoho. 

Yung's  operation  is  not  the  only 
headache  for  the  parent  company.  Take 
its  investment  in  Hong  Kong's  ciTic  Ka 
Wah  Bank  Ltd.  Jin  Deqin,  the  bank'; 
fomier  chairman,  is  under  investigation 
for  a  $1  million  loan  to  his  son.  Wang 
says  Jin  is  also  being  investigated  in 
gi'aft  case  involv 
ing  suspected  mis 
use  of  CITIC  funds! 
Jin  was  arrested 
April  and  coul 
not  be  reached  fo 
comment. 

If  China' 
brightest  stars  cai 
get  into  such  tro 
ble,  it's  fan-  to  e 
pect  more  ba^ 
news.  Shanghai'! 
big  trust  compan; 
is  heavily  expose 
to  the  propert; 
market  at  a  tim 
when  vacanc, 
rates  are  high.  Ir 
vestment  trust 
for  the  city 
Tianjin  and  th 
provinces  of  Fujian  and  Shandong  als 
cany  big  debts.  Beijing  is  reducing  th 
number  of  such  vehicles.  At  theii'  pea) 
the  country  boasted  more  than  7C 
trusts.  Now,  there  are  less  than  25( 
Hoong  Yik  Luen,  head  of  China  researc 
at  ING  Baring  Ltd.,  predicts  "eventual!  '•^"'Ssa 
they  will  be  closed,  one  by  one." 

If  that's  the  case,  the  face  of  China 
financial  system  could  change  dramat 
cally.  By  reducing  fast-footed  dealmakir 
at  the  local  level,  Beijing  could  al 
more  easOy  clean  out  the  rot  and  ensuj 
lending  follows  global  nornis.  But  if  cor 
panies  assumed  to  have  governmei 
backing  go  under,  foreign  investors  w 
have  to  reassess  the  creditworthine 
of  all  Chinese  borrowers.  Confidence 
China's  financial  system  would  be  sha  |; 
en.  For  China's  freewheeling  red  caj 
talists,  the  end  of  an  era  is  at  hand 

By  Marie  L.  Clifford  aiul  Joyce  Bo 
natJian  in  Hong  Kong,  vrith  Dext 
Roberts  in  Beijing 


THE  TYCOON 

A  former  party 
official,  Huang 
remade  himself 
as  a  master 
dealmaker 
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International  Business 


JAPAN 


THEY'RE  SLEEK,  LIGHT.  CHEAP 
-AND  JAPANESE 

Suddenly,  computer  makers  are  turning  out  snazzy  portables 


It  was  veiy  Zen  advice.  In  1995,  Sony 
Coip.  President  Nobuyuki  Idei  talked 
to  Intel  Corp.'s  Andrew  S.  Grove 
about  his  plans  to  make  personal  com- 
puters. Sony  computers,  replied  Grove, 
should  be  "Sony-like."  Sony's  efforts  in 
1996  and  1997  didn't  elicit  much  com- 
ment from  Grove.  But  this  July,  says 
the  Sony  cliief.  Grove  congi'atulated  Idei 
for  "finally  making  a  distinctive  PC".  The 
product  that  had  caught  his  eye:  Sony's 
new  VAio  C-1  with  a  built-in  digital  cam- 
era, an  "ultraportable"  that  blurs  the 
line  between  notebook  and  handheld  PC 
and  has  the  sort  of  joyful,  "gee-whiz" 
feel  of  Sony's  best  gadgets. 

Sony  is  helping  stir  up  a  new  buying 
fi'enzy  in  Japan  for  notebook  computers 
weigliing  an  ultralight  2.2  poimds.  Shaip, 
Matsushita  Electric  Industrial  (Panason- 
ic), Tosliiba,  and  Fujitsu  are  joining  the 
fim.  All  are  introducing  machines  that 
are  the  thinnest  and  lightest  ever  ti 
come  on  the  Japanese  market  at  thf 
lowest  prices  ever.  It's  not  clear  if  this 
newest  wave  of  products  will  wow  U.  S. 
buyers,  who  must  wait  a  few  months  to 
test  most  of  the  latest  notebooks.  But 
the  new  gizmos  show  the  Japanese  still 
have  world-class  ambitions. 
POWER-PACKED.  To  strip  out  weight, 
Sony  and  others  have  shrank  the  size 
and  weight  of  lithium-ion  batteries, 
hard-disk  drives,  liquid-crystal-display 
screens,  and  other  devices.  Mostly 
equipped  with  Pentium  processors  with 
MMX  technology,  the  new  genera- 
tion packs  as  much 
power  as  its  heftier 
notebook  predecessors 
for  the  same  price  or 
less— about  $2,000  to 
$y,000.  The  combination 
of  price  and  portability 


seems  to  have  struck  a  chord  with  con- 
sumers. The  notebooks  should  drive  a 
5%  spurt  in  overall  PC  shipments  this 
year,  even  though  desktops  are  not  do- 
ing well,  says  Ichiro  Mitsuda,  assistant 
supei-visor  of  Shaip  CoqD.'s  personal  and 
mobile  computing  systems  unit.  "We 
can't  keep  our  ultralight  notebooks  in 
stock,"  he  adds. 

With  a  premi- 
um   on  space 
both  in  the  home 
and  the  office, 
the  Japanese 
have     alwa,\  - 
preferred  tl 
smallest  an 
lightest  elei 
tronic  ga( 
gets.  Stylish 


packaging  is  another  factor 
fueling  demand.  "Until  now,  [these  prod- 
ucts] all  looked  the  same,"  says  Takashi 
Fujimoto,  a  43-year-old  insurance  agent 
who  last  month  pui'chased  his  fli-st  note- 
book, the  VAIO  505.  "What  decided  me 
was  the  gi-eat  design."  His  model  has  a 
mauve  and  silver  molded  magnesium 
case,  measures  just  10  inches  by  8,  and 


SONY 
VAIO  505 

$2,500 


An  ultraportable 
that  comes  with 
audio-visual 
connections 


has  a  surprisingly  wide  keyboard 
Sony's  chai'ge  has  provoked  a  wave  of 
innovation  in  the  market.  Sony  has  just; 
released  a  "memory  stick"  PC  card  the 
size  of  a  stick  of  chewing  gum.  It  can 
download  data  ft'om  its  digital  video  and 
still  cameras  into  a  VAio  for  easy  editin 
and  storage.  Its  PC  Glasstron  looks  like 
something  out  of  the  movie  Blade  Run 
ner.  Glasstron's  virtual-reaHty  goggle 
function  as  an  LCD  monitor:  When  th 
goggles   are   connected   to   a  VAI 
portable,  users  can  view  images  on 
virtual  large  screen. 

Not  to  be  outdone,  Toshiba  ha 
shrunk  its  latest  Libretto  to  a  feather 
weight  1.8  pounds  by  using  the  world' 
thinnest  hard-disk  chive — just  a  quarte 
inch  thick.  It  uses  th 

TOSHIBA 
DYNABOOK 
3000 

$2,000 

Very  thin  magne- 
sium sheets  are  I 
used  to  encase  this 
line  of  notebooks 

thinnest  magnesiuii 
sheets  available  to  encasi 
the  Libretto  and  its  nej 
Dynabook  line  of  notebooks.  I 
It's  all  hot  stuff,  but  will  it  play  i| 
the  U.  S.?  In  Japan,  people  buy  thea 
products  as  primary  computers,  oftel 
at  home.  In  the  U.S.,  mini-noteboolJ 
and  handhelds  ai-e  bought  mostly  as  mJ 
bile  companions  to  desktop  machine! 
usually  in  the  office,  but  the  Japanea 
notebooks  are  not  really  desigiied  fJ 
that  purpose.  Besides,  ibm  and  otheJ 
are  making  much  more  portabi 
full-sized  laptops  these  days.  ThiJ 
an  earlier  version  of  Toshiba's  LT 
bretto  could  not  duplicate  in  tH 
U.  S.  its  success  at  home.  Arj 
Sony  has  not  had  a  home  ran  y| 
selling  earlier  VAio  models  to  tlf 
U.  S.  market. 

But  at  least  American  compii 
er  makers  competing  in  Japa 
are  taking  notice.  "We're  puttiij 
the  priority  on  making  new  notj 
books  for  the  Japanese  market] 
Takashi  Oka,  head  of  PC  sales  for  Coil 
paq  Computer  Corp.  in  Tokyo,  told  i] 
porters  last  week.  "If  we  don't, 
won't  be  able  to  keep  up  with  oi 
Japanese    competitors."  Thinnd 
faster,  and  at  long  last  cheaper:  T} 
Japanese  are  learning. 

By  Ireyie  Kunii  in  Tok\ 
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International  Business 


EUROPE 


HOW  FAR 
LEFH 

Business  fears  Europe's  new 
leaders  will  derail  reform 


DISHEA. 


French  and  German 
leaders  have  radical 
coalition  partners  to 
satisfy.  Jospin  must 
contend  with  Com- 
munist and  Green 
party  members  who 
are  demanding 
greater  social  gains. 
Schroder,  meanwhile, 
faces  pressure  for 
leftist  economic  solu- 
tions from  former 
paity  cliief  Oskai*  La- 
fontaine,  his  ap- 
pointee for  Finance 
Minister.  "Lafontaine 
and  Jospin  are  two 
key  figiu'es  who  could 
be  seen  tilting  to  the 
Old  Left,"  says 
Jonathan  Story,  pro- 
fessor of  political  sci- 
ence at  INSEAD,  the 
management  school 
in  Fontainebleau. 

Already,  signs  of 
newfound  belliger- 
ence from  the  left 
are  popping  up  on 
the  Continent.  On 
■4G:  Schroder's  tepid  tax  pUni  worries  )na)uj    Oct.  9,  the  govern- 

ment  of  Italian  Piime 


It  was  hardly  the  debut  that  business 
had  hoped  for.  On  Oct.  11.  the  leftist 
coalition  of  Gennan  Chancellor-elect 
Gerhard  Schroder  announced  a  tax  plan 
so  tepid  as  to  be  ineffectual.  Although 
personal  and  corporate  tax  rates  will 
technically  fall,  the  drop  will  phase  in 
ovei'  three  agonizing  years.  Meanwhile, 
the  plan  closes  so  many  business  tax 
loopholes  that  companies  are  likely  to 
come  out  losers. 

The  move  sent  a  disheartening  signal 
to  those  anxiously  wondering  which  way 
Europe's  left  will  tilt  in  setting  policy. 
Self-styled  center-left  governments  now 
control  13  European  nations.  In  good 
economic  times,  the  centrists  have  held 
sway.  But  in  a  climate  of  slowing 
growth,  Schroder  and  French  Prime 
Minister  Lionel  Jospin  face  a  credibility 
crisis.  Elected  on  promises  to  reverse 
chronic  unemployment  that  hovers 
around  11.5%,  they  must  cover  their 
flanks  on  the  left  or  watch  their  popu- 
larity erode.  Business  fears  that  under 
such  economic  and  political  pressure, 
Continental  Europe  will  drift  toward 
high  government  spending,  delay  re- 
forms, and  remain  indifferent  to  the 
plight  of  companies  already  squeezed 
by  sky-high  costs. 

Unlike  the  Labour  government  of 
British  Prime  Minister  Tonv  Blair,  the 


Minister  Romano  Prodi  was  toppled  by 
radical  Communists  who  wanted  more 
social  padding  in  the  1999  budget.  The 
Communists  bowed  out  of  the  coalition 
when  Prodi  returned  to  power.  But 
Prodi  and  Jospin  are  lobbying  EU  offi- 
cials in  Bnissels  for  a  huge,  Em-opewide 
infi-astiuctm-e  or  technology  program  to 
create  jobs  and  stimulate  demand.  And 
on  Oct.  13,  French  Finance  Minister 
Dominique  Strauss-Kahn  proposed  $365 
million  in  tax  cuts  for  home  improve- 
ment— to  be  partially  offset  by  closing 
coi-porate  tax  loopholes. 

Outside  of  government,  traditional 
supporters  of  the  left  are  feeling  their 
oats.  IG  Metall,  Gennany's  largest  union. 


is  demanding  a  6.5%  pay  increase  in  its 
next  contract.  Expeils  expect  it  to  set- 
tle for  3%  or  less,  but  that  would  still 
be  a  major  liike  from  the  2.5%  and  1.5% 
it  accepted  in  1997  and  1996 — especially 
since  Germany's  recovery  is  looking 
shaky.  In  France,  demonstrations  in  two 
southern  towns  calling  for  more  public 
spending  on  high-school  teachers  and 
supplies  have  snowballed  into  a  nation- 
al movement,  with  students  expected 
to  stage  a  nationwide  protest  on  Oct.  15. 

More   ominous,   if  growth  slows 
sharply  in  1999  and  unemployment 
creeps  up,  the  left  could  put  politica 
pressure  on  the  new  Eui'opean  Central 
Bank  after  monetary  union  formallyi 
starts  on  Jan.  1.  Lafontaine  already  has 
called  for  lower  interest  rates.  lA 
France,  some  politicians  are  even  morel 
direct.  "We  do  not  accept  the  indepen- 
dence of  the  central  bank,"  fumes  Alai 
Lipietz,  the  Green  party  member  o 
Jospin's  economic  advisoiy  council. 
DISCIPLINE.  ECB  Governor  Wim  Duisen-jj 
berg  insists  his  bank  will  not  be  influji 
enced  by  Germany's  left  or  any  othenj 
politicians.  But  such  outbursts  upsetfj 
central  bankers  and  industry  leaders  j 
who  desperately  want  the  new  single 
currency  to  be  launched  with  a  solic 
underpinning  of  monetary  discipline 
"The  stability  of  the  euro  is  at  stake,' i 
warns  Hans-Olaf  Henkel.  president  o: 
the  Federation  of  German  Industiy. 

Ironically,  the  French  Socialists  havi 
actually  presided  over  more  privatiz; 
tion.  regulatory  changes,  and  other  re| 
forms  than  their  conservative  predece; 
sors.  So  a  radical  swing  to  the  le 
would  be  a  sony  um-aveling  of  progresi 
to  date.  Indeed,  tlu'oughout  Eui'ope,  thi 
forces  of  globalization  have  gi-aduall 
overcome  ideology  in  the  past  fe 
years,  and  the  business  climate  is  slo 
ly  improving.  Now  executives  can  onl; 
bite  their  nails  and  hope  that  the 
called  new  left  doesn't  undo  it  all. 

By  Gail  Edmo}idson  in  Paris,  ivit 
bureau  reports 


How  the  Left  Could  Get  Pushier 


PUBLIC-WORKS  SPENDING 


Jospin  and  Prodi  are  lobbying  Brussels 
for  costly,  Europewide  infrastructure 
projects  to  fight  unemployment. 


TAX  SHUFFLES 


Although  probusiness  on  the  surface, 
Schroder's  plan  shifts  taxes  from  indi- 
viduals to  companies  by  closing  most 
corporate  loopholes. 


WAGE  AND  BENEFIT  DEMANDS 


German  union  IG  Metall  is  calling  for  big 
pay  hikes.  French  students  are  demand- 
ing more  spending  on  education. 


PRESSURE  ON  EMU 


Ruling  parties  across  Europe  could 
press  the  new  European  Central  Bank 
to  lower  interest  rates  once  monetary 
union  starts. 
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is  pleased  to  introduce  the  industry's  first  100%  Internet  service  availability  guarantee,  part  of  our  comprehensive  Si 
reement.  It  means  guaranteed  access  on  US  leased-line  and  frame  relay  connections*  along  with  guaranteed  latency  rates  and  guara 
monitoring  of  your  connections  by  our  Network  Operations  professionals.  In  fact,  we  even  guarantee     --mMi  t  r 
that  we'll  promptly  and  proactively  notify  you  of  any  problems  and  get  your  new  connection     ffTfjf  •»  ^ 
installed  when  we  say  we  will.  So  call  1 888  886  3844  or  visit  info.uu.net/three.  And  discover     \  lA/  ■  HI  Lt  P 

rantee  you  can  actually  enjoy  UUNET,  a  WorldCom""  Company  Uniting  the  world  of  business.  A___WOKKUi^ 
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Marriott  Rewards  members:  earn  up  to  15.000  bonus  points  when  you  pay  for  your 
stays  with  your  VISA  card  from  October  1, 1998  to  January  31. 1999.  5.000  bonus  points 
after  your  3rd  stay  and  another  10.000  points  after  your  5th  stay.  Now  the  program  that 
lets  you  earn  points  at  any  of  the  1,300  participating  hotels  in  the  Marriott  family  makes  it 
even  easier  to  collect  more  points.  Points  you  can  redeem  for  free  hotel  stays,  vacation  1 
packages,  cruises,  airline  miles  or  other  great  rewards.  Rewards  you'll  now  earn  faster  i 
when  you  pay  with  VISA.  New  Marriott  Rewards  members:  earn  double  points  on  all  li 
stays  for  the  first  120  days  of  your  membership.  To  enroll,  and  for  terms  and  conditions, 
call  800-249-0800,  or  click  over  to  our  Web  site  (www.marriottrewards.com). 


GOT  A  SUITCASE?    GOTTA  JOIN." 


i\>  Harriott  rewards 
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m  QUEBEC'S  WILY  PREMIER 
MAY  KEEP  SEPARATISM  ALIVE 


I  ucien  Bouchaixl  could  give  President  Bill  Clinton  lessons  in 
1  situational  politics.  The  charismatic  Quebec  premier  has 
bidodged  between  embracing  Canadian  unity  a  decade  ago 
id  passionately  backing  independence  for  Quebec  more  re- 
ntly.  Now,  the  wily  59-year-old  lawyer  will  need  all  his  po- 
ical  deftness  to  win  a  second  tenn  in  elections  that  he  is  call- 
g  early — possibly  on  or  ai'ound  Nov.  30. 
Although  he's  trailing  slightly  in  polls  and  sepai'atism  is  on 
e  wane,  Bouchai-d  might  hang  on  to  power.  He  beat  back  a 
id-September  atteinpt  by  radical  members 
his  Paiti  Quebecois  to  force  a  pi-ompt  replay 
the  1995  sovereignty  referendum  if  he  wans, 
stead,  he  is  committed  only  to  staging  a  bal- 
:  when  he  decides  that  "winning  conditions" 
evail.  The  fudge  may  well  make  the  party 
ore  palatable  to  the  majority  of  Quebecker^ 
3ary  of  such  referendums. 
;ONOMIC  UPSWING.  Bouchard  has  nearly 
)sed  the  gap  with  his  main  rival,  Jean 
larest,  the  dynamic  40-year-old  Francophone 
ider  of  Quebec's  Liberal  Party.  Charest,  for- 
Drly  leader  of  the  federal  Progi'essive  Con- 
rvative  Party,  quit  his  Ottawa  parliamentaiy 
at  last  spring  after  being  persuaded  that  he 
is  the  best  hope  for  getting  a  pro-unity  gov- 
nment  into  office  in  Quebec  City. 
Initially,  Charest  was  enormously  populai' 
d  had  an  8-point  lead  over  Bouchard.  But 
w  it's  far  fi'om  clear  that  his  coattails  are  big  enough  to 
(Ct  sufficient  Liberals  to  oust  the  PQ.  For  one  tiling,  he  ti-ails 
long  French-spealdng  voters  outside  Montreal.  "He  is  a 
aft.  and  it  has  taken  longer  than  expected  to  integrate 
;  group  into  the  party,"  says  Yves-Marie  Morissette,  a 
}Gill  University  law  professor  and  Liberal  adviser 
Charest  has  tried  to  focus  the  debate  on  issues  such  as  the 
momy,  where  Bouchard  long  looked  weak.  But  that  strat- 
y  has  begun  to  work  against  him  because  Quebec's  econo- 


BOUCHARD:  0)1  a  roll 


my  has  lately  shown  surprising  signs  of  life.  The  provincial 
gross  domestic  product  gi*ew  2.7%  last  year  and  may  show 
similar  growth  this  year — the  strongest  performance  since 
1988.  Unemployment,  traditionally  higher  than  in  the  rest  of 
Canada,  has  dropped  to  10.2%  from  a  peak  of  over  13%  in 
1993  and  could  fall  further,  say  economists  at  the  Toronto- 
based  Nesbitt  Bums  brokerage  fiirn.  What's  more,  the  PQ  gov- 
ernment is  close  to  balancing  the  provincial  budget. 

Bouchard  had  to  call  early  elections  to  extract  benefit  fi'om 
those  gains.  He  could  have  waited  until  next 
spring.  But  by  then,  Quebec  might  have  fallen 
prey  to  tlie  slowdown  now  tlii-eatening  all  North 
America.  That  would  have  given  Charest  trac- 
tion. And  Quebeckei-s  might  have  flocked  back  to 
Charest  simijly  to  try  a  different  approach. 
UNEXPECTED  HELP.  For  now,  Bouchard  seems 
to  be  on  a  roll.  Recently,  he  scored  with  Fran- 
cophones by  jawboning  leading  Montreal  de- 
partment stores  into  shunning  bilingual  signs 
an  English-speaking  group  had  demanded.  Lib- 
erals were  dismayed  by  the  demand  because  it 
"increases  nationalist  sentiment,"  complains 
Clements  Mayr,  a  lawyer  who  heads  the 
Groupe  des  100,  a  pro-federalist  organization. 

Moi'eover,  Bouchard  and  the  sepai'atists  have 
gotten  help  from  an  unexpected  source,  the 
federal  Supreme  Court.  In  August,  the  court 
iTiled  that  if  Quebec  were  to  try  to  secede,  it 
would  have  to  negotiate  with  Canada.  For  separatists,  just 
getting  the  idea  clear  that  Canada  would  have  to  talk  about 
the  unthinkable  was  a  victoiy. 

Today,  Bouchard  has  every  interest  in  playing  down  se- 
cession in  order  to  boost  his  chances  of  winning  the  forth- 
coming election.  By  keeping  his  powder  dry,  he  could  be 
well-amied  to  fight  another  day  for  a  sovereign  Quebec — fi-om 
the  premier's  office. 

By  Joseph  Weber  in  Toronto 


GLOBAL  WRAPUP 


lUHARTO:  THE  VISE  TIGHTENS 

■  Pressure  is  mounting  on  former 
ndonesian  President  Suharto  over 
negations  that  his  family  may  have 
idden  as  much  as  $40  billion  in  assets 
^'erseas,  which  he  denies.  While  judi- 
ial  officials  interrogate  Suharto  fami- 
:  members  and  business  partners, 
he  government  is  overturning  rules 
hat  allowed  them  to  make  huge  prof- 
s.  Three  land  reforms  that  benefited 
imily  projects  were  revoked  on  Oct. 
4,  for  instance. 
Finding  and  collecting  any  cash  will 


be  hard.  Privately,  government  offi- 
cials say  Suharto  did  not  keep  many 
records.  Nor  is  the  Philippines'  experi- 
ence encouraging.  After  a  13-year  offi- 
cial investigation  into  the  alleged  hid- 
den billions  of  former  President 
Ferdinand  Marcos,  his  wife  Imelda  fi- 
nally agreed  on  Oct.  13  to  settle  a 
mere  $540  million  in  claims. 

STRIKES  IN  COLOMBIA 

►  The  austerity  measures  of  the  new 
Colombian  government  headed  by 
President  Andres  Pastrana  are  meant 
to  cut  the  budget  deficit  and  reassure 


markets  as  Latin  America  gets 
pounded  by  global  investors.  But  they 
have  set  off  nationwide  strikes  by 
more  than  a  half-million  public 
employees.  The  strikes  have  crippled 
public  services  and  shut  down  schools 
and  courts. 

Workei's  rejected  a  government  of- 
fer of  a  14%  wage  hike  for  next  year, 
demanding  that  salaries  keep  pace 
with  the  counti-y's  18%  inflation  rate. 
They  also  want  an  end  to  privatiza- 
tions of  state-ran  industries.  The  aus- 
terity measures  are  expected  to  slow 
gi-owth  to  less  than  3%  in  1999. 


Information  Technology 


SOFTWARE 


NO  LETUP-AND 
NO  APOLOGIES 

Antitrust  scrutiny  hasn't  eased  Microsoft's  competitiveness 


On  May  10,  Microsoft  ceo  William 
H.  Gates  III  was  on  the  phone 
with  Justice  Dept.  investigators 
from  his  family  compound  near 
Washington's  Hood  Canal.  He  was  at- 
tempting— unsuccessfully — to  head  off 
a  federal  antitrast  suit  against  his  com- 
pany. Meanwhile,  across  the  continent, 
executives  from  Ictel  and_Oracle,  a  Mi- 
crosoft rival,  landed  in  New  York  on  a 
flight  fi'om  Silicon  Valley.  The  next  day, 
they  were  to  seal  their  .$250  million  in- 
vestment in  Road  Runner  Group",  a 
high-speed  Internet-access  service.  But 
the  Road  Runner  people  called  to  say 
the  deal  was  off.  Another  bid  had  come 
in — from  jytixawjft^and  it  was  nearly 
tMd£e_ashigh. 

Thedeat"was  a  coup  for  Microsoft 
Coi-|3.,  giving  it  the  inside  track  on  sell- 
ing its  software  for  digital  set-top  boxes 
to  Road  Runnel'.  But  it  was  also  an  un- 
mistakable signal  to  anyone  who 
thought  Gates  &  Co.  might  tone  down 
their  legendary  competitiveness  in  the 
face  of  the  government  antitrast  suit. 
"Their  arrogance  is  incredible,"  says  an 
executive  on  the  losing  side  of  the  Road 
Runner  deal.  "Microsoft  wins  because 
it  can  pull  out  its  checkbook — which  is 
unlimited.  That  stifles  com})etition  and  is 
dangerous  to  the  economy." 

Whether  Microsoft  illegally  stifles 
competition  or  is  merely  pugnacious  will 
be  determined  in  an  antitrast  trial  that 
is  set  to  start  in  Washington,  D.  C,  on 
Oct.  19.  The  company  has  made  occa- 
sional efforts  to  soften  its  public  image 
and  has  retreated  only  from  some  re- 
strictive licensing  terms  that  had  al- 
ready sen'ed  its  purpose. 

Nevertheless,  one  thing  is  clear:  In 
the  year  since  the  feds  sued  Microsoft 
for  violating  a  consent  decree,  the  soft- 
ware maker  has  not  backed  off  from 
the  aggi-essive  tactics  that  have  made  it 
the  most  powerful  for'ce  in  the  comput- 
er industry.  If  anything,  Microsoft  is 
pi-essing  harxler  than  ever-,  bari-eling  into 
new  markets  while  tightening  its  hold 


on  customers  that  I'ely  on  its  PC  soft- 
ware. "It's  overwhelmingly  clear  that 
Microsoft  is  dialing  it  up,"  says  Jeffi'ey 
Papows,  pi'esident  and  ceo  of  rival  Lo- 
tus Development  Coi-p. 

Unlike  other-  industry  leaders,  such  as 
Intel  Corp.  and  IBM,  Mici'osoft  hasn't 
even  adopted  a  code  of  conduct  for  avoid- 
ing antitrast  violations.  Mike  Maples,  a 
forTOei-  top  executive  wiio  still  does  pr-o- 
jects  for  Microsoft,  has  been  asked  to 
look  into  creating  one.  "I've  thought 
tlu-ough  it  a  lot,  but  I  can't  find  the  prin- 
ciples that  would  mean  the  world  would 
Hke  us  more,"  he  says.  "We  can't  tell 
people  not  to  be  so  aggressive  or-  don't 
compete  so  harxl." 

It's  extr-eme  capitalism.  Even  while 
Microsoft's  lawyers  hustle  to  pull  to- 
gether their  defense  (page  39),  Gates 
is  di-eaming  up  ways  that  his  company 
can  extend  its  I'each  into  new  markets 
far  afield  from  PC  softwar-e — from  elec- 


TRIPLE  BILL 


Geek,  visionary,  arch- 
competitor:  Intensity,  focus-and  paranoia- 
helped  Gates  build  Microsoft.  Are  they  overkill 
in  a  company  with  $13.9  billion  in  cash? 

GATES  IN  1986,  1991,  AND  TESTIFYING  AT  THE  SENATE  HEARINGS  IN  1998 
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tr-onic  bill  ))ayments  and  corxlless  jihones 
to  software  for  gas  pumps,  traffic  sig- 
nals, and  even  TV  r-emote  controls.  In- 
deed, when  you  drink  a  glass  of  milk 
next  year-,  consider  this:  There's  a 
chance  that  Micr-osoft  softwar-e  helped 
test  its  purity. 

Sur-]3rised?  You  won't  be  for  long.  As 
new  President  Steven  A.  Ballmer-  takes 
over  daily  operations.  Gates  will  have 
mor-e  time  to  plot  the  company's  long- 
term  coui'se.  Today,  his  company  is  the 
master  of  desktop  software.  Tomorrow, 
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he  wants  it  to  rale  the  world  of  infor 
mation  appliances. 

Gates's  grand  vision  sur-faced 
an  inter-nal  memo  called  "The  Er 
Ahead"  that  was  sent  to  several  hur 
ch'ed  executives  and  employees  on  Sep 
8  and  i-eleased  to  the  press  on  the  ev| 
of  the  trial.  In  it.  Gates  lays  out  kj 
view  of  Micr-osoft's  challenges.  Th 
company  must  make  its  software  muc 
easier  to  use — and  it  needs  to  exten  ' 
well  beyond  the  PC  to  provide  the  sof 
war-e  that  will  r-un  the  tiniest  devic(i 
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(1  the  most  powerful  computers. 
( 'learly,  there's  no  brake  on  tMs  train, 
ir  Gates,  it's  business  as  usual.  In- 
ed,  the  day  the  trial  starts,  he'll  be 
ading  off  for  one  of  his  biannual 
link  weeks."  The  message  from  the 
)  is  that  there's  no  easing  off  the  ped- 
"We  try  everything  we  can  to  win 
'  business,"  says  Jeffrey  S.  Raikes, 
lup  vice-president  in  charge  of  sales, 
lies  E.  AUchin,  a  senior  vice-presi- 
nt  in  charge  of  Microsoft's  Windows 
ision,  even  defends  the  warlike  lan- 
age  in  internal  E-mails — which  the 
4  ice  Dept.  cites  as  evidence  of  the 
npany's  bulljang  behavior  "Yes,  we're 
•ompetitive  company,"  he  says.  "We 
I't  apologize  for  that." 
CMOS.  What  drives  Gates  to  go  full- 
•ottle  in  the  face  of  the  biggest  an- 
Tist  investigation  since  at&t's  breakup 
11*84?  Paranoia.  He  has  seen  leading 


technology  companies  fall  off  their 
perches.  Topping  that  list  is  ibm — the 
subject  of  a  gTueling  13-year  anticom- 
petitive probe  that  ended  with  no  action 
but  a  weakened  company.  Hypersensi- 
tive to  appearing  too  dominant.  Big 
Blue  instracted  employees  not  to  talk 
about  their  market  share  or  to  define 
markets  for  fear  that  the  Justice  Dept. 
would  later  use  their  words  to  prove 
they  owned  a  monopoly.  "You  always 
wondered  what  the  lawyers  would  say 
before  you  would  make  a  move,"  says 
Sam  Albert,  a  management  consultant 
who  was  a  marketing  manager  at  ibm 
for  30  years.  "The  company  tied  one 
hand  behind  its  back." 

Gates  is  determined  to  avoid  that 
mistake.  With  Microsoft's  desktop  PC 
software  market  nearly  saturated,  the 
company  is  plunging  into  all-new  tem- 
tory.  And  no  one  at  Microsoft  is  more 


aggi'essive  about  venturing  into  new 
realms  than  Rick  Thompson,  the  vice- 
president  in  charge  of  the  company's 
hardware  division.  What  was  once  a 
side  business  for  the  software  maker — 
computer  mice  and  joysticks — has  be- 
come an  important  source  of  new  rev- 
enue: $500  million  last  year. 

Microsoft's  hardware  megabit  last 
year  was  Barney:  The  plush  talking 
doll  reaped  $50  million  in  sales.  This 
holiday  season  brings  a  veritable  shop- 
ping cart  full  of  new  Microsoft-branded 
gizmos,  including  pes'  talking  characters 
Arthur  and  DW  ($109  each),  PC  stereo 
speakers  ($249),  a  cordless  PC  phone 
with  messaging  and  caller  I.  D.  ($199), 
a  motion-sensing  joystick  (.$69)  for  fly- 
ing and  motocross  games,  and  a  uni- 
versal remote  control  ($299)  that  lets 
you  operate  all  of  your  home  enter- 
tainment gear  with  one  device.  That 
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last  item  could  be  the  com- 
pany's first  baby  step  into 
providing  hardware  for 
home  automation,  says 
Thompson. 

A  similar  pitter-patter  of 
baby  steps  has  been  un- 
leashed all  across  Microsoft. 
In  April,  its  consumer-ap- 
pliances group  released  a 
$495  developer  kit  so  that 
companies  that  make  spe- 
cialized devices  will  use  Mi- 
crosoft's pint-size  version  of 
its  software  called  Windows 
CE.  Microsoft  has  snagged 
more  than  100  takers  mak- 
ing everything  from  bar- 
code scanners  to  factory 
equipment — none  of  which 
will  carry  the  Microsoft 
brand.  Idexx  Laboratories 
in  Westbrook,  Me.,  for  in- 
stance, makes  a  milk-cjuali- 
ty  tester  for  dairies  that 
will  be  introduced  early 
next  year,  says  Steven 
Maillet,  an  Idexx  software 
engineer. 

STANDARD.  Microsoft  is 
coming  from  behind,  but 
hopes  to  convince  compa- 
nies that  they  don't  have 
to  design  expensive  special- 
ized software  to  run  each 
new  machine.  Indeed,  Microsoft  hopes 
to  recreate  the  dynamics  of  the  PC 
market,  where  Windows  became  a  stan- 
dard that  helped  hundreds  of  hardware 
and  software  makers  create  products 
more  efficiently — while  making  Mi- 
crosoft the  most  richly  valued  company 
in  the  world.  Wall  Street's  Dain 
Rauscher  Wessells  estimates  that  the 
market  for  such  software  will  top  $2.o 
billion  bv  2001. 
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"In  the  middle  of 
this  antitrust  investigation,  Microsoft 
was  trying  to  steal  our  brand" 


FORMER  PALM  CHIEF  DUBINSKY 


Some  of  these  devices  may  tap  into 
sei-vices  Microsoft  is  creating  on  the  In- 
ternet. One  potentially  lucrative  effort 
is  Ti'ansPoint,  an  electronic-biHing  ser- 
vice that  Microsoft  is  developing  with 
partners.  Later  tliis  year,  they  plan  on 
launcliing  nationwide  sei-vice  involving  a 
handful  of  banks  and  a  host  of  billers. 
Ti-ansPoint  will  cha)-ge  the  billers  30(2 
for  eveiy  electronic  bill  it  handles.  It  fig- 
m"es  E-bills  will  somedav  be  as  common 


as  E-mail — only  much  more 
profitable. 

There's  no  assurance  that 
Microsoft  will  thrive  in  all 
of  these  new  markets.  Look 
at  Sidewalk,  its  18-month' 
old  effort  to  create  a  net-g 
work  of  hometown  arts-and- 
entertainment  giiides  on  the 
Web.  Sidewalk  has  under- 
gone fits  and  starts. 

But  what  makes  Microsoft 
so  tough  to  beat  is  that  it  al- 
most never  gives  up.  Side 
walk  will  be  reborn  ir 
November  as  a  national  con 
sumer-shopping  guide  focus- 
ing initially  on  entertain- 
ment, consumer  electronics 
computing,  and  appliances— 
and  connecting  consumer 
with  retail  or  online  shops 
Since  the  start  of  the  yeai 
Microsoft  has  sold  an  envi 
able  $26  million  in  ads  fo 
the  revamped  site  to  mon 
than  6,000  advertisers.  An( 
Sidewalk  will  be  tied  to  Mi 
crosoft's  new  portal  site! 
msn.com. 

Microsoft's  tenacity — am 
ceaseless  quest  for  new  mar 
kets — is  bad  news  for  con; 
petitors.  The  company  is 
force  to  be  reckoned  wit 
wherever  it  forages,  thanks  to  a  $ 
billion  cash  hoard  and  the  power  of  it 
Windows  monopoly. 

Microsoft's  critics  say  those  asset 
give  it  an  unfaii-  advantage.  The  sofi 
ware  giant  prices  products  aggi-essivel 
when  faced  with  tough  competition- 
bundling  programs  such  as  the  We 
browser  for  free  with  other  producf 
or  throwing  in  ft'eebie  software  to  clos 
a  big  sale.  At  the  same  time,  it  is  tighi 


NEW  WORLDS  TO  CONQUER 


ENTERTAINMENT 
CONSOLES  Sega  will 
launch  its  new  Dreamcast 
game  console  in  Japan  in 
November.  One  of  the  two 
optional  operating  systems 
is  Microsoft's  Windows  CE 
-marking  Microsoft's  first 
entry  into  the  $5  billion 
videogame-software  sector. 

PC  PHONES  Microsoft  is 
about  to  ship  its  $199 
Microsoft  Cordless  Phone, 
a  Microsoft-branded  hand- 


set connected  wirelessiy  to 
a  PC  that  manages  mes- 
saging, Caller  ID,  and  an 
electronic  address  book. 

EMBEDDED  SYSTEMS 

These  devices  aren't 
glamorous,  but  there  are 
a  million  of  them. 
Microsoft's  Windows  CE 
operating  system  is  just 
starting  to  ship  inside 
such  diverse  machines  as 
a  milk-purity  monitor,  a 
check  scanner,  and  a  fast- 


food  ordering  kiosk.  The 
market  for  such  software 
is  expected  to  grow  to 
$2.3  billion  in  2001. 

ELECTRONIC  BILLS 

Before  yearend,  Microsoft's 
TransPoint  joint  venture 
with  FDC  and  Citibank  will 
begin  offering  online 
billing  and  bill-payment 
services  nationwide. 
TransPoint  will  charge  300 
per  bill — a  potentially 
lucrative  business  consid- 


ering 15  billion  consumer  ' 
bills  are  mailed  annually. 


ONLINE  BUYING  GUIDE 

Microsoft  is  relaunching 
its  Sidewalk.com  sites, 
which  were  arts-and- 
entertainment  guides  for 
nine  major  cities,  as  a 
nationwide  consumer 
guide  with  tips  on  buying 
everything  from  cars  to 
catering  services.  Micro- 
soft has  already  signed  up 
6,000  advertisers. 
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)D0  STRANGERS  WATCH  YOU  UNPACK  YOUR  LAPTOP  ON  THE  AIRPLANE?  From  the  way 
t  integrates  the  latest  technologies  to  the  way  it  makes  people  look  twice.  There's  something  special  about  a  ThinkPad'^' 
lotebook.  And  the  ThinkPad  600  is  no  different.  Thin,  light,  powerful.  With  a  big,  bright,  high-resolution  screen  and  CD-ROM 
capabilities.  A  tool  you  need.  A  tool  you  want.  Visit  www.ibm.com/thinkpad  or  call  us  at  1  800  426  7255,  ext.  4930. 

'entium"  II  processor  (Up  to  300  MHz)  /  Up  to  5.1  GB  Hard  Drive  /  Up  to  1 3.3"  display  /  About  5  lbs  /  1 ,4"  thin  /  From  $2,499' 


(@ business  tools 
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FIELDS  OF  GREEN 


More  than  100  developers 
have  used  Microsoft's  $495  kit,  making  everything 
from  bar-code  scanners  to  milk-quaUty  testers 


IDEXX  LABORATORIES  ENGINEER  MAILLET 


ening  the  rules  for  some  corporate  cus- 
tomers in  ways  that  boost  their  soft- 
ware bills.  And  Microsoft  isn't  afraid 
to  do  things  that  look  hke  bullying — its 
unsuccessful  attempt  last  spring  to  co- 
opt  3Com  Corp.'s  popular  Palm  name 
for  Windows-based  handheld  Ff's  is  one 
example. 

That's  the  pictui'e  Justice  is  tiying  to 
paint.  Rather  than  tiying  to  prove  only 
that  Microsoft  illegally  tied 
its  Web  brower  to  Windows 
to  head  off  competition,  gov- 
ernment lawyers  are  now- 
hoping  to  show  a  broad  pat- 
tern of  anticompetitive  be- 
havior. They  say  Microsoft 
unfairly  using  its  clout  to  de- 
fend its  desktop  monopoly 
and  to  gain  ground  in  new 
markets. 

COPYCATS?  Just  ask  the  folks 
at  the  Palm  division  of  3Com, 
maker  of  the  Palm  electronic 
organizer,  a  i-unaway  hit.  Mi- 
crosoft decided  to  call  hand- 
held devices  based  on  its  Win- 
dows CE  operating  system 
Palm  PCS.  3Com  sued,  claim- 


titrast  investigation,  Microsoft  was  try- 
ing to  steal  our  brand,"  says  Donna  Du- 
binsky,  the  foiTner  head  of  3Com's  Palm 
Div.  who  now  nms  startup  .jd  Technolo- 
gy Inc.  Even  after  Microsoft  backed  off, 
it  offered  buyers  of  its  Palm-size  pes  a 
free  copy  of  Windows  98. 

To  its  critics,  Microsoft's  tactics  in 
emerging  markets  look  a  lot  like  the 
techniques  it  used  so  successfully  to 


THE  MICROSOFT  MONEY  MACHINE 

►  Microsoft  has  issued  807  million  stock  options  to 
employees  since  1990 — worth  $80  billion  if  they  were 


scjuelch  competition  in  the  pc  softwai' 
industry.  Some  of  Microsoft's  new  com 
petitors  complain  that  it  makes  mif 
leading  claims  and  preannounces  prod 
ucts  in  order  to  freeze  buying  decision 
or  that  it  leverages  its  strength  in  p 
software  to  boost  new  products. 

In  electronic  billing,  Microsoft's  pres 
releases  boast  that  it  will  offer  t 
world's  "fii'st  end-to-end  bill-presentme 
service"  in  .spite  of  the  fact  that  Chec 
Free  Coj-p.  in  Atlanta  has  been  offe 
such  services  for  nearly  a  year.  (M 
crosoft's  explanation  is  that  CheckFr 
still  issues  some  paper  checks,  so  i 
not  totally  electronic.)  "This  harms  o 
business,"  says  CheckFree  ceo  Pet 
Right.  "We're  out  ahead,  but  they  try 
get  people  to  stop  and  wait  for  them.' 

It's  a  similar  situation  in  the  mark 
for  software  used  in  industrial  devic 
according  to  Wind  River  Systems  Inc, 
Alameda,  Calif.,  the  leader  in  that  cat 
gory.  A  year  and  a  half  ago.  Micros 
promised  developers  it  would  produce 
version  of  its  Windows  CE  software  c 
pable  of  i-unning  factoiy-automation  se 
sors.  That  software  is  still  a  year  o 
though  Microsoft  mamtains  it  didn't  fo 
mally  announce  the  product  until  la 
ApiTl.  And  when  it  lacks  experience  in 
market,  Microsoft  can  always  thro 
money  at  a  problem — the  way  i1 
spending  $200,000  for  the  biggest  boo 
at  the  upcoming  Embedded  Systei 
West  trade  show. 

Microsoft's  clout  in  PCs  is  one  of 
most  strategic  weapons.  Take  electron 
commerce  software.  In  mid-October,  1 
crosoft  began  testing  a  sei-vice  for  se 
ing  its  software  programs  off  of 
Microsoft.com  site.  Customers  who  clili 
on  an  "Order  Now"  button  are  referr| 
to  a  handful  of  online  retailers.  II 
tremendously  valuable  for  merchants  J 
be  directly  linked  to  the 
crosoft  site,  and  they  pa 
fee  for  it.  But,  perhaps  m 
vital  for  Microsoft,  particip 
ing  retailers  are  required 
use   Microsoft's  Commei 


exercised  today.  „  „^        mu  ^  y 

IS    Server  software.  That  mal 


"In  the  middle  of  this  an- 


►Analysts  estimate  several  thousand  of  Microsoft's 
28,000  employees  are  stock-option  millionaires.  Even  rel- 
atively low-level  managers  can  tuck  away  a  small  fortune. 

►The  option  plan  has  made  some  veteran  executives 
fabulously  wealthy,  including  Michel  Lacombe,  president, 
Microsoft  Europe,  $152  million;  Paul  Maritz,  group 
vice-president,  $176  million;  Nathan  Myrhvold,  chief 
technology  officer,  $179  million;  Jeffrey  Raikes,  group 
vice-president,  $237  million. 

►  But  the  biggest  winner  is  Bill  Gates,  whose  20.8% 
stake  in  Microsoft  is  worth  a  staggering  $50  billion. 

DATA-  MiCROSOn  ANNUAL  REPORT  AND  PROXY 


the  service  work  m( 
smoothly,  Microsoft  says,  1 
it  also  discourages  retail* 
fi'om  buying  E-commerce  s( 
ware  from  rivals. 

Microsoft  has  eased  bi 
only  a  fi-action  under  pressi 
from  Justice  and  a  Sen 
committee.  While  Micros 
dropped  some  restrictions 
PC  makers  and  Net  serv 
providers'  freedom  to  prom 


ing  it  owned  the  Palm  name.     -l"Jl"--l--'-"l':^-"Jl J- "-'1'?^-"-- 1''- -^^^^    alternative  browsers, 


damage  had  already  b 
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IN  LOW  TRACTION  CONDITIONS, 
QUADRA-DRIVE  FINDS  AN  ELIGIBLE  RECEIVER 
AND  SENDS  ALL  THE  POWER  TO  IT 


(AND  YOU  THOUGHT  OUARTERBACKS  HAD  TO  THINK  FAST) 


Now  there's  a  revolulionan'  new  four-wheel  drive 
siem  that  does  the  thinldng,  and  die  work,  for  you. 

Introducing  Quadra-Drive;  our  most  advanced 
lur-wheel  drive  system  ever.  If  only  one  wheel  has 
action,  Quadra-Drive  seeks  that  wheel  out,  then 


transfers  all  the  power*  to  it.  And,  unlike  some 
other  systems,  it  works  both  front-to-rear  and  side- 
to-side.  In  fact,  Quadra-Drive  is  the  only  system  in 
the  world  that  delivers  maximum  power  all  the 
time.  So  Jeep,  Grand  Cherokee  can  pull  you  out  of 
situations  other  4x4s  just  couldn't  handle. 

For  further  information  about  our  newest, 
mcist  capable  sport  utility  ever,**  please  visit  us 
online  at  www.jeep.com  or  call  1-800-925-JEER 

Jeep 

There  s  Only  One 


THE     ALL-NEW     JEEP    GRAND  CHEROKEE 

THE   MOST  CAPABLE  SPORT   UTILITY  EVER* 


'Serds  k\>]o  of  the  de\  eloped  engine  torque.  **Based  on  .AMCI  o\  erall  on-  and  off-road  performance  tests  using  Grand  Cherokee  w  uh  a\  ailable 
Quadra-Drive'^"  and  V8  engine.  "Optional.  Jeep  is  a  registered  trademark  of  Qmsler  Corporation. 
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done  to  rival  Netscape  Communications 
Corp.  According  to  International  Data, 
Netscape's  browser  market  share 
dropped  from  50%  to  43%  during  the 
first  half  of  this  year. 

Microsoft's  monopoly  profits  allow  it 
to  give  away  a  lot  of  software,  such  as 
browsers,  where  it  needs  to  gain  gi'oimd. 
For  example,  the  company  will  soon 
throw  a  basic  data  analysis  progi-am — for 
which  Oracle  chai'ges  $4,995  for  a  rival 
product — into  its  SQL  Sei-ver  database. 
"They  create  a  platfoiTn  that  has  the  po- 
tential to  suck  in  all  of  then-  competi- 
tors," says  Vern  Keenan,  president 
of  consulting  fu-m  Keenan  Vi- 
sion Inc. 

Microsoft's  pricing  strate- 
gies can  cut  against  cus- 
tomers, too.  Gartner  Group 
Inc.,  which  consults  to  coipo- 
rations,  says  Microsoft  hooks 
customers  with  low  bids  dur- 
ing an  initial  sale  but  makes 
up  for  it  later  with  policy 
shifts  that  raise  overall 
costs — a  view  Microsoft  ve- 
hemently disputes.  In  a  re- 
cent memo  to  clients,  Gart- 
ner Research  Director  Mary 
Welch  warned  that  companies 
"using  Microsoft  software 
should  expect  to  pay  50% 
more  per  year  through  2002 
as  a  result  of  changes  to 
terms  and  conditions." 

And  Microsoft  is  making  it 
even  easier  to  hook  cus- 
tomers. It  has  started  offer- 
ing so-called  Enterprise  li- 
censing agreements  where, 
for  one  price  per  desktop,  they  get  un- 
limited use  of  Windows  XT,  Office,  and 
BackOffice,  as  well  as  upgrades.  That 
unfairly  ties  the  licensing  of  the  operat- 
ing system  to  other  Microsoft  products, 
contends  Ken  Wasch,  president  of  the 
Software  Publishers  Assn.,  and  "has  an 
adverse  impact  on  anyone  competing 
with  the  Microsoft  suite  of  products." 
ATTENTION.  Gartner  takes  "an  extreme 
view"  of  Microsoft's  licensing  pohcies, 
says  Deboi'ah  Willingham,  vice-j^resident 
of  Microsoft's  Entei-jjrise  Customer  Unit. 
She  says  the  changes  are  pait  of  an  ef- 
fort to  simplify  complex  licensing  agi'ee- 
ments  and  that  Microsoft  is  willing  to 
negotiate  with  any  customer  who  fears 
its  costs  will  go  up.  And  the  one-price- 
for-all  entei-prise  agi'eements  ai'e  not  un- 
common in  the  software  industiy. 

Even  some  of  its  harshest  critics  ac- 
knowledge that  most  of  what  Microsoft 
does  is  legal.  And  many  of  the  software 
maker's  i-ecent  successes  came  as  a  result 
of  a  relentless  pursuit  of  deals  and  pail- 


ners  rather  than  competitive  misdeeds. 

Look  at  how  the  company  is  rallying 
support  for  its  SQL  7  database — a  vital 
program  that  stores  data  and  manages 
transactions  for  coiporations  that  is  due 
out  in  November.  Oracle  Corp.  and  IBM 
are  way  out  ahead  in  that  $6.6  billion 
market  categoiy,  but  Microsoft  has  per- 
suaded a  half-dozen  major  corporations 
to  take  a  huge  risk  and  iiin  vital  parts 
of  their  businesses  on  a  test  version  of 
the  software — and  help  Microsoft 
demonstrate  on  launch  day  that  the 
product  is  safe  and  sound. 

To  win  i)articipants  over,  Microsoft 


offered  an  unprecedented  package  uf 
assurances  and  around-the-clock  help. 
For  Penzoil  Co.,  Microsoft  even  created 
an  exact  I'eplica  of  a  key  coiporate  data- 
base in  Redmond,  Wash.,  and  tested  it 
repeatedly.  The  result:  Penzoil  switched 
over  to  SQL  Server  in  just  two  days. 

It's  Microsoft's  flat-out  attention  to 
the  needs  of  partners  that  distinguishes 
it  fi'om  some  of  its  rivals.  Atlanta  (Ga.)- 
based  Radiant  Systems  Inc.,  for  in- 
stance, evaluated  Microsoft's  Windows 
and  Sun  Microsystem's  .Java  operating 
system  for  its  fast-food  ordering  kiosks 
and  mulitmedia  gas  pump-payment  sys- 
tems. It  went  with  Windows  because 
Microsoft's  people  showed  an  intense 
interest  in  Radiant's  plan.  "They  get 
down  into  the  guts  of  a  business  until 
they  understand  it  and  can  respond  to 
needs — and  they  are  very  aggi'essive 
about  it,"  says  Jimmy  Fortuna,  Radi- 
ant's pi-oduct-line  dii-ector  for  platforms. 

Microsoft's  rivals  aren't  always  as 
willing — or  able — to  bend  over  back- 


ward. Microsoft  intends  to  defend  itself 
in  court  in  part  by  showing  that  rivals 
such  as  Netscape  got  into  trouble  be- 
cause of  their  own  missteps. 

Even  so,  government  tnastbusters  say 
they've  gathered  enough  damaging  evi- 
dence to  prove  that  Microsoft  has  un- 
fau-ly  used  its  power.  That's  why  man\ 
industry  obsei-vere  think  Microsoft  would 
be  wise  to  notch  back  its  hyperaggres- 
sion.  James  Cannavino,  an  ex-iBM  exec 
who  is  now  ceo  of  CyberSafe  Coip.  ir 
Issaquah,  Wash.,  thinks  Microsoft  needs 
to  gi-ow  up:  "Wlien  you're  a  little  com- 
pany fighting  bigger  fish,  it's  0.  K.  tc 
wiite  exclusive  contracts.  BuL 
when  you  have  mai'ket  powei 
and  exclude  competitors  witl 
contracts,  that  just  won't  fly. 

Mici'osoft  might  do  well  t( 
adopt  a  strict  antitnist-com 
pliance  program  that  coul< 
help  it  steer  clear  of  troubl 
with  the  law.  Intel's  progran' 
^  for  instance,  requires  ne^ 


KA-CHING! 


After  last  year's 
$50  million  in 
Barney  doll  sales 
a  slew  of  new 
gizmos  are  readj 

HARDWARE  HONCHO 
THOMPSON  AND  FRIENDS  i 


employee  training,  quarterly  reviews  h 
top  execs,  and  a  once-a-year  refi-eshi 
course.  Lawyers  review  every  maj 
transaction.  If  somebody  doesn't  pi 
by  the  rules,  they're  sent  back  for  r 
medial  training. 

You're  not  likely  to  find  Microso 
employees  keen  about  that.  Althouj 
lawyers  review  its  business  activiti* 
for  violations,  most  employees  don't  g 
antitrust  training.  "We  don't  want 
discourage  our  people  fi'om  being  ima 
inative  and  zealous  in  how  they  do  bust 
ness,"  says  William  H.  Neukom,  vic< 
president  foi'  legal  affairs.  But  unlei 
Microsoft  finds  a  way  to  avoid  settini 
off  alarms  at  every  turn,  its  long  wa 
with  Justice  on  its  back  may  start 
feel  like  an  endless  journey.  Even  if  ^ 
wins  the  current  case,  it  will  still  ha^ 
the  one  after  that,  and  the  one  aft 
that,  to  woiry  about. 

By  Steve  Hmnm  in  Redinond,  Was 
with  Amy  Cortese  in  New  York  a;| 
Peter  Burrows  in  San  Mateo,  Calif. 
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THIS  MVP  EXCELS  AT  EVERY  PART 
of  the  game:  long-term  goals  and 
today's  needs.  She  can  help  you  build 


Most  Valuable  Planner 


assets  for  the  kids'  education  while 
helping  to  make  sure  you  have  enough 
retirement  income  down  the  road. 

A  superstar?  Yes.  We've  got  lots  of 
them.  As  part  of  the  global  AXA 
group,  a  financial  services  powerhouse 
with  more  than  $530  billion  under 
management';  Equitable  has  a  full 
line  of  products  and  services  for  all 
life's  opportunities  and  challenges.  Our 
representatives  hold  more  dual  CLU 
and  ChFC  professional  designations 
than  anyone  in  the  industry.  And  they're 
ready  to  help.  It  all  starts  with  a  phone 
call.  Contact  us  today  and  we'll  put  our 
most  valuable  people  on  it.  1-800-590- 
5995  or  visit  iinrw.eqiiitahle.com 


EQUITABLE 

Member  of  the  Global 

A.VA. 
/Ml 

Group 

■UliaaMMHMHHMMittiUiHMlMMlliHtti^^ 

M63  The  Equitable  Life  Assurance  Society  of  the  U.S.  NY,  NY  10104  is  a  ma|or  component  of  the  AXA  Group.  Equitable  is  solely  responsible  for  its  own  obligations. 


*As  of  12/31/97 
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THE  INTERNET 


THE  SKINNY  ON 
NICHE  PORTALS 

Specialized  sites  like  ESPN's  pile  on  services  and  links 


Just  when  you  thought  you  knew 
all  there  was  to  know  about  por- 
tals— those  whopper  World  Wide 
Web  sites  that  offer  a  dizzying  ar- 
ray of  services  and  informa- 
tion— a  new  generation  is 
emerging.  Called  specialty  portals,  these 
sites  are  single-subject  hangouts- — like 
the  No.  1  sports  site,  ESPN — that  ai'e  now 
racing  to  adopt  the  features  of  their 
broader  counterparts,  like  E-mail, 
search,  and  E-commerce.  "I  don't 
think  there's  anyone  out  there  who 
now  thinks  a  naiTow  play  can  cany 
the  day,"  says  Geoff  Reiss,  senior 
vice-president  for  programming  and 
pi'oduction  at  ESPN's  Internet  Group. 

Broader  is  definitely  better  on  the 
Web.  In  short  oixler,  megaportals 
such  as  Yahoo!  and  Excite  have  ex- 
panded their  turf  to  include  areas 
the  single-subject  sites  once 
claimed — finance,  health,  sports, 
women's  issues,  and  the  like.  That 
has  attracted  a  boatload  of  visitors — 
and  advertising  dollars.  Yahoo!,  for 
example,  draws  over  40  million  dif- 
ferent users  a  month,  while  iVil- 
lage.com,  the  most  popular  women's 
site,  brought  in  just  3  million  in 
September,  according  to  Media 
Metrix  Inc.  What's  more,  this  year 
megaportals  will  grab  about  67%  of 
North  American  ad  dollars  spent  on  the 
Internet,  or  $870  million,  estimates  For- 
rester Research  Inc. 
FIGHTING  BACK.  Now  specialty  sites, 
such  as  E*Trade  and  ESPN,  are  fight- 
ing back.  Book-and-CD  goliath  Ama- 
zon.com Inc.  in  August  snapped  up 
PlanetAll,  a  service  that  allows  people 
to  stay  in  touch  by  organizing  address 
books  and  their  calendars.  Women.com 
Networks  and  iVillage.com  have  added 
E-mail.  And  ESPN  plans  by  the  end  of 
the  year  to  offer  search  capability.  "If 
you  think  there  are  going  to  be  three 
big  [portal]  brands  and  everyone  goes 
there,  it's  not  so.  There  will  be  a  lot  of 
specialized  sites,"  says  Oracle  Corj).  f;EO 
Lawrence  J.  Ellison. 

E*Trade  Group  Inc.  saw  the  shift 


coming  18  months  ago  and  immediately 
began  planning  its  strategy.  E*Ti-ade's 
goal:  to  become  the  hub  for  all  tilings  fi- 
nancial on  the  Web,  not  just  a  low-cost 
trading  site.  Late  this  sum- 
mer, E*Trade  launched  a  to- 
tally revamped  site.  Gone  was  the  front 
door  that  gave  only  members  access  to 
E*Tr'ade's  services  and  data.  Now  the 


site  provides  information,  such  as  finai 
cial  news  reports,  company  releases,  an 
stock  quotes — for  ft'ee — and  has  adde 
chat,  insurance,  and  mortgage  service; 
Since  the  beginning  of  September,  tra 
fic  to  the  Web  site  has  more  than  doi 
bled,  says  Christos  M.  Cotsako; 
E*Trade's  chief  executive  officer. 

E*Ti-ade's  approach  is  only  one  of  mar 
being  adopted  by  the  crop  of  finely  f 
cused  portals,  cnet  Inc.,  a  populai-  tecl 
news  sei-vice,  is  making  a  more  radic 
change,  mor-phing  into  a  be-all  of  tech  L 
foiTnation  (page  68).  Many  health  sit( 
already  have  links  to  government  ar 
nonprofit  sites,  but  they're  adding  ordii 
shops  foi'  health  insui'ance  or  prescri; 
tion  refills. 

The  end  goal  is  to  pump  up  reven 
By  adding  free  services  and  more  co 
tent,  these  sites  could  attract  more 
iters — hence  sorely  needed  advertisi: 
dollars.  After  espn  reconfigin-ed  its  sij 


Bulking  Up 


CATEGORY/PLAYERS 


SPORTS 

ESPN 

SPORTSLINE 


HEALTH 

INTELIHEALTH 
DR.KOOP 


WOMEN 

iVILLAGE.COM 
W0MEN.COM 


STATUS 


Aimed  at  men  18-34,  these  sports  sites  have  been  around  for 
years  but  are  now  adding  more  content  from  elsewhere  on  the  Web. 
ESPN  also  was  redesigned  m  September,  pumping  up  the  sports 
products  it  sells  and  making  it  an  umbrella  portal  linked  to  other 
sites,  including  NFL.com.  SportsLine  is  piling  on  info  from  the  Minin 
Co.  on  500  different  topics  and  offering  free  E-mail. 


These  sites  offer  a  wide  variety  of  medical  data  and  health  tips. 
Players  are  now  adding  services  like  wellness  assessment  tools, 
online  pharmacies,  and  health  insurance. 


Finally  coming  into  their  own  now  that  women  account  for  43% 
of  people  online,  these  sites  are  adding  services  such  as  health 
and  financial  advice.  Women.com  has  content  from  such  partners  a. 
Bloomberg  financial  service,  while  iVillage  offers  investment  info 
from  Intuit.  The  sites  boast  free  E-mail  and  products  like  baby  toys. 
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A  notepad  that  uploads  to  your  PC? 

(LOOKS  LIKE  YOUR  NOTES  JUST  GOT  A  LOT  MORE  P0WERFUL»( 


Store  all  of  your  notes  on  your  PC 


search  your  notes  by  keyword  or  date 
convert  selected  phrases  to  text 
cut  and  paste  into  other  documents 
e-mail,  print,  or  fax  notes  from  your  PC 


=.  =  The  CrossPad.  With  IBM  Ink  Manager"  software.  Take  notes  anytime, 
eVL  anywhere.  At  2.2  pounds  and  3/4"  thick,  it's  lighter  and  slimmer  than  a 
lvz~     laptop.  Welcome  to  the  future.  800-510-9660.  Www.cross-pcg.com. 


Cross 


cross: 


PORTABLE 


NOTEPAD 


MICROCENTEn 


OPFICE  MAX 


STAPLES 


AVAILABLE   AT:  CmCUn   ClTY,  COMPUSA  FRY^ 

'Receive  a  S100  rebate  with  joint  purchase  of  CrossPad  and  CrossPad  portfolio.  Or  receive  a  $50  rebate  when  you  purchase  a  CrossPad.  Purchase  must  be  made 
u... n  u,,., ,  ,QD«       .=„„»™     ipqq  RphBffi  Dromotion  details  available  in  stores  or  on  the  internet  at  www.cross-pcg.com. 
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in  September  to  serve  as  an  umbrella 
portal  linked  to  other  sites,  including 
NFL.com,  it  had  the  best  monthly 
gi-owth  spurt  all  year:  about  1.1  million 
average  daily  visits  in  September,  up 
from  628,000  a  year  ago.  And,  while 
E.spN  won't  disclose  revenue,  it  says  it 
had  its  best  ad  sales  ever  in  that  month. 

And  there  could  be  additional  rev- 
enue streams.  The  megaportals  already 
have  shown  that  drawing  more  visitors 
translates  into  distribution  deals  in 
which  a  portal  collects  a  fee  for  direct- 


ing consumers  to  a  partner's  Web  site. 
Last  month,  for  example,  portals 
AltaVista,  Infoseek,  Lycos,  and  Snap! 
ponied  up  over  $60  miUion  to  be  fea- 
tured on  Microsoft  Corp.'s  newly 
launched  MSN.com  portal  site. 

Now  vertical  portal  SportsLine  USA 
Inc.  is  doing  the  same.  It  has  inked  a 
dozen  marketing  deals  with  companies, 
including  Mining  Co.,  which  provides 
site  reviews  and  discussion  gi-oups  to 
SportsLine.  "Content  is  king,  but  dis- 
tribution is  King  Kong,"  says  Andi'ew  S. 


Stumer,  SportsLine's  vice-president  foi 
business  development. 

The  skinny-mini  portals  expect  thai 
new  users,  once  they  leani  about  th( 
specialized  services,  w\]\  prefer  then 
over  megaportals.  "Portals  are  a  bit  of ; 
hodgepodge,"  says  Candice  Carpentei 
CEO  of  iVillage.com.  Inc.  "Our  user; 
have  said,  'Give  us  a  place  that  wil 
serve  us  so  we  don't  have  to  go  some' 
where  else.' "  And  so  portal  comba 
rages  on. 

By  Heather  Green  in  New  Yor) 
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CNET:  A  HOME  FOR  TECHIES 
AND  NEWBIES  ALIKE? 

Once  a  gearhead  hangout,  the  site  now  has  to  widen  its  appeal 

At  CNET  Inc.,  this  summer 
should  have  been  a  season 
for  high  fives  and  strawbeiTA" 
smoothies.  The  six-year-In 
temet  staitup  that  focuses  on  tecii 
news  and  services  had  pocketed 
$32  million  from  NBC  in  June  for 
stakes  in  cnet  and  its  portal. 
Snap!,  a  costly  online  sei'vice  that 
had  tied  up  scarce  company  re- 
sources for  more  than  a  year. 
cnet's  stock,  after  languishing 
since  the  beginning  of  the  year, 
was  finally  headed  skyward.  More 
important,  the  San  Fi'ancisco  com- 
pany had  joined  the  rarefied  ranks 
of  profitable  Net  ventures. 

But  instead  of  rejoicing,  cnet 
has  been  regi'ouping.  Finally  freed 
from  the  distractions  of  Snap!, 
company  executives  have  been  giv- 
ing cnet  itself  the  once-over.  It's 
not  that  cnet's  network  of  Web 
sites  and  cable  television  programs 
devoted  to  technology  and  com- 
puting was  in  trouble.  But  ceo 
Halsey  M.  Minor  figiu'ed  they  could 
be  if  something  dramatic  wasn't 
done  to  tr-ump  the  army  of  Web 
competitors  suddenly  swamiing  into  its 
space. 

LITTLE  CHALLENGE.  In  cnet's  earliest 
days,  few  rivals  seriously  challenged  it 
for  precious  advertising  dollars  or  for 
the  cybemauts  who  surfed 
the  Web  for  technology 
news  and  infonnation.  But  now,  cnet 
must  do  battle  with  the  likes  of  portal 
Yahoo!,  tech  publisher  Ziff-Davis,  and 
even  Dell  Computer — all  of  which  have 


deep  in  cnet  200C — a  top-to-botton 
redo  of  its  eight  Web  properties.  Tb 
goal:  to  make  cnet's  sites  appeal  a 
much  to  tech  novices  as  they  do 
gearheads.  Indeed,  the  new  cnet,  whicl 
vrill  be  unveiled  in  stages  over  the  nex 
three  months,  will  look  more  like 
Snap!  for  all  ty|Des  of  tech  seekers.  Wan 
to  build  a  coi-porate  Web  site?  Come  t 
cnet.  Interested  in  sending  family  snap 
shots  over  the  Net?  cnet  will  tell  yo 
how.  In  search  of  a  new  laptop?  cnet" 
recently  launched  shopping  channf 
can  help,  cnet  will  feature  a  r€ 
fashioned,  easy-to-use  front  doo; 
complete  with  simple-to-navigat 
area  headings,  such  as  hardwar 
and  the  Internet.  And,  on  Oct.  li 
cnet  began  offering  free  E-mail, 
ALL  THE  RAGE.  This  one-subje 
with-loads-of-goodies  approach 
now  all  the  rage  on  the  Web 
companies  try  to  remake  the 
selves  into  so-called  specialty  poi 
tals.  The  notion  is  that  by  offeriii 
some  of  the  same  features  and  sei 
vices  as  the  megaportals,  singlAconytl) 
focus  sites  can  gi'ab  more  traff 
and  advertising  dollars. 

To  do  this.  Minor  is  even  vrilKn 
to  ditch  cnet's  obsession  vrith  orij 
inal  content,  widely  considered  tl 
company's  gi-eatest  strength.  Mf^^'fts 


I 


PORTALS  HJUjMJIIiTI 


beefed  up  their  online  tech  offerings. 
"The  days  of  CNET  just  throwing  any- 
thing up  on  the  Web  and  people  going 
to  it  because  there  is  nothing  else  are 
over,"  says  Julie  Bauer,  president  and 
CEO  of  Saatchi  &  Saatchi 
San  Francisco,  cnet's  ad 
agency,  "cnet  has  to  be  smarter  and 
brighter  in  how  it  positions  itself  to  be 
successful." 

That's  why  the  company  is  eyeball- 


PREEMPTIVE  STRIKE 

CEO  Minor  hopes  his  one- 
subject- with-loads-of-goodies 
strategy  will  fend  off  mega- 
portals and  boost  ad  dollars 


nor  says  his  Web  baby  will  for  the  fir 
time  offer  sources  of  news  and  infoi 
mation  beyond  its  own.  Like  Snap!  '[ 
Yahoo!,  CNET  already  is  trolling  the  If 
ternet  for  other  sites'  jewels — such 
computer  product  reviews — in  an  effo 
to  build  a  service  so  deep  and  wide  th 
it  will  feed  virtually  every  one  of 
users'  tech  habits. 

Think  of  cnet  as  the  Tool  Time  sb 
for  the  Web — a  cozy  hub  for  all  te- 
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SPEAKERPHONE 


CELL  PHONE  WITH 
SPEAKERPHONE 

TWO-WAY  RADIO 

PAGER 


The  World's  Smallest 
Mobile  Speakerphone 


mr  speakerphone  travels  with  you  when 
u  carry  the  new  Motorola  digital  ilOOO. 
combination  cellular  phone  with  speak- 
ohone,  two-way  radio,  and  pager,  the 
000  lets  you  conference  in  the  team  to 
ike  the  deal  on  the  spot.  The  all  new 
jital  Motorola  ilOOO,  the  only  choice  for 
sy  executives  on  the  go. 


MOTOROLA 

WINGS 

The  phone  that  frees  you  to  do  more 


Introducing 
the  New 
Motorola 
Digital 


www.mot.comliDEN 
/DEN 


For  More  Information,  Call  Toll  Free  1-877-9-BE-FREE 
For  Service,  Call:  Hmel  at  1-800-NEXTEL  9  '  In  Canada,  Clearnet  at  1-888-CLEARNET 


Information  Technology 


needs.  And  when  cnet  can't  fill  an  or- 
der, it  will  guide  users  to  another  place 
on  the  Web  that  can.  "The  one  great 
use  of  the  Web  that  we've  been  missing 
is  being  utterly,  singularly  complete 
about  one  topic,"  says  Minor.  "On  the 
Web,  you  know  what  people  want  and 
you  can  respond." 

TEPID  REACTION,  cnet's  response  has 
been  to  unleash  its  top  dogs  over  the 
last  10  weeks  to  survey  employees  and 
advertisers,  discuss  site  redesigns,  and 
meld  cnet's  sites  into  a  seamless  ser- 
vice. They  also  have  compiled  a  13-page 
list  of  more  than  200  new  product  ideas, 
including  better  technologies  for  mea- 
suring the  effectiveness  of  ads  and  a 
stand-alone  database  of  computer-prod- 
uct reviews  that  can  be  continually  up- 
dated. Even  News.com,  cnet's  popular 
tech-news  service,  will  launch  a  more 
comprehensive  version  of  itself  in  late 
October  that  will  include  coverage  of 
technology  as  it  relates  to  business  in 
general.  "We  have  to  change  because 
the  market  is  changing,"  says  Tom 
Melcher,  senior  vice-president  for  strat- 
egy and  development. 

To  do  that.  Minor  has  had  to  convince 
his  roughly  500  employees  that  it's  0.  K. 
to  be  merely  knowledgeable  about  cer- 


tain topics  rather  than  authoritative 
sources.  That's  no  easy  feat  considering 
that  most  traditional  editorial  operations 
frown  on  delivering  someone  else's  hand- 
iwork— much  less  actually  pulling  it  to- 
gether for  readers.  So  on  Sept.  9,  when 
staffers  of  the  flagship  CNET.com  site 
were  first  briefed  on  Minor's 
vision,  the  initial  reaction  was 
tepid  at  best.  "There  was  a 
notion  that  we  could  do  all  this 
amazing  work  and  it  wasn't 
considered  valuable,"  recalls 
Alice    M.    Hill,    editor  of 


CNET.com. 

cnet's  discouraged  work- 
ers came  around  when  they 
listened  to  a  reworked  pre- 
sentation that  acknowledged 
the  value  of  their  editorial 
contributions  and  highlighted 
the  overall  benefit  to  the  company 
should  CNET  change  its  ways.  "If  some- 
one comes  to  our  site,  and  they  want  to 
build  a  Web  site  and  we  don't  do  that, 
we're  not  useful  for  that  person,"  says 
Hill.  "Isn't  it  better  to  offer  something 
to  that  person  rather  than  nothing?" 

CNET  may  have  convinced  its  em- 
ployees that  it's  on  the  right  track.  But 
analysts  are  still  questioning  the  com- 


itS  JET 


pany's  business  prospects,  cnet's  onlinefliai 
unit  accounted  for  $11.2  miUion  in 
most  recent  quaiter,  up  69%  over  a  year 
ago.  Virtually  all  of  that  dough  came 
from  straight  advertising  on  the  sites 

The  expanded  cnet  and  its  spiffyfes 
new  look  is  all  well  and  good,  analysts  » 


ire 


THE  PLAN  Later  this  year,  the  si  levit 
will  recast  itself  as  a  "megaportaptoo 
focused  on  technology — and  not 
for  techno-wonks,  but  for  the  ma 
with  news,  info  on  products,  seal  f 
and  E-mail. 


ostan 


THE  REDESIGN  Will  take  on  a  po  r; 
like  front  door  design,  featuring  lis 
of  categories  such  as  hardware,  so 
and  the  Net.  The  CNET  brand,  wi 
displayed  at  the  top  of  each  page, 


deals 


say.  But  if  the  company  wants  tcfcifo 
compete  with  the  Web's  elite  portals,  il  ie.  Or, 
will  have  to  help  sell  products.  "Con^  ml  to 
tent-specific  sites  without  this  othei 
piece  of  the  puzzle  will  have  a  verj  ^peaii, 
difficult  time,"  says  Mary  Meeker,  ai 
Internet  analyst  at  Morgan  Stanley 
Dean  Witter.  "The  real  question  fo]j,  these 
cnet  comes  back  to  how  it  will  ge 


!oso 


IIEfe 


people  to  buy  products."  Meeker  addi 


asli  jiri 


hat  cnp:t  probably  delivers  more 
foods — namely  software — to  its  cus- 
omers  through  its  Download.com  site 
han  almost  any  other  Web  player.  But 
;net  doesn't  get  a  penny  from  that. 

Minor  says  c:net  has  no  intention  of 
elling  products  directly.  But  he  says 
he  company  in  October  began  collecting 
ses  for  every  potential  buyer  it  sends  to 
ne  of  its  advertisers  through  its  Shop- 


day  to  its  commerce  partners.  Minor 
expects  per-lead  revenues  to  account 
for  at  least  50%  of  the  company's  total 
revenues  by  2000 — pegged  by  analysts 
at  about  $111  million.  "We  will  be  a 
huge  soui'ce  of  leads  to  people  who  want 
to  buy  and  to  sell  stuff,"  says  Minor, 
adding  that  cnet  will  soon  expand  this 
service  into  new  categories  such  as  con- 
sumer electronics. 


ne  will  be  promoted  through  TV, 
)illboard,  and  online  ads. 

ENT  Plans  to  compile  content 
most  any  tech  source,  including 
■Jff-Davis  and  CMP.  CNET  also 
/er  a  broader  range  of  tech-relat- 
cs,  like  how  to  build  a  Web  page 
photos  on  the  Web. 

lUE  Aims  to  grab  more  non-tech 
iers  (77%  of  ads  on  the  sen/ice 


now  are  placed  by  technology  companies) 
by  offering  new  types  of  ads  and  better 
analysis  on  the  effectiveness  of  online 
ads.  CNET  hopes  to  collect  additional  fees 
each  time  it  sends  a  potential  buyer  to  an 
advertiser. 

CNET  UNIVERSITY  Early  next  year,  all 
employees  will  go  through  two-week 
training  programs  to  learn  CNET's  new 
approach  of  categorizing  and  compiling 
outside  sources  of  tech  information. 


1  er.com  site,  which  was  launched  in 
I  une.  On  Oct.  19,  the  company  is  ex- 
1  ected  to  announce  these  so-called  per- 
;  'ad  deals  with  54  mei'chants,  including 
i  igghead.com  and  Dell. 
Although  executives  won't  say  exact- 
'  how  much  any  one  company  is  pay- 
ig,  these  deals  could  add  up  to  a  wad 
f  cash  since  cnet  says  it  sends  on  av- 
•age  some  40,000  potential  customers  a 


Advertisers  must  agree  since  few 
blinked  when  cnet  told  them  that  they 
would  have  to  start  paying  for  leads  in 
addition  to  their  ad  buys.  That  may  be 
because  46%  of  Netizens  use  the  Web  to 
research  products  they  plan  to  buy,  ac- 
cording to  FoiTester  Research  Inc.  Says 
Craig  A.  Winn,  ceo  of  Charlottesville 
(Va.)-based  computer  reseller  Value 
America,  a  cnet  advertiser:  "cnet 


draws  knowledgeable  people  in  and  gen- 
erates leads  to  infoiTned  buyers." 

cnet  also  is  hoping  to  attract  more 
non-tech  marketers.  Although  technolo- 
gy companies  cuiTently  make  up  77% 
of  CNET's  advertisers,  Gregory  J.  Os- 
berg,  president  of  sales  and  marketing, 
says  the  company  has  set  its  sights  on 
five  consumer  categories  of  advertisers: 
consumer  electronics,  telecom,  iinance, 
automotive,  and  travel.  He'll  tiy  to  woo 
them  with  CNET's  new  advertising  ser- 
vices that  go  beyond  traditional  banner 
ads,  which  are  much  like  billboards  on  a 
highway.  There  will  be  sponsorships  of 
product  sites  and  seasonal  sections  such 
as  holiday  shopping  guides. 

Will  this  ambitious  agenda  work? 
CNET  had  better  hope  so.  The  company, 
while  valued  by  investors  at  9.7  times 
projected  1998  revenue,  still  isn't  in  the 
same  league  with  such  highfliers  as  Ya- 
hoo I,  which  is  trading  at  54  times  1998 
revenue.  To  get  there,  cnet  will  have  to 
work  fast  to  establish  its  brand  as  the 
Web's  be-all  on  tech.  But  with  so  much 
competition — and  room  for  just  one  or 
two  successful  players  in  each  subject 
categoiy,  cnet's  future  is  far  from  as- 
sured. Then  again,  if  Minor's  bet  is  on 
target,  his  company  can  start  whipping 
up  those  strawberry  smoothies. 

By  Linda  Himelstehi  in  San 
Francisco 


TO  US,  THERE'S  ONLY  ONE  WAY  TO 
LOOK  AT  ANY  VEHICLE. 


At  Dana  Corporation,  there's  only  one  way  to  look  at  any  vehicle. 
From  underneath.  Because  that's  where  you'll  see  the  innovative 
Dana  systems  and  components  that  help  car,  truck  and  off-highway 


vehicle  manufacturers  around 
the  world  stay  ahead  of  their 

crhaHiila  fnr  tho  fiitiira   Pa  It 


a  complete  rolling  chassis  or  an  axle  with  Hydra-Lok'"  four-wheel 
drive.  Dana  is  more  than  just  a  systems  supplier  with  factories  all 
over  the  globe.  We're  an  idea  factory  Visit  us  at  www.dana.com 
and  discover  how  we  can  serve  you  under  the  vehicle  and  under 
the  hood  around  the  world.  '^cp&'fin^£Mf^i^t£^(e^^0i^ 


Sports  Business 


COIVIIVIENTARY 

By  Ronald  Grover 


PRO  FOOTBALL  IN  L.A.?  DON'T  BET  THE  BENTLEY 


Ever  since  1995,  when  Al  Davis 
packed  up  his  Raiders  and 
moved  them  back  to  Oakland, 
Los  Angeles  has  been  getting 
kicked  aside  by  the  National  Foot- 
ball League.  Since  then,  L.  A.  fans 
watched  as  expansion  teams  began 
to  play  in  Jacksonville  and  Char- 
lotte, the  Browns  went  to  Baltimore 
and  the  Oilers  to  Tennessee,  and 
Cleveland  got  back  a  franchise.  For 
Angelenos,  pro  football  is  a  TV  set. 

Now,  the  city's  best  shot  for  a 
team  in  a  long  time  is  fast  approach- 
ing. On  Oct.  27,  three  potential  own- 
er gTOups,  including  two  fi'om  Los 
Angeles,  will  make  presentations 
at  the  NFL  owners  meeting  in 
Kansas  City.  The  L.  A.  contin- 
gents— one  of  them  led  by 
former  superagent  Michael 
S.  Ovitz — will  tiy  to  con- 
vince the  pigskin  pooh-bahs 
that  the  city  should  be 
awarded  the  nfl's  32nd  fran- 
chise, most  likely  at  its  annu- 
al meeting  in  March.  Play 
would  begin  in  2002. 

With  a  TV  market  of  more 
than  3  milhon  homes,  the 


with  everyone  behind  it,  L.  A.  isn't 
going  to  get  a  team." 

The  front-nmner  is  a  star-studded 
group  headed  by  Ovitz,  the  onetime 
Hollywood  talent  agent  and  foi-mer 
Walt  Disney  Co.  president.  He  has 
lined  up  Tom  Cinise,  Magic  Johnson, 
Shaquille  O'Neal,  Northwest  Airlines 
Chaii'man  Gary  Wilson,  and  invest- 
ment banker  Ted 
Forstmann,  among 
others.  Team 
Ovitz  has  excit- 


Team  Ovitz  includes 

Magic,  Shaq,  and 
Tom  Cruise.  But  glitz 
may  not  be  enough 


NFL  would  love  to  add  Los  Angeles 
to  its  Neilsens.  But  winning  a  club 
could  be  harder  than  stopping  Brett 
Favre  at  the  one-yard  line.  For 
starters,  the  two  L.  A.  groups  are 
far  behind  one  from  Houston,  which 
expects  to  bring  signed  documents 
for  a  lease  as  well  as  for  more  than 
$200  million  in  public  financing  to 
build  a  .$311  million  stadium.  And 
the  Los  Angeles  split  between  two 
competing  camps  isn't  likely  to  play 
well  with  the  nfl.  Sputters  sports 
agent  Leigh  Steinberg,  who  led  an 
unsuccessful  campaign  in  1995  to 
keep  the  Rams  from  leaving  for  St. 
Louis:  "Until  one  group  emerges 


ed  NFL  owners  with  plans  for  a 
76,000-seat  stadium  modeled  after  a 
19th-century  California  mission. 

Under  the  competing  bid,  the  66- 
year-old  Los  Angeles  Coliseum  would 
be  redesigned  as  the  centerpiece  of 
an  entertainment  zone.  That  plan  is 
being  promoted  by  real  estate  devel- 
oper Edward  Roski  Jr.,  who  bro- 
kered a  $350  million  deal  for  the  new 
Staples  Center  for  the  Los  Angeles 
Kings  hockey  team,  of  which  he  is  a 
majority  owner.  The  gToup  includes 
reclusive  Denver  billionaire  Phil  An- 
schutz,  another  Kings  owner,  and  for- 
mer Ticketmaster  ceo  Fred  Rosen. 

Both  rivals  still  have  a  lot  of  hus- 


thng  to  do.  Neither  has  shown  it  has 
its  financing  in  place,  including  the 
$480  miUion  or  more  the  nfl  will 
likely  demand  as  a  franchise  fee. 
Ovitz'  site  on  a  former  landfill  in  in- 
dustrial Carson,  15  miles  southwest 
of  Los  Angeles,  has  to  be  cleaned  up, 
and  no  one  is  sure  fans  will  travel 
there.  To  overcome  the  Coliseum's 
Raiders-era  image  of  beer 
fights  and  biker  gangs,  Roski 
will  bring  to  Kansas  City  a 
videotape  of  fi'esh-faced  kids 
cheering  at  the  Oct.  3  Uni- 
versity of  Southern  Califor- 
nia-Ai'izona  State  game  at 
the  Coliseum. 

But  while  they  may 
love  college  foot- 
ball, do  Angelenos 
really  want  the 
pros?  In  a  Los 
Angeles  Times 
poll  in  Januaiy, 
59%  said  a  team 
wasn't  important 
to  them  at  all. 
One  big  problem 
may  be  demo- 
graphics. The 
Ji  "^^^         composition  of  the 
^I^JT^    ^.ii|p'     city  has  changed 
in  the  past  20 
^  'j^     years  and  is  now 
40.1%  Hispanic 
and  12.5%.  Asian. 
Wliile  many  Hispanics  and  Asians 
tend  to  avidly  support  baseball,  for 
example,  as  gi'oups  they  seem  less 
enthralled  by  football. 
EAGER  FANS.  Meanwhile,  Houston's 
bidders  will  arrive  in  Kansas  City 
with  a  guaranteed  income  stream 
fi'om  stadium  sales  taxes  and  polls 
showing  58%'  of  city  residents  would 
buy  tickets.  "I  don't  woriy  about 
L.  A.  They  have  enough  to  worry 
about  themselves,"  says  Steve  Pat- 
terson, head  of  the  Houston  gi'oup. 

Patterson  is  right.  Mike  Ovitz  and 
Top  Gun  Ci-uise  and  Shaq  may  put  on 
all  the  glitz  they  can,  but  in  the  end, 
the  NFL  will  want  them  to  show  it  the 
money.  Until  Los  Angeles  can  do  that, 
a  football  club  will  remain  a  veiy  dif- 
ferent kind  of  dream  team. 


Grover  is  Los  Angeles  bureau  chief. 


7^  bU'-  .ri^-^.S  WEtK  /  OCTOBER  26,  1998 


v.vc  yjKjt  ncKt,  I  HERE  ARE  AMY 
NUMBER  OF  THINGS  YOU  MIGHT  Fl 


OMPaWARF 

What  do  you  need  most? 

For  application  development,  testing  and  management,  four  out  of  five  of  the  world', 
largest  corporations  rely  on  Compuware.  People  and  software  for  business  ap^lLtions- 


The  Corporation 


CURRENCIES 


PERILS  OF  THE 
HEDGE  HIGHWIRE 

Locking  in  exchange  rates  isn't  always  a  great  idea 

As  a  company  that  gets  more  than 
half  of  its  sales  and  profits  in  for- 
eign   currencies,  Minnesota 
Mining  &  Manufactuiing  Co 
is  exquisitely  sensitive  to  fluc- 
tuations in  exchange  rates. 
When  the  doUai-  rises,  profits 
fall.  Yet  3M  doesn't  use  ; 
hedges  to  protect  against 
cun'ency  fluctuations.  In 
August,  the  maker  of 
Post-its    and  Scotch 
Tape  announced  that 
the  dollar's  rise  had 
cost  the  company  $330 
million  in  profits  and 
$1.8  billion  in  revenue 
over  the  past  three 
years.  The  no-hedging 
policy  has  analysts  and 
investors  in  an  uproar 
"They  have  lost  all  credi- 
bility with  Wall  Street," 
says  Jack  L.  Kelly  of  Gold 
man,  Sachs  &  Co. 

But  is  3M  really  so  dumb? 
Not  according  to  academics, 
consultants,  and  a  slew  of  other 
big  companies  that  choose  to  hedge 
very  little  or  not  at  all.  Companies 
ranging  from  Kodak  to  Deere  to  Exxon 
argue    that    currency  fluctuations 
help  profits  as  often  as  they  hurt 
them — and  that  hedging  simply  doesn't 
pay. 

NOT  CHEAP.  The  reason:  Big  companies 
can  generally  ride  out  negative  cmren- 
cy  moves  without  having  to  cut  back 
on,  say,  capital  spending  or  research 
and  development.  Moreover,  hedging 
isn't  cheap.  And  though  the  costs  might 
be  worth  overlooking  if  hedging  gen- 
erally worked,  studies  show  that  hedges 
often  fail  at  their  main  aim:  cutting 
volatility  of  sales,  cash  flows,  and  earn- 
ings. "In  many  cases,  the  best  solution 
is  simply  not  to  hedge,"  says  Tom 
Copeland,  a  corporate  finance  consul- 
tant at  Cambridge  (Mass.)-based  Moni- 
tor Co. 

Currency  hedging  has  emerged  as  a 
front-and-center  issue  because  of  the 


With  currency  markets 
going  wild,  deciding 
whether  or  not  to 
hedge  is  crucial 


recent  surge  in  exchange-rate  volatility. 
Asian  currencies  and  the  Russian  mble 
have  crashed  over  the  past  year.  And 
after  soaring  70%  against  the  yen  in 
three  years,  the  dollar  slid  15%  in  a 
mere  day  and  a  half  early  this  month. 
It's  httle  surjjiise,  then,  that  many  com- 
panies hedge.  The  University  of  Penn- 
sylvania's Whaiton  School  and  Canadian 
Imperial  Bank  of  Commerce  found  in  a 


recent  survey  of  400  U.  S.  companies — 
many  among  Corporate  America's 
largest — that  one-third  do  some  kind  of 
foreign-cuiTency  hedging. 

The  standai'd  argument  for  hedges  is 
increased  stability.  "We're  tiying  to  re- 
duce volatility  in  earnings  and  cash 
flows,"  says  Lori  A.  Walker,  director  ol 
global  financial  risk  management  at  con- 
trols supplier  Honeywell  Inc.,  which 
gets  40%  of  its  business  outside  the 
U.S.  When  effective,  the  decrease  in 
volatility  means  that  companies  car 
smooth  out  cash  flow,  making  it  easiei 
to  plan  spending.  Lower  volatility  alsc 
reassures  lenders  and  investors,  anc 
makes  forecasting  yeai-ahead  results 
for  Wall  Street  easier. 

Drag  giant  Merck  &  Co.,  foi 
instance,  hedges  some  of  its 
foreign  cash  flows  using  one 
tn  five-yeai'  options  to  sel 
the  cuiTencies  for  dollars 
at  fixed  rates.  Merck  ar- 
gues that  it  can  protec 
against  adverse  cuiTen 
cy  moves  by  exercisin| 
its  options,  or  enjoy  fa 
vorable  moves  by  no' 
exercising  them.  Eithe: 
way,  the  company  aim 
to  guarantee  that  casl . 
flow  fi'om  foreign  sale 
remains  stable  so  that  i 
can    sustain  researcF 
spending  in  yeai's  when  ; 
strong  dollar  trims  foreigi 
earnings.  "Volatility  is  hen: 
to  stay,"  says  Judy  C.  Lewent; 
Merck's  highly  reg^ai'ded  cliief 
nancial  ofScer.  "We  pay  money  fo! 
insiu-ance  to  dampen  volatility  fror 
untowai'd  events." 

But  many  well-established  compa 
nies  see  no  need  to  pay  for  protectio 
against  currency  risk.  Copeland  point 
out  that  many  choose  to  cover  the  rista 
out  of  their  own  deep  pockets,  similal 
to  the  way  they  self-insure  against  ftra 
and  floods.  Take  3M.  In  spite  of  cuill 
rency-related  losses  over  the  past  threl 
years,  the  company  has  steadily  irjl 
creased  its  R&D  budget,  from  $883  miji 
lion  in  1995  to  $1  billion  this  year, 
you  look  at  the  cost  of  hedging  ove 
the  entire  cycle,  the  hit  to  your  eas 
flow  is  incredible  for  bu\ing  that  ii 
surance,"  says  Janet  L.  Yeomans,  3M 
vice-president   and   treasurer.  "W 
would  prefer  to  find  operating  solutioi 
to  those  problems." 

Indeed,  hedging  itself  eats  into  pro 
its.  A  simple  forward  contract  thj 
locks  in  an  exchange  rate  costs  half 
percentage  point  per  year  of  the  re^ 
enue  being  hedged.  Other  technique  l  ". 
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Should  I  sell? 


Or  is  now  the 
right  time  to  buy? 


When  is  the  best  time  to  invest? 


WHAT  DO  YOU  DO  WHEN  THE  MARKETS  ARE  SO  UNCERTAIN?  Remember 
that  equity  investments  are  for  the  long  term.  So  even  if  the  market  is 
volatile,  it's  always  the  right  time  to  invest  for  long-term  growth. 
Consider  the  DreyfuS  Disciplined  Stock  Fund.  It  invests  primarily  in 
large,  high-quality  companies  and  employs  a  three-step  investment 
process  that  seeks  to  outperform  the  S&P  ^OO  Index  and  manage  risk 
in  all  market  conditions.  This  fund  just  may  be  the  answer  to  your 
questions.  DREYFUS.  RULE  YOUR  KINGDOM; 


*****  MORNINGSTAR  RATING 


OVERALL  RATING  AMONG  2,603  DOMESTIC  EQUITY  EUNDS  AS  OE  8.31.< 


TO  FIND  OUT  MORE,  GALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9794  x  4540 


©reyfiis 


;all  for  a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before  you  invest 

ist  performance  is  no  guarantee  of  future  results.  Share  price  and  investment  return  fluctuate,  so  redemption  value  may  be  more  or  less 
an  original  cost.  Morningstar  proprietary  ratings  reflect  hiistorical  risk-adjusted  performance.  They  are  subject  to  change  every  month.  Ratings 
e  calculated  from  the  funds'  3-,  5-  and  10-year  (as  applicable)  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 
ipropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  Fund's  3-,  5-  and  10-year 
orningstar  ratings  as  of  8-31  -98  each  were  five  stars  out  of  2,603,  1 ,520  and  710  domestic  equity  funds,  respectively  The  top  10%  of  the 
ids  in  a  ratings  universe  receive  five  stars.  ©1 998  Dreyfus  Service  Corporation,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor 


The  Corporation 


such  as   options  are   more  costly. 

And  they  don't  buy  much.  A  1996 
study  that  Copeland  co-\\Tote  while  at 
McKinsey  &  Co.  concluded  that  most 
hedging  actually  doesn't  significantly  cut 
volatility.  Using  10  years  of  earnings 
statements  fi-om  198  lai'ge  U.  S.  compa- 
nies, the  study  found  that  only  one 
could  have  reduced  its  annual  volatility 
by  more  than  20Tc  through  hedging. 

The  reason  is  that  fluctuations  in  the 
underlying  business  can  spoil  the 
hedge's  effectiveness.  Take  the  case  of  a 
U.  S.  company  exporting  to  Japan.  As- 
suming local  sales  in  yen  remained  sta- 
ble, a  stronger  yen  would  be  expected 
to  increase  the  outfit's  revenues  when 
translated  into  dollars,  while  a  weak 
yen  would  noiTnally  lead  to  lower  rev- 
enues in  dollai's.  In  either  case,  a  hedge 
would  gain  in  value  if  the  yen  fell,  and 
vice  versa.  The  goal:  Sharp  ups  and 
downs  in  earnings  would  smooth  out. 

But  if  the  company's  local  sales  hap- 
pen to  weaken  at  the  same  time — say, 
because  of  a  slowdown  in  Japan — then 
hedging  against  a  stronger  yen  can  ac- 
tually exacerbate  volatility.  Not  only 
will  revenues  fi"om  Japan  fall  in  tenns  of 
U.  S.  dollars,  but  the  hedge  will  lose 
money  as  well.  In  fact,  that's  probably 


happening  right  now  to  some  compa- 
nies that  hedge  against  the  yen. 

Indeed,  it  can  be  so  hard  to  get 
hedges  right  that  many  companies  have 
decided  they're  not  worth  the  trouble. 
George  M.  Fisher  abandoned  Eastman 
Kodak  Co.'s  aggi'essive  hedging  strategy* 
shortly  after  becoming  ceo  in  1993.  He 
concluded  that  hedging  wasn't  neces- 
saiy  since  the  ups  and  downs  of  cur- 
rencies would  even  out  in  the  long  run. 

At  present,  that's  an  unpopulai-  posi- 
tion. On  Oct.  13,  Kodak  announced  that 
ciuTency  translations  would  cost  it  some 
S^384  million  in  revenue  and  30c  a  share 
in  profit  for  the  yeai*.  In  its  aversion  to 
hedging,  says  analyst  Michael  W.  Ell- 
mann  of  brokerage  Sclu-oder  &  Co.,  "Ko- 
dak is  so  conservative  as  to  be  aggi'es- 
sive."  But  Hany  Kavetas,  Kodak's  CFO, 
says  the  tide  is  turning:  Tlie  newly  lower 
doUai-  should  add  a  penny  to  fomth-quai*- 
ter  earnings  per  shai'e. 

For  companies  with  a  strong  belief 
in  hedging,  the  sustained  rise  in  the 
dollar  over  the  past  several  years 
proved  a  serious  test.  Coca-Cola  execu- 
tives have  bragged  to  investors  that  by 
using  options,  they  can  limit  the  nega- 
tive impact  of  unfavorable  currency 
swings  on  eaiTiings  to  3%  annually  over 


d  p.? 


the  long  term.  That  hasn't  been  the 
case,  however,  in  1998.  The  company  ra 
warned  last  December  that  currencj 
moves  w'ould  knock  6%  off  expected 
1998  profits  and  has  since  boosted  the 
estimate  to  9%  to  10%. 
PROFIT  HIT.  T\vo-yeai'  hedges  taken  dur-fe; 
ing  1995  on  the  .Japanese  yen  and  Ger-  liTlW- 
man  mark  did  help  keep  Coke's  profits 
up  temporarily.  But  when  they  expiree  sr-j 
last  yeai-  amidst  a  significantly  strongei  -'^ 
dollar,  the  transition  as  foreign  earn- 
ings were  translated  into  dollars  was  ici'i 
far  more  abinpt.  That's  hai'dly  consis  ik.Cc: 
tent  with  the  idea  of  smoothing  earn 
ings.  Worse,  now  the  hedge  is  huitinj  ec- 
profits.  Well  before  the  yen's  recent  rise  im 
Coke  set  its  doUar-yen  rate  for  the  year  fviii 

Surprisingly,  many  companies  tha' 
hedge  don't  seem  to  have  thought  mud 
about  how  they  perform.  The  Wliarton  e  over 
CIBC  study  found  that  44%  of  the  com  n  "Pre 
panies  that  hedge  have  no  yardstick  t<  li  cob 
measm-e  if  their  progi-am  is  succeeding 

Just  as  problematic,  many  seem  to  b(  n  iri  v; 
using  hedges  to  speculate  on  cuiTenc;  f  H2a 
movements  as  well  as  to  guai'd  agains  msii 
them.  In  the  ^\^lal'ton-CIBC  sur\'ey,  somi 
26%  of  the  companies  that  hedge  sa;  tx^r. 
they  sometimes  "actively  take  positions  ii;fa:c 
in  currencies  based  on  theii-  marke  tjiiit  ; 


( 
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The  strength  of  any  element  is  not  in  its  might  but 


sisteo 


The  Cincinnati  Insurance  Company  a  siibsidiarx  of  Cincinnaii  Financial  Corpc 


ews,  and  an  additional  6%  do  so  fre- 
jently.  That's  little  more  than  a  eu- 
lemism  for  speculation.  "I'm  amazed 
)W  many  ftnns  respond  positively,"  says 
ordon  M.  Bodnai;  an  assistant  professor 
'  finance  at  the  Uni- 
jrsity  of  Pennsylva- 
a's  Wharton  School 
id  co-author  of  the 
udy. 

lATURAL."  Given  the 
ixed  record  of  much 
"(Ij^ing,  Bodnar  and 
hers  believe  that 
any  companies  do  so 
■incipally  to  simphfy 
rj)orate  budgeting  or 
please  Wall  Street, 
ven  if  the  hedging 
lesn't  reduce  the 
lie  volatility  of  earn- 
^s,  it  might  improve 
e  ability  to  forecast 
em  over  the  short 
rm.  "Predictability 
id  consistency  of 
Diings  play  a  big 
,rt  in  valuations," 
vs  William  Pecoriello  of  Sanford  C. 
n'nstein  &  Co.,  who  follows  Coke. 
In  fact,  some  companies  that  hedge 
knowledge  that  short-temi  planning  is 
lat  dictates  hedging  pohcy.  Wliy  hedge 
len  the  ups  and  downs  of  the  dollar 


eventually  net  out?  "We've  talked  about 
that,"  says  Teny  Gray,  Honeywell's  di- 
rector of  global  capital  stinctm-e.  "But 
we've  never  had  a  CFO  or  chau-man  that 
had  a  20-year  tenui-e." 

FOUR  COMPANIES,  FOUR  STRATEGIES 

Does  hedging  protect  against  currency  volatility?  The  record  is  mixed. 


COCA-COLA! 


A  big  hedger,  Coke  says  that  over 
the  long  term  it  can  Hmit  profit 
damage  from  exchange  rates  to  3% 
annually.  But  this  year,  analysts 
expect  currency  mismatches  to 
erase  about  10%  of  earnings. 


EASTMAN  KODAK 


CEO  George  Fisher  ended  aggres- 
sive hedging  in  late  1993,  conclud- 
ing that  the  benefits  didn't  justify 
the  costs.  Now,  Kodak  hedges  only 
a  few  specific  contracts,  not  its 
overall  receipts  and  payments. 


By  locating  plants  in  many  coun- 
tries where  it  does  business  so  its 
costs  are  in  the  same  currency  as 
its  revenues,  IBM  reduces  the 
impact  of  currency  swings  without 
hedging. 


Arguing  that  gains  and  losses  will 
even  out  over  time,  3M  does  not 
hedge  foreign-exchange  exposure. 
Over  the  past  three  years,  however, 
that  has  cost  the  company  $330 
million  in  profit. 


Perhaps  the  best  solution  to  fluctuat- 
ing currencies  is  to  create  "natural 
hedges,"  in  which  revenues  and  costs 
are  in  the  same  currencies.  Companies 
with  natural  hedges  still  have  to  trans- 
late foreign  sales,  profits,  and  assets 


into  dollars  at  unfavorable  rates  for  ac- 
counting purposes.  But  by  using  locally 
earned  revenues  to  fimd  the  production 
of  local  goods,  for  example,  they  reduce 
the  hit  to  earnings  that  comes  from 
exporting  products 
from  a  strong-cuiTen- 
cy  countiy  to  one  with 
a  weak  currency. 

IBM,  for  instance,  lo- 
cates facilities  in  coun- 
tries where  it  does  lots 
of  business.  Coca-Cola, 
rather  than  repatriat- 
ing profits  in  devalued 
foreign  currencies, 
reinvests  in  local  bot- 
tling operations.  Even 
Merck's  Lewent  says 
her  company  prefers 
natm-al  hedges  where 
possible.  Derivatives 
such  as  currency  op- 
tions, she  says,  are  a 
fallback  because  they 
need  foreign  revenues 
to  cover  U.S.  costs,  es- 
pecially R&D.  3M  exec- 
utives may  be  more  extreme  than  most 
in  theii'  distaste  for  hedging,  but  they're 
hardly  alone. 

By  Peter  Coy  in  New  York,  with 
De'Ann  Weimer  in  Chicago  and  A^ny 
Barrett  in  Pliiladelphia 


nsistency. 


At  Cinciimati  Insurance,  it's  the  little  things,  done  over  and  over, 
that  add  up  to  big  value  for  everyone^  Things  like  prompt,  fan 
claim  service  confirmed  time  after  tmie  in  independent  surveys  oj 
agents  and  customers.  And  person-to-person  service  from  a  trusted 
local  independer^t  agent.  Our  continued  focus  on  small  details 
has  also  produced  some  impressive  financial  results.  An  A+  + 
rating  from  A.M.  Best  for  financial  strength.  The  recent  addition 
of  our  parent  company,  Cincinnati  Financial  Corporation 
(Nasdacj:CINF],  to  the  S&P  500  Index.  And  increased  dividends 
for  3  7  consecutive  years.  A  record  that  consistent  is  ivorth  exploring 
Call  1-800-769-0548  to  find  out  more  about 
The  Cincinnati  Insurance  Companies.  SrI'^Iow^mes 


Making    our   strength   your  future 


www  cinfin  com 


insurance  through  independent  agents  in  AL,  AR,  AZ,  FL,  CA,  lA,  IL,  IN,  KS,  KY,  MD,  Ml,  MN,  MO,  MT,  NC,  ND,  NE,  NH,  NY,  OH,  PA,  SC,  SD,  TN,  VA,  VT,  W  Wl 
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A  DEAL  JUNKIE' 
GETS  A  NEW  FIX 

Now,  cable  guy  Jeff  Marcus 
is  making  big  acquisitions 
as  radio  giant  Chancellor 
Communications'  boss 

Jeffrey  A.  Marcus  is  nothing  if  not 
enterprising.  To  lielp  pay  his  way 
through  college,  he  resorted  to 
driving  a  garbage  truck,  then 
bootsti'apped  liis  way  into  the  cable-TV 
industiy  by  selling  subscriptions  door- 
to-door.  Thirty  years  of  frenzied 
dealmaking  later,  Marcus  Cable  Co. 
was  so  large  that  Microsoft  Corp. 
co-founder  and  billionaire  Paul  G. 
Allen  had  to  pay  $2.8  billion  last  May 
to  get  him  to  pail  with  it.  Of  that, 
Marcus  cleared  an  estimated  $115 
million. 

But  Marcus  hasn't  stopped  there. 
Today,  he  is  installed  as  ceo  of 
Chancellor  Media  Corp.,  which  is 
partially  owned  by  Dallas-based 
leveraged  buyout  fii"m  Hicks,  Muse, 
Tate  &  Furst  Inc.  In  his  four  short 
months  on  the  job,  Marcus,  52,  has  al- 
ready cut  a  dizzying  $8  billion  worth 
of  deals,  some  of  them  controversial. 
The  biggest,  a  $4.1  billion  deal  to  ac- 
quire  Capstar   Broadcasting  Corp., 
should  push  Chancellor  ahead  of  c:bs  as 
the  country's  largest  radio  company, 
with  $2.5  billion  in  revenues,  when  the 
deal  closes  next  year.  "It  would  be  nice 
to  think  Jeff  would  slow  down  now,  but 
he  can't,"  says  Wes  Hart,  director  of 
coii^orate  sales  for  Mai'cus  Cable.  "Jeffs 
a  deal  junkie." 

ROUGH  SLEDDING?  Can  Marcus  pull  to- 
gether C'hancellor's  sprawling  empire — 
the  company  also  owns  television  sta- 
tions and  a  billboard  display  unit — and 
make  it  run  smoothly?  The  challenges 
ai'e  foiTnidable.  For  one  tiling,  all  the  re- 
cent dealmaking  has  left  Chancellor 
deeply  in  debt — six  times  1999  cash  flow 
estimates,  vs.  an  average  of  four  times 
'  ir  its  peer  group.  At  the  same  time, 
)<•  specter  of  an  economic  slowdown 
iiake  Marcus'  new  job  especially 
.  lilt.  Although  ad  revenues  have 
been  rising  smartly,  in  a  slowdown,  cor- 
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porate  ad  budgets  are  usually  the  first' 
to  get  the  ax. 

In  the  cable  industry,  at  least,  Mai'cu? 
•  has  an  impressive  track  record.  He  ha^ 
been  eating  and  sleeping  cable  TV  since  ^ 
he  was  19.  Thanks  to  his  father's  ca- 
reer as  a  furniture  salesman,  MarcusA 
seems  to  have  salesmansliip  in  his  bloodi 
To  make  ends  meet  in  college,  Marcm' 
switched  fi"om  hauling  trash  to  hawking 
cable  subscriptions  when  he  noticed  his, 
college  roommate  at  the  University  o:' 
California  at  Berkeley  was  putting  ir 
fewer  hours  and  making  moi'e  money 
"It  didn't  take  long  to  figm"e  out  wh( 
had  the  better  job,"  Marcus  recalls. 
MARKETING  MIGHT.  Marcus  staited  sm 
in  the  cable  brokerage  business,  thougl 
liis  company's  gi'andiose  name,  Commu 
nications  Equity  Associates,  hinted  o 
bigger  tilings  to  come.  As  Mai'cus  hone( 
his  dealmaking  skills,  he  started  snap 
ping  up  small,  family-nan  cable  compa 
nies.  He  would  then  fix  them  up — b; 
adding  channels,  for  example — and  resel 
them  to  large  cable  companies  at  a  21 1' 
markup.  His  "gi'eatest  strength  was  lii 
attention  to  marketing  details,"  recall 
former  CEA  associate  Gene  Gawthrop. 

At  the  same  time,  Marcus  was  criss 
crossing  the  countiy  with  his  broker 
age's  biggest  client,  tci  Communica 
tions  Inc.'s  John  C.  Malone,  acciuirin; 
small  cable  operations  for  the  cabl 
giant.  By  the  age  of  36,  Marcus  hai 
piled  up  a  small  fortune.  He  movei 
:    to  Dallas  in  1987  and  stalled  Mai 
cus  Cable  in  199: 
with  a  $20  millio 
investment  fror! 
Goldman,  Sac 
&  Co.  Earning 
reputation  for  f( 
rocious  tenacit 
Marcus  quickl 


JEFF  MARCUS 

BORN  1946  Scranton,  Pa. 

EDUCATION  BA,  1968, 
economics,  University  of 
California  at  Berkeley 

HARDEST  LESSON  First 

startup  in  1969,  a  cable 
marketing  firm,  failed 
miserably,  a  victim  of  run- 
away spending 

BIGGEST  SUCCESS  Built 
giant  cable-TV  system,  then 
sold  it  to  Microsoft  co- 
founder  Paul  Allen  for  $2.8 
billion  earlier  this  year 

FAMILY  Married,  two  col- 
ege-age  children 

INTERESTS  Eating 
("Some  people  eat  to  live, 
live  to  eat"),  bird  hunt- 
ing, reading  biographies, 
traveling 


assembled  th  . 
country's  larges 


privately  held  c< 
ble-TV  system 

The  deal  th£ 
put  him  on  thl 
map  was  a  $1  bil 
lion  bid  for  mosi 
of  Dallas-baseir 
Sammons  Entel' 
prises     Inc.  u 
1995.  Still  a  bf 
player — but  vdi 
financial  backir 
fi-om.  Hicks  Mus 
as  well  as  Go! 
man  Sachs — Ma 
cus    pulled  0 
a     huge  cot 
against  a  fomiid 
ble  TCi-led  conso 


uodi^e  mnivdii  .^pori  can  luiiuiie 
a  team  of  .seven  people  and  plenty 
offbeat:  And  with  our 
standard  Easy  Out 
Roller  Seats® 
you've  got 
lots  of 
seating  and 
storage 
optioiis. 


up  jtoiii,  itieie  .>  a 
ii  liter  V-6  engine 
with  sequential 
uel  injection. 
So  when  it 
conies  to 
towing,  this 
Caravan 's  a  very 
good  Sport,  indeed. 


k'tting  in  and  out  is  easy,  with  sliding  doors 
'andard  on  both  sides.  And  both  sliding  doors  have 
"positive  hold"  feature,  designed  to  hold  them 
pen  even  on  the  steepest  of  hills. 

Caravan  Sport's 
remarkably  tight 
turning  circle 
enhances 
maneuverability. 
Si.xteen-inch 
wheels  and  tires 
also  contribute  to  a 
car-like  feel.  |i  ' 


With  unobstructed  uiulerseat 
storage,  there's  room  for  long 
items,  such  as  skis.  Plus,  the 
deluxe  seating  package 
includes  rear  benches  that 
fold  flat  for  even  more 
storage  possibilities. 


Caravan  Sport  1^  The  New  Dodge 

1-800-4-A-DODGE  or  www.4adodge.com 

Properly  secure  all  eargii.  Always  use  seat  belts.  Remember  a  backseat  is  the  safest  place  fur  children. 
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Newport  News  Delivers 
Customer  Satisfaction 

Women,  IS  to  n.  looking  for  c|uality  clothing  at  unbeatable 
pnce.s.  That's  the  target  group  Van  Rhodes  needs  to 
understand.  And  he's  not  alone.  As  a  marketing  .sy.stems 
inalv.st  lor  Newport  News  ( iatalog,  a  major  catalog  retailer 
and  dix  ision  of  Spiegel  Croup,  Rhodes  a.sks,  "Is  a  particular 
woman  more  likeb  to  buy  from  the  summer  swimsuil 
catalog  or  the  end-ol-.sea,son  discount  mailing>  It  she  buvs 
trom  other  companies'  catalogs,  what  is  the  likelihood  she  ll 
buy  from  mine>  1  low  man\  mailings  will  it  take  to  entice  her 
K I  buy-aiul  how  many  will  be  seen  as  ( )verkill;'" 

Drowning  in  Spreadsheets 

W  hen  Newport  News  Catalog  empow  ered  Rhodes  to  finel  a 
software  solution  that  would  give  its  marketing  analysts  a 
ix-tter  tool  for  answering  the  tiuestions,  he  turned  to  SAS 
institute.  Newport  News  c;atalog  had  outgrown  the  legacy 
mainframe  s\  stem  lhat  tracked  catalog  orders  from  its  nine 
million  customers.  And  the  marketing  department,  m 
particular,  w  as  droNx  ning  in  spreadsheets.  As  Rhode.s  recalls, 
■•(J\er  the  years,  as  we  grew  and  increa.sed  our  catalog 
circulatic  )n,  \  mr  marketing  professionals  were  spending  80"., 
,  ,r  their  time  d(  )wnl(  .ading,  manipulating,  and  updating  data. 
Too  little  time  was  left  to  effectively  gauge  the  performance 
,  ,f  each  catalog  and  analyze  the  customer  .segments  recei\  ing 
the  mailings." 

m  addition  to  keeping  tabs  on  the  lO  to  S(l  catalogs  being 
tnicked  at  any  given  time-and  the  3,(HH)  to  4,(KH)  ,segments  of 
each  custon-ier  mailing-Newport  News  marketers  were 
recentiv  charged  with  tracking  the  success  of  a  private  label 
credit  card.  "That  expanded  tl  ie  number  of  different  ways  we 
needed  t(  >  k  k  )k  at  c  .ur  data  b\  a  fact<  .r  ( )f  ab<  )ut  eight  or  nine," 
Rh<  .des  explains.  ,s. when  w  e  might  ha\  e  had  tw< )  <  .r  three 
spreadsheets  for  each  catalog,  we  now  had  2()  to  ,^(1 
spreadsheets  for  each  one.  it  became  almo.st  impos.sible." 

Thafs  when  Rhodes  looked  to  SAS  softw^are's  cu.stomer 
relationship  management,  data  warehou.sing,  and  data 
mining  capabilities.  "SAS  Institute  is  interested  m  heli^mg  us 
develop  a  win-win  solution,"  says  Rhodes.  "We  have  a  \  erv 
small  IS  department  with  no  resources  for  research  and 
develoi^ment.  SAS  Insiitute  has  an  imi^ressively  high 
percentage  of  revenue  dex  <  >ted  t< .  RcNl  )-and  w  e  can  ta]^  int( . 
that  ba.se  of  km  )wiedge.'' 

Tracking  Success 
Segment  by  Segment 

According  to  Rhodes,  "SAS  software  takes  the  tedious  .steps 
out  of  analyzing  sales  trends  and  foreca.sting  catalog  .sales. 


Van  Rhodes.  Marketing  Systems  Analyst,  Newport  News  Catalog 


During  the  day,  oixler-entry  operators  take  cu.stomer  ordei- 
\-,a  oun.rder  entry  systems.  And  every  night,  the  orders  art 
parceled  out  by  SAS,  with  marketing  information  put  intt 
separate  data  marts  lor  each  catalog.  When  our  marketing 
people  come  in  each  morning  and  bring  up  the  .system,  th 
data  has  alreadv  been  downloaded,  massaged,  an 
displayed  the  way  they  want.  Decision  makers  just  .select  thd 
combination  of  reports  they  need  and  punch  a  button.  SA5 
software  generates  the  report  right  then  and  theie-it's  very 
very  flexible." 

This  nexibilit\  allows  Newport  News  Catalog's  marketing 
speciali.sts  to  track  their  success  with  each  segment  of  eac 
mailing,  and  to  get  as  specific  in  compari.sons  as  nece.ssary 
\W  tracking  customer  numbers,  mailkey  numbers,  anc 
c  italog  numbers.  Newport  News  Catalog  knows  ead 
customer's  buying  hi.story  as  well  as  which  lists  the  buye 
name  came  fn  mi.  H\  analyzing  this  data.  New  port  News  cai 
make  educated  assumptions  as  to  future  buying  habit 
-which  is  key  to  creating  customer  relationships  that  last. 

Rhodes  says  the  return  on  investment  in  SAS  software  ha 
been  ,so  great  that  Newport  News  is  taking  the  SAS  relation 
shi]^  t( .  the  next  level.  "We  are  re-engineering  and  expandin,' 
our  data  warehou.se,  migrating  from  our  mainframe  to 
dedicated  .server,  and  utilizing  SAS  .software  at  all  levels.  .SA 
software  helps  us  access  and  manipulate  our  data  to  find  th 
an.swers  we're  looking  for.  Tlu-  only  thing  limiting  us  now  i 
our  own  imagination." 
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(That's  why  you  need  the  SAS  Solution 

Vho  are  your  most  profitable  customers. .  .and  vvliy.^  How  many  customers  are  you 
Dsing. . .  and  why?  What  value  do  your  customers  see  in  your  products  and  services. .  or 
hose  of  your  compctitoi  s?  histead  of  just  stormg  your  customer  data,  explore  all  the 
lossibilities  with  the  SAS  Solution  for  Customer  Relationship  Management. 

t's  the  only  software  that  mtegraies  the  full  scope  oi  managing  customer  relationships. 
Collect  infonnation  at  all  customer  contact  points. .  .then  analyze  data  to  better  understand 
ustomer  needs.  Refine  business  strategies  around  your  most  prolitable  customers. 
)etermine  lifetime  customer  value.  All  by  just  pointing  and  chcking. 

b  find  out  more,  and  request  a  free  Guide  to  Cuslomci  Relationship  Management  with 
he  SAS  Sohttion,  visit  us  at  www.sas.coni/crm 


Profile  customers 

Assess  marketing  ROI, 
analyze  churn,  and  more 

Award-winning  data 
warehousing  capabilities 

Fully  Web  enabled 

Year  2000  compliant 


SAS  Institute  Inc. 

The  Business  of  Better  Decision  Making 


,1 


www.sas.com/crm   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  tiademark  ot  SAS  Institute  Iric    Copyright  (y  1998  by  SAS  Institute  Inc 


People 


tium.  "To  the  Sammons  family,  this  deal 
wasn't  just  about  money.  It  was  about 
family,  and  wanting  to  keep  the  business 
in  Texas,"  says  Sanjay  Patel,  a  former 
Goldman  Sachs  managing  partner.  "Jeff 
was  very  good  at  convincing  tlie  family 
to  sell."  Says  Tfi  Pi-esident  Leo  Hindery: 
"We  looked  like  the  outsiders,  and  he 
looked  like  a  member  of  then-  club." 

But  there  was  more  to  it  than  that. 
To  put  his  competitoi-s  off  guaixl,  Mai'cus 
floated  ramors  that  he  didn't  have  his  fi- 
nancing lined  up.  To  further  throw  off 
his  opponents,  he  took  his  family  on  a 
trip  to  the  Virgin  Islands.  "We  had  to 
sort  of  lie  low  and  make  them  think  we 
couldn't  come  up  with  the  money,"  re- 
calls Marcus.  Then,  holed  up  inside  his 
hotel  room  for  several  days,  Marcus 
scrambled  by  phone  to  persuade  the 
Sammons  clan  to  sell  to  him.  Overnight, 
the  deal  vaulted  Marcus  Cable  into  ca- 
ble's top  10. 

"MY  OWN  PERSON."  Now,  Marcus  has  to 
prove  himself  all  over  again.  He  has  al- 
ready found  himself  at  the  center  of 
controversy.  In  assembling  the  pieces 
of  Chancellor,  Marcus  i)resided  over  the 
acquisition  of  two  media  properties  that 
Hicks  Muse  held  big  stakes  in.  And 
since  his  golfing  pal,  Thomas  0.  Hicks, 


and  Hicks's  lbo  fii"m  have  backed  Mar- 
cus over  the  yeai's,  some  Chancellor  in- 
vestors question  whether  Mai'cus  is  act- 
ing as  an  independent  ceo  or  merely 
doing  Hicks  Muse's  bidding.  "Jeff's  a 
very  talented  guy  who's  good  at  get- 
ting things  done,"  says  Storm  Boswick, 
a  vice-president  at  .l&w  Seligam  &  Co., 
which  has  a  2.7%  stake  in  Chancellor. 
"My  only  concern  is  that  Tom  [Hicks] 


STORM  CLOUDS 


Some  investors 
are  irked  about  the  $1.5  billion 
Marcus  paid  for  LIN  Television. 
"It  was  a  terrible  deal,"  says  one 


might  ultimately  be  making  the  calls." 

Boswick  and  others  are  particularly 
irked  about  the  price  Chancellor  paid 
for  LIN  Television,  a  Providence,  R.I.- 
based  broadcaster.  Hicks  Muse  acquired 
LIN  in  March  for  $1.9  billion,  only  to 
sell  two  stations  to  nbc  for  .$815  milhon 
and  hawk  the  rest  of  the  company  to 
Chancellor  in  July  in  a  stock  and  cash 
deal  then  worth  $1.5  billion.  Industry 
sources  say  Chancellor's  former  ceo, 


Scott  K.  Ginsburg,  chose  to  resign, 
rather  than  pursue  a  diversification 
strategy  into  pricey  nonradio  deals. 
Chancellor,  meanwhile,  has  been  the  tar- 
get of  at  least  one  investor  suit  chai'ging' 
that  it  paid  too  much  for  lin.  Says 
Boswick:  "It  was  a  temble  deal."  Sincei 
the  LIN  transaction  was  disclosed,  Chan-( 
cellor's  stock  has  fallen  45%,  to  28.  ^ 
Marcus  is  quick  to  dismiss  concerns 
that  he  is  acting  on  be- 
half of  Hicks  Muse.  "I 
am  my  own  person,  and 
I  am  attendant  to  all 
the  shareholders'  best 
intei-ests,"  says  Marcus, 
adding  that  "Hicks 
Muse  has  $2  billion  in- 
vested in  this  compa- 
ny. . .  and  its  interests 
are  totally  aligned  with  other  share- 
holder interests."  And  Tom  Hicks  stress- 
es that  all  deals  must  be  approved  bj 
outside,  independent  directors.  More- 
over, "we  are  long-term  [Chancellor]  in- 
vestors," he  says.  "We  want  the  compa- 
ny to  do  well."  No  doubt.  But  life  sur( 
is  getting  more  complicated  for  Marcus 
Still,  it  beats  hauling  trash  for  a  living 
By  Stephmiie  Aiuierson  Forest  m  Dal 
las,  with  Ronald  Grover  hi  Los  Angeles 
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The  one-stop,  stop-everything 
financial  center. 

Introducing  the  new  E^TRADE.  The  Web's  onestop  financial  center.  With  lOx  more  research.  More  tools.  More  power. 


Headline  News 
Moving  the  Markets 
In  Play 
Story  Stocks 
Sliort  Stories 
Daily  Stock  Brief 


Current  Analysis 


Professional  Edge 
Morning  Calls 


>  Software  companies  to  release  Q1  earnings. 
»  How  the  FDA  ruling  will  affect  large  drug  companies. 
»  Green  Granite  Mining  Co.  names  new  COO. 


Most  Actives 


Sym  Pnce  Chg  Vol(OOO) 
PQ  801/16  -3*16  6413600 
BA  391/16  -1/16  5663500 
MU  325'8  1  7/16  5612300 
I    60  5«  -11/16  5108300 


All  You  Need  to  Invest 

You  can  invest  in  stocks,  options,  and 
over  4,000  mutual  funds.  You  also  get 
cash  management  features  like  free 
checking,  direct  deposit,  and  compet- 
itive interest  on  uninvested  funds. 


Free  Real-Time  Quotes 

Because  old  information  is  bad 
information.  Also  get  breaking  news. 
Charts.  Analysis  from  leading 
sources.  Morningstar  research. 
Upgrades.  Downgrades.  All  for  free. 


Still  $14.95  a  Trade' 

E*TRADE  not  only  gives  you  free 
tools  to  track  and  manage  your 
money,  but  you  can  place  trades 
around  the  clock — online  or  by 
phone — for  as  low  as  $14.95. 


To  sign  up  with  tlie  online  broker  rated  #1,  call  1  800  ETRADE-1  or  visit  our  Web  site. 


www.  ettade.  com 

a  o  I   keyword:    e  t  r  a  d  e 


Someday,  we'll  all  invest  this  way. 


^Nasdaq,  limit,  and  stop  orders  are  $19.95.  For  listed  orders  over  5.000  shares,  add  U/share  to  the  entre  order.  Add  $15  tor  broker-assisted  trades. 
Orders  executed  dunng  martlet  hours.  1 0x  more  research  than  previous  generation  Web  site,  E-TRADE  rated  #1  online  broker  by  Gomez  Advisors'  3rd  quarter  report  on  brokers, 
issued  8/1 2/98.  Gomez  Advisors  is  a  leading  independent  authonty  in  online  financial  sen/ices,  '£1 998  E'TRADE  Secunties.  inc.  Member  NASD.  SIPC. 
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Reinventing  Education 


Computers  can 

make  a  world  of 

difference  in  our  nation's  education  system. 

Thev  just  can  t  do  it  on  their  own. 


\\r  limit  \u-\  -eiiil  comiiutfr-  in  -rhonU.  \\t'  [if(i|ili'.  idu:  e\|ierienced  «rientisl«  and 
[iriilili'iii  MiK'T-.  riu'\  lifl])  i-iluratiii>  a|i]il\  tt'clinnlniiA  in  \\a\^  that  niake  proiound 
iMi[irii\iMnrnl~  in  llir  \sa\  -i  liiml*  arr  rnn.  In  ( .inrinnati.  a  tivini  tidni  IBM  hclpi'd  teachers 
desii;n  a  iiew  |)ri)<riani  that  lailnrs  i  ()ni>es  and  ^(■hedllle^  tn  ttie  iniiqne  needs  of  indhidnai 
student-.  tinalK  puttini;  cUi  <'nd  to  "one  size  fits  all  education.  The  roull:  belter  scliools. 
smarter  kid-.  To  find  out  more  alioiit  IBM'-  Reimentinj;  Kdiicaiion  program,  visit  us  at 
\\  w  w. ihni.com  '  li)M  I BM( ii\es 


Solutions  tor  a  -niall  [ilaiiet " 


special  advertising  section 


SMART  LINKS 


education  & 


"It  appears  that  we're 
well  on  our  way  to 
putting  every  school  and 
classroom  on  the  infor- 
1^    mation  superhighway 
by  the  new  millennium, 
but  we  have  to  make 
sure  that  everyone  has 
the  opportunity  to  access 
the  vast,  new  resources 
of  cyberspace  via  the 
Internet  and  other 
telecommunications. " 
— Al  Gore 
Vice-President  of 
the  United  States 


SMART  LINKS 


special  advertising  section 


Meeting  Challenges,  Achieving  Solutions 


WHY  TECHNOLOGY  ir 

MUST  BE  EVERYBODY'S  BUSINESS 

DAVID  G.  FERM 


merica's  future  success  depends  on  the  ability  of  today 's  students  to  meet  nation- 
al demands  for  high-tech  workers,  educated  consumers,  and  responsible 
citizens.  No  one  can  be  left  behind.  If  all  students  do  not  have  access  to  technolo- 
gy opportunities,  their  future,  and  indeed  the  future  of  the  nation,  is  in  jeopardy. 

Monumental  challenges  face  us  as  we  seek  to  prepare  America's  students 
for  this  high-tech  future.  How  much  technology  should  be  used  in  learning?  How 
can  technology  be  integrated  into  the  educational  core  of  the  classroom?  How 
can  communities  work  with  local  corporations  to  organize  NetDays?  How  can 
we  demonstrate  bottom  line  results  from  using  technology? 

It  is  a  job  that  no  one  stakeholder  group  can  finish  alone.  Teachers,  parents, 
supervisors,  students,  employers,  and  employees  must  take  responsibility  to 
ensure  that  challenges  are  overcome,  solutions  are  found,  and  that  effective 
models  for  instruction  are  institutionalized. 

Find  out  in  Smart  Links:  Education  &  Technology  how  corporate 
America,  alongside  other  stakeholder  groups,  has  begun  to  meet  these  chal- 
lenges through  successful  systemic  school  reform  efforts.  In  addition,  through 
the  section's  advertising  support,  Business  Week  and  The  McGraw-Hill  Educational  and  Profes- 
sional Publishing  Group  will  identify  10  schools  that  will  be  the  recipients  of  The  Tenth  Annual 
Business  Week  Awards  for  Instructional  Innovation.  These  schools  will  be  chosen  as  the  ones 
which  best  exemplify  the  way  that  technology  is  infused  into  the  curriculum. 


CHARLOTTE  K.  FRANK 

ml  Professomi  PuUislvnii 


ost  Americans  enthusiasti- 
cally agree  that  students, 
teachers,  schools,  and  com- 
munities must  have  access 
to  technology  tools  for  teaching  and  learn- 
ing. When  they  are  appropriately  intro- 
duced, applied,  and  used,  technology  tools 
play  key  roles  in  achieving  progress. 

In  order  to  achieve  progress,  there  are 
five  challenges  that  must  be  met: 

•  ensuring  technology  literacy 
for  all; 

•  meeting  national  demands  for 
high-tech  workers; 

•  closing  the  gap  between  "haves" 
and  "have  nots"; 

•  thinking  of  technology  as  an 
investment  rather  than  a  cost, 
and; 

•  making  sure  that  efforts  demon- 
strate results. 

As  community  stakeholders,  are 
businesses  using  their  technology 
"know  how"  and  resources  to  fos- 
ter, guide,  and  strengthen  teaching 
and  learning? 


THE  FIRST  CHALLENGE: 
Technology  Literacy 

Avoiding  "Business  as  Usual"  to 
Manage  and  Deliver  Instruction 

Schools  are  central  to  the  achievement  of 
technology  literacy,  yet  they  are  mostly 
on  the  sidelines  of  this  information  revo- 
lution. Tying  or  pasting  technology  to 
usual  teaching  methods  and  management 


of  instruction  barely  scratches  the  surface 
of  what  is  possible  and  limits  a  school's 
capacity,  efficiency,  and  effectiveness  to 
manage  and  deliver  instructfon. 

At  the  Arthur  Andersen  Community 
Learning  Center,  in  California's  Alameda 
Public  School  District,  technology  is  used 
to  help  reinvent  the  system.  This  School 
of  the  Future,  a  modern  version  of  a  one- 
room  schoolhouse,  features  a  complete 
learning  environment.  Through  a  systems 


IBM  has  owarded  the  Charlotte-Mecklenburg 
School  District  (NC)  a  Reinventing  Education 
grant  to  implement  Wired  for  Learning. 

quality  control  approach  to  education, 
chalk  and  boards  are  replaced  with  an 
electronic  bulletin  board  of  networked 
computers,  allowing  a  group  of  students 
to  participate  simultaneously. 

Connecting  Instruction  and  Learning 
to  Global  and  Real-Life  Resources 
A  Global  Strategy  Group  poll  found  that 
although  7 1  percent  of  teachers  said  com- 
puter training  was  available  to  them,  only 
48  percent  had  access  to  training  for  inte- 
grating technology  across  all  subject-area 
disciplines  and  into  classroom  instruction. 

In  partnership  with  educational  orga- 
nizations, WICI  has  developed  MCIMar- 
coPolo,  a  program  offering  a  Web  site,  with 
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Introducing  the  AT&T  Learning  Network® 

Virtual  Academy 

How  can  educators  meet  their  professional  development  requirements? 

Online,  of  course,  with  help  from  tlie  AT&T  Learning  Network  Virtual  Academy.  This  centralized 
resource  of  online  courses  is  designed  to  help  educators  effectively  integrate  technology  into  their 
curriculum,  while  updating  their  professional  credentials  on  their  terms  -  amtime,  an\-where. 

In  collaboration  with  institutions  like  Penn  State  Universirv  's  World  Campus  andT.H.E.  Institute, 
a  division  of  T.H.E.  /onr?ial,  the  AT&T  Learning  Network  Virtual  Academy  gives  teachers  the  best 
choices  in  Web-based  courses.  These  online  courses  range  from  continuing  education  units  to 
college  credits;  from  e-mail  to  video  teleconferencing;  from  free  to  fee-based. 

The  AT&T  Learning  Network  \'irttial  Academy  is  the  latest  in  a  series  of  programs  presented  by  the 
AT&T  Learning  Network.  For  more  information  visit  our  Web  site  at  w^\"^  .att.ct)m/learningnetwork 
or  caU  1-800-354-8800. 


Learning 
Network 


AT&T 


It's  all  within  your  reach.' 
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special  advertising  section 


high-quality  resources.  MCIMarcoPolo 
(www.mci.com/MarcoPolo)  provides  edu- 
cators and  families  with  a  portfolio  of 
accurate,  safe,  curriculum-based  Web  sites 
for  science  and  mathematics  resources, 
history,  social  studies,  English,  foreign 
language,  art  history,  geography,  current 
events,  and  economics. 

The  Virtual  Trade  Mission  (VTM) 
(www.virtuaitrademission.org)  is  an  inter- 
active experiential  learning  program, 
created  through  the  private  sector  lead- 
ership of  the  President's  Export  Council. 
Developed  by  a  consortium  from  the 
public  and  private  sectors,  VTM  provides 
middle  and  high  school  students,  edu- 
cators, and  workers  with  a  multimedia 
introduction  to  emerging  markets.  Some 
of  the  participating  VTM  partners  and 
sponsors  include:  The  Center  for  Strate- 
gic and  International  Studies,  The  Boeing 

Company,  United  Airlines,  UPS,  TRW  Inc.,  AT&T, 
Motorola,  Inc.,  General  Electric,  Hughes  Elec- 
tronics, Raytheon  Company,  Fluor  Corpora- 
tion, G'Gara-Hess  &  Eisenhardt  Armoring  Com- 
pany, MCI,  Maidenform,  Aquatics  Unlimited, 
Texas  Instruments,  Autodesk,  United  Steel- 
workers  of  America  and  International 
Brotherhood  of  Electrical  Workers. 
State  Farm  Insurance  Companies'  Good 

Neighbor  Award  recognizes  primary  and 
secondary  teachers  for  innovation,  lead- 
ership, and  involvement  in  their  profes- 
sion. With  the  ;issistance  of  national  teach- 
ers' organizations  in  the  nomination  and 
selection  process,  the  company  awards  a 
$5,0(){)  grant  to  the  educational  institu- 
tion of  the  recipient's  choice;  winning 
teachers  are  featured  in  local  and  nation- 
al publications.  These  teachers  have  inte- 
grated technology  into  classroom  instruc- 
tion: a  high  school  art  class  in  Flossmtxir, 
Illinois  is  exposed  to  3D  graphics  soft- 
ware and  Internet  access  to  the  art  world; 
and  kindergarten/first  grade  classes  in 
Haverhill,  Massachusetts,  use  computers 
while  working  with  parents  to  transcribe 
student  stories  into  written  words. 

Strengthening  F:d'jcators' 
TV:  Skills 

As  many  as  50  percent  of  teachers  have 
little  or  no  experience  with  technology  in 
the  cl;issrot)m,  says  McKinsey  cS;  Co.  New 
and  experienced  teachers  need  training 
to  explore  new  ideas  and  materials; 


CASE  IN  POINT: 

A  County-wide  Process  to  Effect  Change 

he  Los  Angeles  County  Office  of  Education  serves  more  than  1,700 
schools  with  1.6  million  K-12  students.  A  collaboration  of  81  school 
districts  in  Los  Angeles  County,  together  with  public  and  private  sector 
groups,  devek)ped  the  Technok)gy  For  Learning  (TEL)  initiative  to: 

•  facilitate  hardware  procurement; 

•  train  60,000  teachers  and  30,000  parents  and  community  members;  and 

•  connect  50,000  classroi)ms  in  Los  Angeles  County  to  the  information 
superhighway. 

Early  results  cite  increiised  teacher  piDhciency  in  the  use  of  technology;  integra- 
tion of  technology  into  classroom  instruction  and  curriculum;  and  mentor  proficien- 
cy its  teachers  assist  colleagues  in  their  schools,  and  other  schools  within  the  district. 

Businesses  Are  Key  Partners 

To  effect  county-wide  changes  at  this  scale  is  an  entjrmous  effort.  Apple  Computer, 
Inc.  provided  software  tor  teaching,  expertise  on  staff  development,  and  help  in 
leveraging  technology  as  a  tool.  AT&T  helped  establish  25  AT&T  Learning  Net- 
work Technology  Centers  that  focus  on  training.  Microsoft  Corporation  and  Davidson 
Software  provide  software  for  teacher  training  and  curriculum  and  instructKin  while 
IBM  donated  a  technology  lab,  including  hardware  and  software.  Cisco  Systems,  Inc. 
has  placed  one  of  its  Networking  Academies  into  each  of  the  technology  consor- 
tia to  equitably  distribute  student  networking  training, 


follow-up  consultation;  opportunities  to 
exchange  ideas  with  colleagues;  and 
observe  other  teachers  using  technology. 
Nortel/Northern  Telecom  created  a 

Teacher  Training  Program  to  address  the 
computer  technology  needs  of  North  Car- 
olina teachers.  More  than  40  Nortel  vol- 
unteers spent  Saturdays  training  teach- 
ers and  administrators  at  the  company's 
Research  Triangle  Park  training  facilities. 
More  than  3,800  teachers  have  been 
trained -at  no  cost  to  them. 

Hewlett-Packard,  m  p  ut- 
nership  with  Intel  Foundation 
and  Microsoft  Corporation,  stip- 

ports  a  regional  teacher  effort, 
"Applying  Computers  in  Edu- 
cation." Approximately  1,40(J 
teachers  in  grades  6-12  will 
be  trained  to  integrate  the  use 
of  computers  with  existing 
curriculum  in  Arizona,  Cali- 
fornia, New  Mexico,  Oregon, 
Texas,  and  Washington. 

The  companies  retained 
the  Institute  of  Computer 
Technology  (ICT)  in  Sunny- 
vale, California,  to  tram 
teachers  simultaneously  in 


multiple  locations;  the  companies  will 
pay  tor  teacher  stipends. 

This  is  a  turnkey  training  model.  Mas- 
ter teachers  from  each  of  the  regions 
serve  as  ongoing  trainers.  They  will  train 
teachers  in  their  area  to  integrate  com- 
puter technology  into  their  existing  cur- 
riculum at  workshops  and  a  summer  insti- 
tute, and  ICT's  Web  site. 

Apple  Computer,  Inc.  provides  a  staff 
development  program  that  can  take 


SAS  Institute  s  Educational  Technologies  Division  delivers  core 
content  via  o  web  browser. 
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Fairfax  County  has  one  of  the  best 
educated  populations  in  the  country. 


The  numbers  stack  up  this  way:  56%  of  the  adults  hold  college  degrees.  91%  of  their  children  pursue  post-secondary 
study.  89%  take  the  SAT  exam,  scoring  72  points  higher  than  the  national  overage.  We  have  a  science  and  technology 
magnet  school  that  regularly  produces  more  National  Merit  Scholarship  semifinalists  than  any  other  And  a 
university,  George  Mason,  that  v/as  the  first  to  offer  a  doctorate  in  IT.  If  your  business  depends  on  bright,  creative 
minds,  it's  almost  a  no-brainer:  Call  703-790-0600  or  visit  our  Web  site.  And  move  your  business  to  Fairfax  County. 


FAIRFAX  COUNTY,  VIRGINIA.  HOME  OF  THE  1998  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


www.FalrfaxCountyEDA.org 
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is  tailored  to  meet  specific  teacher,  school, 
or  school  district  needs. 

Through  the  Superintendents'  Lead- 
ership Network  (www.beilsouthcorp. 
com/bsf/initiatives/  superintendent.htm), 
the  BellSouth  Foundation  serves  as  partner 
and  administrator  with  the  Center  for 
Leadership  in  School  Reform  (CLSR)  in 
Louisville,  Kentucky,  a  national,  nonprofit 
organization.  The  Network  serves  as  a 
model  for  developing  the  leadership  com- 
petencies of  superintendents  in  the  South. 

Superintendents  agree  to  work  indi- 
vidually on  education  in  their  home  dis- 
tricts; in  sub-groups  on  state-specific 

CASE  IN  POINT: 

"A  Software  Company  Creates  an  Academy" 
The  Academy's  Purpose 

n  1996,  SAS  Institute,  Inc.  (the  world's  largest  pnvately-held  software 

I company)  established  Gary  Academy,  a  comprehensive,  coeducational 
college  preparatory  program  for  students  in  grades  6-12.  As  a  result 
of  the  educational  technology  needs  identified  when  bringing  the 
school  online,  the  Institute  created  an  Educational  Technologies  Division  that 
focused  on  the  development  of  educational  software.  Together  with  Academy  teach- 
ers, this  division  works  to  create  interactive,  multimedia  courseware  aimed  at  mid- 
dle school  and  high  school  students;  and  school  administration  applications.  Even- 
tually, the  products  will  be  available  through  a  browser. 

Dr.  James  H.  Goodnight,  President  &  GEO,  SAS  Institute:  "The  curriculum 
materials  that  SAS  Institute  has  put  together  contain  Web  sites  all  over  the 
place. ..Part  of  the  process  of  the  development  group  is  to  screen  all  Web  sites  around 
the  world.  More  than  1,000  CD-ROM  titles  and  15,000  Web  sites  have  already 
been  visited  to  search  for  content." 

Educational  Results 

The  program  has  extended  teachers'  professional  skills:  they  arc  using  tech- 
nology daily  to  communicate  with  students  and  parents  during  and  alter  school, 
and  in  courseware  units  focused  on  multimedia  presentation  of  content  across  all 
subject  areas. 

Students  say  learning  is  more  fun.  Their  reports  are  increasingly  well-orga- 
nized, readable,  and  incorporate  simulations,  graphs,  and  tables.  Study  guides  that 
have  been  developed  are  time-savers  it  students  are  sick  and  need  to  stay  abreast 
of  work  assignments. 

Parents  are  checking  their  childrens'  grades  and  homework  assignments  on  a 
dai]>  basis! 

Admianistrative  Applications 

Adminisrrative  applications  that  use  SAS  software  locus  on  a  student  information 
system  that  allows  data  to  be  entered  or  imported  once  and  then  used  iis  appro- 
priate for  daily  school  functions.  Currently  being  customized  for  public  school 
systems,  thi  oftware  allows  for  the  input  and  management  of  data  as  well  as 
communicatic  >  among  faculty,  staff  students,  and  parents.  For  further  informa- 
tion, see  these  i'/eb  sites:  (www.caryacademy.pvt.kl2.nc.us)  and  SAS  Institute, 
Inc.  I  www.sas.cor.  ,'inschool). 
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^  9       beginners  and  upgrade  their  technology 

^  skills  beyond  basic  technology  integra- 
-f^       tion  to  advanced  integration  or  even  inno- 

^  vation.  Apple's  Debra  Rein  notes  that  the 
program  encourages  teachers  "to  think 

C  of  the  computer  as  a  tool  for  teaching  and 
learning,  and  to  create  ways  to  use  tech- 

Zj       nology  to  address  learning  objectives. 

\j  Teachers  then  become  models  and  men- 
tors who  can  share  their  knowledge  with 
their  peers."  Apple  Staff  Development 
materials  enable  teachers  to  integrate  tech- 
nology into  classrooms  — no  matter  which 
computers  they  use.  The  Apple  Staff 
Development  (www.apple.com/education) 


Arkansas  School  ior  Mathematics  and  Sciences 
students  use  data  acquisition  software  ior 
physics  experiments. 


policy  issues;  and  together  on  regional  and 
national  priorities.  On-site  support,  includ- 
ing technology  training,  is  provided  by 
CLSR,  and  BellSouth,  among  others. 

Expanding  Community-Based 
Teactiing  and  Learning 

Eighty  percent  of  the  American  public 
reported  that  teaching  computer  skills  is 
"absolutely  essential."  Yet  the  National 
PTA  found  that  many  parents  are  fear- 
ful about  technology. 

The  US  West  Foundation  s  Widening  Our 
World  (WOW)  Program  uses  mobile 
training  units  to  provide  needy  commu- 
nities with  computers,  computer  train- 
ing, and  help  in  developing  community- 
based  labs  in  schools,  libraries,  low-income 
housing,  and  community  centers  through- 
out USWest's  l4-state  service  area.  In 
Englewood,  Colorado,  the  Foundation's 
Technology  Training  Academy  trained  69 
teams  and  sent  each  of  them  back  to  their 
communities  with  a  network  server,  four 
desktop  computers,  and  $  1 5 ,000  in  seed 
money  to  initiate  local  programs  and  fund 
training.  Students  team  with  adults  to 
train  other  adults. 

Nationally,  FamilyEducation  Network 

(FEN),  the  Internet  division  of  FamilyE- 
ducation Company,  offers  schools  fi-ee  cus- 
tomized Web  sites  to  create  community- 
based  home-school  connections  (http:// 
familyeducation.com).  Web  site  compo- 
nents include  online  access  to  information 
and  resources  from  each  school's  customized 
Web  site;  and  regularly  updated  content 
geared  toward  parents  and  educators. 

In  this  effort,  FamilyEducation  Net- 
work is  allied  with  such  grassroots  edu- 
cation organizations  as  the  American  Asso- 
ciation of  School  Administrators  ( AASA), 
the  National  PTA,  National  School  Boards 


Welcome  to 
Bettlesfield. 
Population:  23 


Pictured  here  are  some  of  the  "founding  fathers"  of  Bettlesfield. 
They're  the  school  kids  from  Ms.  Garvilla's  class,  the  ones  who  created 
their  very  own  town  made  entirely  of  LEGO"  bricks.  "^^I^pjll^ 

Ms.  Garvilla  inspired  her  grade-schoolers  to  build  this  burg,  complete  with 
post  office,  a  town  hall,  a  factory,  hospital,  baseball  fields,  and  all  the  other 
necessities  of  life,  so  that  they  might  visualize  the  range  of  buildings  and  services  that 
societies  need  in  order  to  function. 

Bettlesfield  (a  name  the  kids  picked  from  the  atlas)  was  constructed  block  by  city 
block  during  the  course  of  the  school  year,  added  to  and  altered  as  new  concepts  were 
introduced.  This  endeavor  not  only  "laid  the  foundation"  for  the  teaching  of  social 
studies,  it  also  enabled  young  children  to  experience  a  feeling  of  community  spirit. 

For  teaching  her  students  how  to  turn  a  bunch  of  buildings  into  a  community. 
State  Farm  is  pleased  to  present  the  Good  Neighbor  Award  to  Lorraine  Garvilla,  along 
with  $5,000  in  her  name  to  Lawrence  School  of  Sussex,  New  Jersey. 


♦ 


STATE  FARM 


INSURANCE 


Good 
Neighbor 
Award 


SWE  FARM  INSURANCE  COMPANIES 
Home  Offices:  Bloomington,  Illinois 
www,  statefarm.com 


LEGO  and  the  LEGO  logo  are 
trademarks  of  tfie  LEGO  Group 
and  are  used  here  with  special 
permission. 
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Association  (NSBA), 
and  partners  such  as 
the  AT&T  Learning  Net- 
work, Fleet  Financial 
Group,  inc.,  and  Scott 
Foresman-Addison  Wes- 
ley. With  the  develop- 
ment of  a  long-term 
strategic  partnership 
between  AOL  and  Fam- 
ilyEducation  Network, 
FEN  becomes  an  anchor 
tenant  in  AOL's  Research 
Learn  and  Family 
Channels. 


THE  SECOND 
CHALLENGE; 
A  Qualified  Workforce 

Businesses  are  addressing  current  and  long- 
term  needs  for  skilled,  qualified  workers 
who  can  demonstrate  the  technical,  cre- 
ativity, problem-solving,  and  learning 
skills  required  in  the  new  economy.  A 
study  by  the  Information  Technology  Asso- 
ciation of  America  and  the  VA  Polytech- 
nic Institute  determined  there  were 
346,000  vacancies  for  programmers,  sys- 
tems aniilysts,  and  computer  engineers/sci- 
entists in  IT/non-IT  companies  with  more 
than  100  employees.  This  rate,  repre- 
senting about  three  vacancies  per  com- 
pany, did  not  vary  significantly  according 
to  company  size,  or  location,  or  industry'. 


Related  Worker  Educational  and 
Skills  Requirements 

While  the  economy  wiJJ  continue  to  gen- 
erate large  numbers  of  jobs  at  all  educa- 
tional levels,  the  increasing  role  of  tech- 
nology means  that  at  least  half  of  the 
fastest-growing  and  higher-paying  oppor- 
tunities will  require  more  extensive  edu- 
cation, training,  and  experience.  More 
specifically,  employment  in  occupations 
requiring  an  associate  degree  or  higher 
will  grow  considerably  faster  than  those 
with  lesser  educational  requirements. 
Growth  rates  from  1996-2006  will  range 
from  7.4  percent  for  occupations  gener- 
ally requiring  post-secondary  vocational 


training  to  25.4  percent  for  those  requir- 
ing a  bjichelor's  degree. 

Smce  the  inception  of  the  Hewlett- 
Packard  (HP)  E-mail  Mentot  Program 
(http://mentor.external.  hp.com).  more 
than  3,000  HP  employees  from  around 
the  world  have  been  matched  with  5  th- 
12th  grade  students  in  the  United  States, 
Canada,  Australia,  and  France.  A  super- 
vising teacher  guides  students  and  men- 
tors. Currently,  all  training  and  tech- 
nical assistance  for  mentors  is  online. 

The  program  enables  employees,  who 
work  the  'third  shift"  or  are  salespersons, 
to  spend  10  minutes  a  day  in  K-12 
education  without  leaving  the  HP  site. 


CASE  IN  POINT: 

Charlotte-Mecklenburg:  A  Community 
Wired  for  Learning 

o  stretch  the  boundaries  ot  school  and  learning 
and  strengthen  the  connections  between  schools, 
homes,  and  the  community,  the  Charlotte-Meck- 
lenburg School  District  in  North  Carolina  and 
the  IBM  Corporation  |oined  forces  to  create  a  new  technology 
called  Wired  tor  Learning. 

In  199  i,  IBM  awarded  the  District  S2  million  through  its 
Reinventing  Education  grant  program,  an  initiative  designed 
to  help  spur  and  support  fundamental,  systemic  change  in  U.S. 
public  schools.  Two  of  four  planned  workplace  magnet  schools, 
built  within  the  Governor's  Village,  Charlotte's  new  complex 
of  break-the-mold  schools,  were  seen  as  the  perfect  sites  to 
begin  implementation  ot  Wired  for  Learning. 

Wired  for  Learning  employs  Lotus  Notes/Domino 
technology  to  enable  secure  communication  and  collabora- 
tion through  the  Internet.  Wired  for  Learning  allows  the 


transmission  of  text,  sound,  and  video  within  and  between 
classrooms  and  schools  as  well  as  to  networked  homes,  com- 
munity centers,  and  a  local  science  museum.  As  a  result,  par- 
ents-using a  protected  password -now  access  their  children's 
teachers  to  talk  about  student  assignments  on  a  regular,  daily 
and  weekly  basis,  not  just  at  scheduled  appointments. While 
the  menu  of  activities  is  customized  tor  each  Reinventing 
Education  user,  the  primary  focus  ot  communication  is  on 
student  work  and  learning. 

Using  the  software,  students  work  together  on  the  same  pro- 
ject from  different  locations.  Teachers  work  together  to  develop 
lesson  plans  and  student  assignments  online  and  search  the  Inter- 
net for  assignments  that  improve  upon  the  existing  curriculum. 

Hundreds  of  parents  have  received  training  on  the  basic 
use  of  computers  and  how  to  work  with  the  new  software. 
Once  registered  and  approved,  university  professors,  museum 
historians,  and  other  concerned  citizens  can  serve  as  online  men- 
tors or  tutors  from  a  community  center  or  from  their  home 
or  workplace  at  their  convenience. 
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Who  IS  helping 
schools  fund  and 
tap  the  full  power 
of  new  technology? 


Through  the  Federally  mandated  Universal  Ser\ace  Fund  (USF),  companies  like  Bell 
Atlantic  are  contributing  millions  of  dollars  to  help  K-12  schools  and  libraries  pur- 
chase vital  new  technologies  for: 

•  Basic  and  advanced  telecommunications  sendees 

•  Internet  access 

•  Internal  classroom  connections 

The  second  application  cycle  for  USF  funding  will  open  in  the  hdl  of  '98 
at  www.slcfund.org  for  discounts  beginning  July  1,  1999.  And  with  Bell  Atlantic 
as  your  technology  partner,  ever\^  dollar  buys  even  more  —  because  we'll  con- 
tribute 7?/07-e:  More  expertise  on  how  to  leverage  our  unique  network-based  solu- 
tions to  connect  your  district's  buildings.  More  access  to  learning  opportunities 
across  town  or  around  the  world.  More  hands-on  guidance  to  put  your  new  solu- 
tions in  place.  And  more  of  the  commitment  we've  nhvays  shown  to  partnering 
with  educators. 

That's  why,  when  it  comes  to  helping  you  teach  children  all  they  must  know  to  shape 
the  future  ... 

Bell  Atlantic  has  more  of  the  right  answers  for  you. 

Our  Technology  Planning  Guide  explains  the  USF  process  and  Bell  Atlantic's 
key  solutions.  For  your  FREF  copy,  or  for  more  information,  visit  us  at 
www.BellAtlantic.com/edk-12 


www.BellAtlantic.com/edk-12 
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Time  zones  and  geography  mean  noth- 
ing; students  in  Colorado  can  be  matched 
up  with  employees  in  Hong  Kong.  As  a 
result,  students  take  more  responsibility 
for  their  own  learning,  and  show  improved 
academic  performance,  particularly  in  sci- 
ence, mathematics,  reading,  and  writing. 

THE  THIRD  CHALLENGE: 
Access  and  Equity 

The  U.S.  Department  of  Education  reports 
that  in  1997,  78  percent  ot  schools  used 
the  Internet,  double  the  1994  rate.  From 
January  1995  to  June  1996,  the  number 
of  schools  with  Web  sites  on  the  Internet 
jumped  to  1,850.  Despite  these  gains, 
many  students  and  teachers,  in  urban  and 
rural  schools  with  high  concentrations  ot 
children  who  fall  below  the  poverty  line, 
continue  to  have  less  Internet  access. 

Access  Supports  Learning 
Through  Oracle's  Promise,  Oracle  Corp 
pledged  $100  million  to  bring  3,000 
affordable  and  easy-to-use  network  com- 
puters to  poorer  public  schools  through- 
out the  United  States.  These  computers 
permit  access  to  the  Internet,  e-mail,  and 
w(jrd  processing  functions.  Approved 
schools  receive  network  computers  with 
peripherals,  laser  jet  printers,  a  server,  and 
a  teacher  training  package  (http://www. 
onicle.com/promise). 

The  AT&T  Learning  Network  helps 
families,  schools,  and  communities  use 
technology  This  free  online  support  service 


CASE  IN  POINT: 

Teacher.training@microsoft,  a  National  Teacher 
Training  Mode! 

icrosoft's  teachertraining(fl'microsoft  (http://www.teachertraining.com) 
addresses  the  need  for  teacher  training  to  ensure  that  teachers  receive 
the  preparation  and  support  they  need  to  effectively  integrate  infor- 
mation technologies  into  their  teaching. 

Business/Higher  Education  Collaboration 

To  achieve  these  goals,  Microsoft  has  teamed  with  more  than  1 ,000  state  depart- 
ment of  education  and  educational  college  sites  to  create  and  support  profession- 
al development  training  programs  for  technology.  In  the  1997-98  school  year, 
more  than  350,000  educators  were  trained  at  these  sites. 

How  the  Program  Works 

When  applications  have  been  approved,  Microsoft  provides  free  software,  resource, 
and  instructional  materials.  Microsoft  also  provides  the  licenses  needed  to  use  the 
software  in  teacher  training  laboratories,  information  on  how  to  evaluate  Microsoft 
technology,  and  the  latest  drivers  and  patches  to  keep  systems  running  smoothly. 


includes  an  Internet  101  teacher  tutori- 
al; a  Web  tour  created  to  guide  teachers 
through  various  education-related  uses  of 
the  World  Wide  Web;  AskLN,  a  men- 
toring program  for  teachers;  and  links 
and  pointers  to  help  direct  teachers  and 
families  to  online  education  and  resources. 

More  than  250  K-12  public  and  pri- 
vate schools  participate  in  Toshiba's  Note- 
books for  Schools  program.  Developed 
with  Microsoft,  it  provides  round-the- 
clock  access  to  portable  laptop  comput- 
ers. Through  this  program,  Toshiba  Amer- 
ica information  Systems  Inc.  offers  note- 
books with  Microsoft  Ofhce  Professional, 


CASE  IN  POINT: 

Cisco  Networking  Academy  Program 

he  Cisco  Networking  Academy  program  (www.cisco.com.edu)  has 
been  established  in  946  high  schools,  colleges,  and  technical  schools 
in  47  states  and  in  Washington,  D.C.,  and  in  several  countries  around 
the  world.  The  program  teaches  students  how  to  design,  build,  and 
maintain  local  and  wide-area  computer  networks.  As  a  result,  schools  will  have  tech- 
nical support  and  resources  to  supplement  limited  school  funds  and  a  qualified  net- 
work of  support  personnel  (administrators,  designers,  and  troubleshooters). 

The  program  offers  280  hours  of  a  supervised  multimedia.  Web-based  curricu- 
lum, a  complete  suite  ot  lab  equipment,  teacher  training;  and  technical  support.  Stu- 
dent classroom  time  is  divided  between  using  the  multimedia  CLirriculum,  and  actu- 
ally configuring  and  operating  real  network  equipment  in  the  lab.  Students  learn 
skills  essential  to  network  administration,  and  build  reading,  writing,  and  math  skills. 
Students  who  demonstrate  SO  percent  competence,  in  a  test  constructed  by  acade- 
mic and  technical  experts,  acquire  a  certificate  that  shows  they  are  qualified  to  be 
standard  network  technicians  and  junior  network  administrators. 


high-speed  modems,  and  toll-free  tech- 
nical support  for  users.  Com.purer  pur- 
chases for  students,  parents,  and  faculty 
are  simplified  through  Toshiba's  special 
financing  program. 

Access  for  Special  Populations 
The  Mattel  Family  Learning  Program 
(MFLP),  developed  through  the  partner- 
ship of  the  Mattel  Foundation  and  the  Alliance 
for  Technology  Access  provides  the  dis- 
abled with  the  hardware,  software,  and 
technical  support  that  permits  users  to  go 
online,  share  resources,  and  find  pen  pals. 
The  MFLP  also  supports  schools  and  com- 
munity centers  to  enable  them  to  develop 
after-school,  family  involvement  programs. 
Additionally,  teachers  have  benefited  from 
specialized  training  provided  by  ATA. 

Access  Improves  Home  and 
School  Communication 

Technology  provides  access  to  learning 
opportunities  by  expanding  and  improv- 
ing communications  between  families 

and  schools.  The  American  Business  Collab- 
oration for  Quality  Dependent  Care  (ABC), 
a  national  coalition  ot  22  companies, 
including  GE  Capital  Services,  Hewlett-l 
Packard  Company,  IBM  Corporation,  Lucent 
Technologies,  and.  NYNEX/Bell  Atlantic, 
addresses  the  diverse  needs  ot  employees 
through  a  commitment  to  invest  resources 
where  their  employees  live  and  work. 

One  ABC  program.  The  Bridge 
Project,  developed  by  WFD,  Inc.,  uses 
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It's  one  thing  to  wire  up  your  schools... 
but  how  do  you  fire  up  your  students? 


ee  for  yourself  at  www.sas.com/wired  SAS  institute  surveyed  more  than  25,000  teachers  to  find  out 
hat  they're  looking  for  in  classroom  software.  Their  #1  answer?  Curriculum  content.  That's  why  our  School  Technologies 
e  based  on  strong  content — using  multimedia  to  proactively  engage  students  and  help  promote  the  critical  thinking  and 
oblem  solving  skills  they'll  need  in  their  future  careers.  Visit  us  today  for  a  demo  at  www.sas.com/wired 


Enhance  learning 
through  effective 
use  of  technology 


Deliver  timely, 
researched  materials 
that  align  with 
your  standards 


Provide  teachers 
with  more  time 
for  students 


School 
Technologies 
from 
SAS  Institute  inc. 


lool  Technologies  from  SAS  Institute  ■  100  SAS  Campus  Dnve,  Dept.  S2  ■  Gary  NO  27513 
9)  677-8000,  ext.  5062  ■  e-mail;  bw@sas.com 
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voice-messaging  technology  to  help  con- 
nect parents  and  teachers.  Sponsoring 
companies  provide  funding  for  schools 
to  acquire  state-of-the-art  voice-mail 
technology  (in  multiple  languages  if  nec- 
essary); training;  and  strategies  to  com- 
municate the  project  to  employees,  other 
parents,  at  the  schools,  and  the  com- 
munity-at-large.  Results  show  that  50 
percent  of  parents  access  the  system  every 
day,  teacher-parent  communication 
increased  on  an  average  of  487  percent, 
and  academic  achievement  and  atten- 
dance improve.  Approximately  one-half 
of  participating  employees  say  they  are 
now  more  involved  in  their  children's  edu- 
cation; their  children  are  completing  more 
homework;  and  the  project  has  helped 
them  balance  work  and  family  responsi- 
bilities and  reduce  family  stress. 

THE  FOURTH  CHALLENGE: 
Thinking  Investment,  Not  Cost 

U.S.  schools  are  expected  to  spend  $5.2 
billion  on  educational  technology  during 
school  year  1997-98,  a  21  percent  rise  in 

GOOD  PRACTICES 


Corporate  volunteers  do 
high-tech  "barn  raisings" 
called  NetDays  that  install 
computers  in  schools  and 
offer  ongoing  support. 
Originating  in  California, 
the  effort  is  spreading 
across  the  country  and 
around  the  world. 

spending  from  1996-97.  Increased  spend- 
ing on  instructional  software  is  projected 
at  49  percent  and  on  hardware  (mostly 
personal  computers  and  servers)  at  41 
percent.  In  1995,  schools  spent  S6  mil- 
lion for  online  and  subscription-based  ser- 
vices; this  is  expected  to  double  by  1998. 

Concerns  have  been  raised  that  school 
districts  are  throwing  money  away  on  one- 
time technology  expenditures,  expecting 
quick  soluticjns  to  technology  needs.  In  re-aJ- 
ity.  Rinding  will  be  a  long-terin  challenge. 

In  response  to  the  federal  government's 
Technology  Literacy  Challenge,  states  and 
school  districts  have  already  developed  tech- 
nology plaas  that  include  fi.inding  to  upgrade 


CASE  IN  POINT: 

Leveraging  Resources  at  the  Local/County  Level 

n  Charlotte  County,  in  rural'  Virginia,  the  ratio  is  three  students  for 
each  computer.  All  students  have  daily  access  to  the  latest  instruc- 
tional, multimedia-networked  technology  equipment.  The  schools' 
23  Integrated  Laser  Disc  instructional  labs  use  ALS  (Advanced  Learn- 
ing Systems)  and  CCC  (Computer  Curriculum  Corporation)  software  and  are  online  to 
ma)or  universities.  Students  in  tiic  Early  Learning  Center  work  daily  in  their  20- 
station  computer  lab. 

Why  does  this  work  considering  that  23  percent  of  the  county's  households 
exist  below  the  poverty  level?  The  school  system  developed  a  company  called 
Statesmen  Computers,  the  county's  only  high  school,  classroom-based  computer 
manufacturing  company.  This  company,  owned  and  operated  by  the  Charlotte 
County  Board  of  Education  since  1994,  designs,  manufactures,  sells,  installs,  and 
services  computers  and  related  equipment  to  businesses,  industries,  other  school 
districts,  parents,  individuals,  and  county  and  state  government  agencies.  Business 
and  community  partners  in  this  venture  include  large  industry,  family-owned 
markets,  small  sawmills,  and  other  local-area  business.  Money  earned  by  the 
company  is  reinvested  into  technology  for  the  school  district. 


computer  equipment,  training,  and  com- 
munity-based learning.  The  major  source 
of  technology  support  continues  to  be  the 
school  distrias  themselves,  followed  by  state 
and  federal  government  funding. 

At  regional,  state,  and  local  levels, 
collaboration  among  stakeholders  can 
more  effectively  connect  communities  to 
address  issues  concerning  ongoing,  tech- 
nology requirements.  BellSoUth  Founda- 
tion-through  a  "TechKNOWLEDGEy " 
conference -assembled  southern  school 
leaders  to  explore  ways  to  fund  school 
technology.  Then  BellSouth  Foundation 
(www.bellsouthcorp.com/bsf/technology/ 


better.htm)  created  ways  for  selected  school 
districts  to  receive  technical  assistance. 
The  expected  outcome  of  this  effort  will 
be  a  set  of  tools  and  case  studies  to  assist 
any  school  with  budgeting  issues. 

THE  FIFTH  CHALLENGE: 
Demonstrating  Results 

The  results  of  technology's  impact  on 
education  are  still  not  resolved.  Knowl- 
edge about  the  kind  and  amount  of  tech- 
nology used  in  schools,  how  it  is  used,  the 
results  of  its  use,  the  kind  and  degree  of 
training  and  support  teachers  need,  and  tme 
costs  has  been  limited  by  a  lack  of  major 


exploration  and  new  understanding. 


In  a  world  based  on  the  power  of  information, 
computers  and  other  educational  technologies  support 
traditional  learning  and  encourage  ]|[]g^|p|f|Q|Q0y 

is  the 
Blackboard 
of  the 
Future. 


It  brings  the  world's  finest 
museums  and  greatest  libraries  to 
every  student,  even  those  in  the 
poorest,  most  rural  or  remote 
communities.  It  breaks  down 
barriers  of  language  and  disability 
and  allows  all  students  to  be  full 
^    participants  in  the  learning 
^    process.  It  offers  the  promise  of 
challenging  courses  in 
subjects  like  physics  and 
calculus  in  every  high  school 
^^^A   in  America. 


For  free  copies  of  the 
National  Technology  Plan, 
or  Parents  Guide  to  the  Internet 
contact  the 
U.S.  Department  of  Education 
at  1-877-4ED-PUBS 
or  at  http.y/www.ed.gov 


Every  student  deserves  a 
nurturing  school  environ- 
ment that  teaches  the 
basics  such  as  reading, 
math,  science,  history,  and 
the  arts.  And  every  student 
also  deserves  the  chance  to  learn 
the  "new  basics,"  those  high-tech 
computer  skills  that  will  make  up  60 
percent  of  all  jobs  by  the  year  2000. 
With  a  strong  commitment  to  learn- 
ing technologies,  we  can  help  close 
the  educational  divide  and  make  our 
nation  stronger 


THE  BEST  ON-CAMPUS  COMPUTER 


SYSTEM   IS  THE  ONE 
FROM    THE    CLASS    OF  '34. 

Dave  Packard  probably  didn't  imagine  second-graders 
downloading  relief  maps,  high-schoolers  practicing 
SAT  tests  on  the  net  or  administrators  managing 
student  records  and  budgets  electronically.  Schools  of 
the  future?  Hardly.  These  schools  and  universities  are 
equipped  with  HP's  value-priced  products  including  the 
HP  Brio  PC  with  the  Intel®  Pentium®  II  processor.  Today, 
students,  teachers  and  administrators  are  excelling 
with  high-performance  HP  Kayak  PC  Workstations 
and  HP  NetServers  and  networking  products  that 
help  connect  everyone  with  a  thirst  for  knowledge. 

Learn  more  at  www.hp.com/go/hped 
or  call  1-800-839-6850,  ext.  4043. 
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PACKARD 


[  Expanding  Possibilities 
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CASE  IN  POINT: 

John  J.  Pershing  Intermediate  School, 
Brooklyn,  New  York 

nolin  J.  Pershing,  an  urban  public  middle  school 
with  nearly  1,400  students,  is  a  miniature  Unit- 
ed Nations  in  which  one-third  of  the  students 
are  recent  immigrants.  Two  years  ago,  Pershing 
recruited  business,  community,  and  local  government  part- 
ners to  help  them  gain  access  to  a  fully  networked  technolo- 
gy infrastructure.  This  infrastructure  would  support  the  devel- 
opment of  hands-on,  problem-based,  student-centered  inter- 
disciplinary curriculum  models  that  integrate  computer  and 
telecommtinication  technology.  Here's  what  happeneci. 

•  Sun  Microsystems  provided  a  complete  Java  Station 
Computer  Lab  and  the  server  to  network  the  computers. 

•  Hewlett-Packard  provided  a  complete  computer  lab,  including 
printers  and  technical  support. 


•  Microsoft  provided  the  software  for  the  lab. 

•  Fore  Systems  provided  ATM  switches  that  enable  all  students 
to  simultaneously  access  the  Internet,  send  and  receive 
e-mail,  and  to  videoconterence. 

•  Electronic  Techniques  Inc.  contributed  half  the  cost  of  the 
souni_l  and  data  projection  system. 

•  Cabtevision  prtwided  TVA'CRs  for  every  classroom. 

After  two  years: 

•  All  students  have  regular  access  to  computers  and 
telecommunications  training  during  and  after  school. 

•  More  than  60  percent  of  the  school's  teachers  are 
computer  literate. 

•  The  studenticomputer  ratio  was  reduced  from  16: 1  to  6: 1. 

•  Students  have  become  literate  in  computer,  telecommuni- 
cation, and  multimedia  technology  as  well  as  the  funda- 
mentals of  computer  repair  and  software  configuration. 


studies  that  demonstrate  a  tie  between 
technology  and  student  achievement. 

The  initial  U.S.  Department  of  Edu- 
cation study  of  nine  technology-rich 
schools  showed  educational  gains  for  all 
students  regardless  of  age,  race,  or  parental 


income.  Key  features  of  these  schools"  suc- 
cess appeared  to  be:  concentrated,  explic- 
it planning  among  school  leaders,  fami- 
lies and  students  to  create  learner-cen- 
tered environments;  clearly  articulated 
goals  and  challenging  standards  for 


student  achievement;  the  restructuring 
of  the  school  to  support  the  learner-cen- 
tered environment  and  achievement  of 
standards;  and  nearly  universal  access  to 
computer  technology.  Examples  of  sites 
that  have  shown  results  are  in  urban  and 
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The  Conference  Board® 
presents 


The  1999  Business  and  Education  Conferences 

Making  it  Work...Making  it  Pay:  Better  Education  Is 
Everybody's  Business 


May  6  -  7,  1999         The  Fairmont  Hotel 

Sponsored  by:  EDISON  ^AT&T 


For  more  than  ten  years  The  Conference  Board's 
Business  and  Education  Conference  has  been  the 
leading  forum  for  business  leaders,  community 
partners,  and  educators  to  network,  exchange 
ideas,  and  accelerate  efforts  to  improve  learning 
nationwide.  Our  1999  conference,  held  for  the  fust 
time  on  the  West  Coast,  promises  to  be  bigger  and 
better  than  ever.  Make  your  plans  today  to  join  us 
in  San  Francisco. 


Featuring  a  Keynote  Address  hy: 
Richard  W.  Riley 
U.S.  Secretary  of  Education 
-and- 
Lewis  E.  Piatt 
Chairman  of  the  Board.  President,  and  Chiel 
Executive  Officer,  Hewlett-Packard  Company 


San  Francisco,  CA 

A  M  E  R.  I  C  A 


Session  topics  include: 

•  A  'Report  Card'  on  Employee  and  Family 
Involvement  in  Education 

•  Making  Education  'Work'  and  'Pay'  at 
State,  National,  and  Local  Levels 

•  Accelerating  Educational  Improvement: 
The  Role  Business  Can  Play 

•  Expanding  Learning  Communities  That 
Foster  Post-Secondary  Education  and 
Training 

•  Accelerating  Best  Practices  That  Support 
Employee  and  Family  Involvement  ii^ 
Education 

•  Inschool  and  Afterschool  Learning 


Please  send  me  more  information  on  The  1999  Business  and  Education  Conference 


Name 
Title 


Company 
Address 
City   


Telephone  ( 
Fax  (  ) 
E-mail   


State 


Zip, 


Electronically  For  nmre  informatum  or  lo  register 

online:  www.conference-board.orj; 

By  Phone        For  further  information  call 

Karen  Radnor  at  2 1 2-.\^9-()27() 

By  Fax  To  receive  a  full  agenda  lor  this 

conference  complete  this  form  and 
fax  to:  212-980-7014 

By  Mail  Complete  this  form  and  mail  to: 

ATTN:  Karen  Rudner 
The  Conference  Board,  Inc. 
843  Third  Avenue 
New  York.  NY  10022 


The  Conference  Board  Is  the  world's  leading  research  and  business  membership  organization.  More  than  2.800  companies 
and  other  organizations  are  members.  For  82  years.  The  Conference  Board  has  been  a  leader  in  identifying  major  challenges 
facing  business  and  providing  solutions  through  market-tested  research,  executive  councils  and  management  centers,  and 
a  distinguished  conference  program.  The  Conference  Board  is  also  widely  known  for  Its  consumer  confidence  surveys,  help- 
wanted  advertising  Index,  regional  performance  barometers,  and  International  economic  analysis. 


A  not-for-profit,  non-advocacy  organization,  The  Conference  Board's  twofold  mission  is  improving  the  business 
enterprise  system  and  enhancing  the  contribution  of  business  to  society. 
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Two  Cisco  Networking  Academy  stadents  ftom 
Thargood  Marshall  High  School  in  Son  Fransic- 
so.  CA  review  the  wiring  on  a  Cisco  router. 

rural  areas,  such  as  the  Pershing  Inter- 
mediate School,  NYC,  Charlotte  Coun- 
ty, VA  (see  Cases  in  Point),  and  the  Union 
City,  NJ  school  district. 


From  Christopher  Columbus 
Middle  School,  Union  City,  NJ 

Bell  Atlantic  Corporation  along  with  Union 
City  (a  school  district  with  a  history'  of  fail- 
ing students)  created  the  Union  City  Inter- 
active Multimedia  Education  Trial  to  inte- 
grate technology  into  the  curriculum.  Bell 
Atlantic  updated  Columbus  School's  tech- 
nology, provided  computers  in  classrooms 
and  in  the  homes  of  both  students  and 
teachers,  and  also  supported  computer 
training  tor  teachers  who  then  conduct- 
ed sessions  for  parents.  By  199H,  the  aver- 
age reading  scores  increased  53  percent, 
math  scores  increased  30  percent,  and 
writing  scores  increiised  40  percent.  Stu- 
dent attendance  is  high.  The  school  dis- 
trict has  assumed  responsibilin,'  tor  expand- 
ing the  project  to  other  schools  through- 
out the  district. 

From  Charlotte  County,  VA 

At  the  high  school  level,  99  percent 
of  the  students  have  passed  the  State 


Literacy  Passport  Testing  Program.  Fifty- 
four  percent  of  the  high  school's  juniors 
and  seniors  participated  in  the  Dual- 
Enrollment  Program,  enrolling  in  and 
passing  227  college  classes  during  the 
1996-97  school  year.  At  the  elementary 
and  middle  school  level,  81  percent  of 
children  who  participated  in  the  district's 
early  childhood  programs  scored  above 
the  national  average  on  standardized  tests 
in  readine  and  math. 


For  more  information  on  advertisers  in 
this  special  section  visit  their  web  sites: 

•  wwwatt.com 

■  www.lbm.com 

•  www.bellatlantic.com 

•  www.mcgfaw-hiN.com 

■  wwwco.fairtax.va.us 

■  www.sascom 

■  www.cpb.org 

•  www.statefarm.com 

•  www.ed.gov 

■  www.conference-board.org 

Dr.  Susan  Otterbourg  is  a  Durham,  NC- 
based  author  and  consultant  for  business 
and  education  partnerships. 


CASE  IN  POINT: 

Leveraging  Resources  at  the  State  Level 

he  National  Consortium  tor  Specialized  Secondar\' 
Schools  of  Mathematics,  Science  &  Technology 
has  a  membership  ot  58  schools  in  23  states.  The 
Consortium  ser\'es  educators  and  30,000  stu- 
dents in  specialized  state-  or  district-chartered  member  schools 
and  athliated  organizations  that  tocus  on  preparing  students 
for  leadership  in  mathematics,  science,  and  technology. 

At  first  glance,  these  public-supported  specialized  high 
schools,  which  educate  some  of  the  "best  and  the  brightest," 
might  appear  to  be  exclusive.  A  closer  look  found  that,  to  the 
contrar}',  the  schools  had  leveraged  their  resources  with  other 
educators,  schools,  and  students. 

The  Alabama  School  ot  Mathematics  and  Science 
(www.asms.net),  along  with  Ciba  Specialty  Chemicals,  developed 
a  two-county  Lab  on  ^X'heels  outreach  program  tor  nearby 
middle  schools  that  allows  ASMS  staff  to  transport  portable 
equipment  to  schools  that  do  not  have  fully-equipped  science 
labs  on  campus;  and  help  middle  school  teachers  incorporate 
experiments  and  the  program's  Internet  resources  into  their 
daily  teaching. 

The  Central  Virginia  Governor's  School  (www.cvgs. 
kl2.va.us)  partners  with  more  than  14()  businesses,  health- 
care facilities,  and  government  agencies  to  offer  opportunities 
for  regional  middle  school  students  and  their  teachers  to  par- 
ticipate in  events  that  feature  technology  applications  in  math- 
ematics and  science. 

The  Illinois  Mathematics  and  Science  Academy's 


(http://www.imsa.edu)  outreach  efforts  serve  teachers  through- 
out Illinois  with  support  from  partners  such  as  TheTellabs  Foun- 
dation. Students  and  faculty  used  a  grant  from  this  Founda- 
tion to  help  create  the  Tellabs  Studio  for  Professional  Devel- 
opment on  the  IMSA  campus  as  the  central  hub  for  statewide 
professional  development  for  teachers. 

The  Arkansas  School  of  Mathematics  and  Sciences 
(http:/  www.kl2.asms.kl2.ar.us)  will  enter  into  a  partnership 
with  Wellsco.  a  consortium  of  corporations,  to  extend  distance 
learning  offerings  across  the  state.  ASMS  will  use  existing 
resources  as  a  springboard  to  seek  additional  business  part- 
ners to  serve  underserved  schools  and  students  with  math,  sci- 
ence, technology,  and  humanities  courses. 

The  North  Carolina  School  of  Science  and  Mathematics 
(w^\'w.ncssm.edu)  provides  technical  assistance,  and  helps  raise 
funds  for  the  Educational  Futures  Center  hub  (located  at  NCSSM) 
with  seven  cyber  campuses  that  act  as  resource  centers  to  rur;il, 
underserved  arftis  throughout  the  state.  Jump-started  with  a  major 
grant  from  Burroughs  Wellcome  Fund,  existing  resources  and  out- 
reach efforts  ha\e  been  le\craged  to  recaut  support  from  other 
private  and  public  sector  partners  from  throughout  the  state, 
including  RJR-Nabisco;  The  Harvey  Foundation;  Cannon  Foundation; 
Daniels  &  Daniels,  PA;  Duke  Energy;  Fujitsu  Network  Communications, 
Inc.;  GTE;  SAS  Institute;  Shodor  Foundation;  SPRINT;  and  nonprof- 
it and  government  organizations. 

MAST  Academy's  (www.mast.dade.kl2.tl.us)  outreach 
effort  involves  working  with  more  than  40  middle  schot)ls 
across  Dade  County  Florida  Royal  Caribbean  Cruise  Line,  Ltd.,  one 
of  mast's  partners,  has  hosted  liundreds  ot  these  middle  school 
students  at  their  corporate  headquarters  at  the  Port  of  Miami. 
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PATENTS 


WHAT'S  NEH- 

A  PATENT  FOR  THE  401  (K)? 


A  court  decision  protecting 
business  methods  could 
wreak  havoc  from 
E-commerce  to  banking 

For  companies  that  manage  mutual 
funds,  allocating  gains,  losses,  and 
costs  among  a  family  of  invest- 
ment offerings  has  always  been  a 
huge  headache.  So  it  was  a  giant  step 
forward  when  Boston-based  Signatui-e 
Financial  Group  Inc.  in  1993  won  a 
patent  for  a  unique  data-processing  soft- 
ware program  that  cut  down  on  the  cost 
of  crunching  the  numbers  and  even 
helped  save  on  customers'  taxes. 

When  State  Street  Bank  & 
Ti-ust     Co.  approached 
hometown  competitor 
Signature  to  license 
the  technology,',  it  was 
rebuffed.  So  State 
Street  challenged 
the  patent.  It  cit- 
ed longstanding  le- 
gal precedent  hold- 
ing that  "business 
methods,"  includ- 
ing methods  that 
incoiporate  math- 
ematical fomiulas, 
are  not 
patentable.  If  Sig- 
nature could  legit-  ' 
imately  claim 
ownership  of  this 
business  method. 
State  Street  and 
other  critics  ar- 
gued, then  theo- 
retically some- 
body could  have 
claimed  owner- 
ship of  such  com- 
mon business 
tools  as  401(k)s, 
double-entry  ac- 
counting, and 
the  mutual  i'un< 
!■  self — and 
cliarge 
anvone 


who  dared  infiinge  on  their  monopoly 
a  fortune. 

The  federal  trial  coiut  in  Massachu- 
setts that  originally  heard  the  case 
agi"eed — holding  that  business  methods 
are  no  more  patentable  than  "laws  of 
natiu'e,  physical  phenomena,  and  abstract 
ideas."  But  on  .July  23,  the  prestigious 
D.  C.  Circuit  Federal  Comt  of  Appeals 
overturned  the  decision,  holding  that  a 
business  method  that  uses  a  mathemat- 
ical foiTnula  can  be  patented  so  long  as  it 
meets  the  tlu'ee  traditional  criteria  for 
legal  protection:  that  it  be  new,  useful, 
and  not  obvious  to  someone  with  knowl- 
edge in  the  field.  In  no  uncertain  tenns, 
the  court  slammed  the  "ill-conceived" 


legal  precedent  that  had  prevented  thi 
patenting  of  business  methods.  Notinj 
that  patent  law  is  designed  to  give  in- 
ventors ample  incentive  to  innovate,  th( 
court  noted  that  Congr-ess  intended  th( 
Patent  Act  "to  extend  to  'anything  un 
der  the  sun  that  is  made  by  man.' " 
FLOODED.  The  ruling  has  let  loose  { 
whirlwind  of  controversy.  Critics  fea: 
the  decision  will  give  a  few  lucky  paten' 
holders  huge  windfall  profits — meanwhili 
slowing  the  spread  of  valuable  commer 
cial  innovations.  A  torrent  of  lawsuiti 
seeking  to  capitalize  on  the  State  Stree 
decision  is  likely  to  come  next.  That'i 
because,  in  spite  of  decades-old  case  lav 
prohibiting  business-method  patents,  in 
ventors  have  been  flooding  the  Paten 
Office  with  applications  in  recent  years 
betting  on  such  a  reversal. 

And  the  government,  which  isn't  th 
ultimate  arbiter  of  a  patent's  enforce 
ability,  has  been  granting  a  growinj 
number  of  method  patents — most  o 

LOCKING  UP  THE  RIGHTS 

A  major  new  court  decision 
confirming  a  right  to  patent 
business  methods  will  affect 
many  types  of  busin  ess: 


E-COMMERCE  Net  merchants  fear 
recently  awarded  patents  on 
secure  transactions,  push 
technology,  scrolling  tickers,  and 
reverse  auctions  will  stunt  the 
development  of  E-commerce. 


FINANCE  With  patents  for 
complex  money  management 
products  and  services  now  legit- 
mized,  financial  institutions  could 
lock  out  competitors  from  new 
banking  or  insurance  products. 


HEALTH  Specific  methods  for 
such  medical  basics  as  obtaining 
informed  consent  can  now  be 
owned,  prompting  fears  that  life- 
saving  innovations  won't  be 
shared. 
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Iiile  Dodge  Intrepid  ES  may 
turn  a  pretty  face  to  the  world,  a 
closer  look  reveals  an  obvious 
depth  of  character  Its  aluminum 
power-plant,  for  e.mmple,  generates 
225  horsepower  from  a  mere  3.2 
liters.  That  same  efficiency  of 
design  translates  to  efficient  oper- 
ation as  well.  EPA  estimated  fuel 
economy  numbers:  18  m.p.g.  city, 
28  m.p.g.  highway. 

While  Intrepid  ES '  shape  is 
aerodynamically  trim,  its  interior 
is  expansive.  An  AutoStick®  trans- 
mission accommodates  automatic 
and  mcmual  shifting.  A  wide  rcmge 
of  other  standard  and  optional  fea- 
tures will  accommodate  the  most 
discriniinating  driver 

Dodge  Intrepid.  This  changes 
everything.  Again. 


eveiytnm^.  Again. 

mtelligent. 


Intrepid  1^.^  The  New  Dodge 


1-800-4-A-DODGE  or  www.4adodge.com 

Always  use  seat  heirs.  Remember  a  backseat  is  the  safest  place  for  children. 


A  Management  Guide  to 
Cutting  Through  the  Nonsense 
AND  Doing  Things  Right 


THE  POWER 

■  OF  ■ 

SIMPLICITY 


JACK  TROUT 


WITH  Steve  Rivkin 


Are  You  Contusing  The 

Complicateil 

W))  With  The 

Right  Way? 

The  world-renowned 
business  strategist  and 
marketing  rebel  exposes 
the  silliness,  complexities, 
and  nonsense  that  get  in 
the  way  of  doing  things 

RIGHT. 


Available  at  Bookstores  Everywhere 
Visit  us  at  www. books. mcgraw-hill. com 


The  fastest  ivay  to  get  free  information  from  advertisers  in  Business  Week 


Your  one-click 
option  to  connect  with 


our  advertisers. 


BizLmk 

www.businessweek.com/bizlink 
see  page  166 
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wliich  involve  softwai-e.  Softwai*e  paten 
awards  exploded  from  about  1,300  ii 
1990  to  11,000  in  1997,  according  to  Grej 
Ahai-onian,  publisher  of  online  newslette 
Patent  Xeivs.  in  lai-ge  pail  due  to  th 
growth  in  methods  patents.  "These  lami 
patents  ai'e  going  to  cause  more  troubl 
than  most  people  realize,"  he  says.  '"It'] 
make  the  htigatoi-s  and  patent  searcher 
happy,  but  I  don't  tliink  it'll  make  any 
one  else  happy." 

Indeed,  the  State  Street  decision  re 


"These  lame  patents 
are  going  to  cause 
more  trouble  than 

most  people  realize," 
says  one  expert 


fleets  an  impoitant  sliift  in  legal  thinkinj 
Like  copyright  and  trademark  lav 
patent  law  balances  the  right  of  the  gei 
eral  pubhc  to  useful  information  wit 
the  right  of  inventors  to  benefit  froi 
then"  work.  In  part  because  of  pressui 
fi'om  lai'ge  companies  with  valuable  it 
tellectual-property  portfolios,  the  tid 
has  been  sliifting  in  favor  of  propert 
owTiers. 

Wliile  the  new  couit  decision  will  r* 
verberate  tlu'oughout  Coiporate  Amer 
ca,  the  industry  likely  to  be  affect( 
most  is  E-commerce,  where  busine; 
models  are  still  developing.  Recent  I 
commerce  patents  include  that  of  C; 
berGold  Inc.,  based  in  Berkeley,  Cali 
for  a  system  of  giving  awards  (wit 
points)  to  people  who  chck  on  an  adve 
tising  message — a  digital  sister  to  fr 
quent-flier  miles.  Netcentives  Inc.  of  & 
Francisco  received  a  similar  patent  ft 
rewai'ding  people  who  make  pm'chasi 
onhne. 

GRUMPY  COWBOYS.  Net  entrepreneu 

say  that  because  these  methods  are 
common,  they  should  not  be  eligible  f 
patents.  To  A.  Nathaniel  Goldhab€ 
president  of  CyberGold.  that's  just  so^ 
gi'apes.  "Wliat  they're  really  sajing 
'Why  didn't  I  tliinl^  of  it  fii'st?' "  he  saj 
"We're  homesteading  a  new  territoi 
and  the  cowboys  will  always  be  ups 
when  the  farmers  move  m  and  put  i 
fences." 

Tlie  financial  value  of  Internet  pater 
is  open  to  question,  however.  Technoloj 
changes  so  quickly  that  some  pater 
may  be  obsolete  by  the  time  they 
awai-ded — usually  two  to  tlu-ee  years 
ter  application.  Going  after  tiny  cybi 
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There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business.  Seekmg 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  tfie  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software— from  the  world's  leader  in  decision 
support— lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


•  Achieve  a  rapid  return  on  your  ERP  investment 

•  Enhance  profitability  through  data  mining 

•  Unleash  the  business  potential  of  R/3  or  other 
ERP  systems  using  integrated  SAS  capabilities  for 
CRM,  balanced  scorecard,  quality  improvement, 
and  more 

Visit  us  at  www/. sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 

SAS  IS  a  registered  trademark  ot  SAS  Institute  Inc  Copyrigtit©  1998  l)y  SAS  Institute  Inc 
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www.sas.com/erpsolutions  E-mail:  bw@sas.coin  919.677.8200 


Group  Disability,  Life  and  Dental  •  Variable  Universal  Life  and  Annuities  •  Long  Term  Care  •  Mutual  Funds 
Individual  and  Small  Group  Health  •  Preneed  •  Provider  Excess  •  Credit  Related  Insurance  Services 


A  community  that  isn't  afraid  to  get  out  and  push 
teaches  us  something  about  effort  and  commitment. 


*  ■  • 


FORTIS 

Solid  partners,  flexible  solutions^' 


Fortis: 

Along  the  road,  we've  learned  what  it  means  to  serve  the  community  and 
when  you  need  a  hand,  we  can  pitch  in  with  insurance  and  investment 
solutions  for  businesses  and  individuals.  Call  your  insurance  professional 
or  Fortis  at  1-800-377-7282,  or  log  on  to  www.us.fortis.com. 
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(ips  that  infringe  on  patents  won't 
M  much  value  to  the  patent  holders, 
1(1  hig  companies  will  likely  have  the 
soui'ces  either  to  prove  the  patents 
\  alid  or  cut  a  deal.  But  such  patents 
■iicrate  publicity  and  inspii'e  investors 
cMugh  up  money. 

Because  of  the  massive  flowering  of 
w  products  and  services  in  recent 
■ai's,  as  well  as  innovative  manage- 
.'iit  techniques,  the  Siate  Street  deci- 
)n  is  already  having  a  strong  impact  on 


The  Supreme  Court 
rarely  rules  on  patent 

issues,  but  this  one 
ould  be  too  important 
for  it  to  ignore 


e  financial-services,  banking,  and  in- 
ranee  industries.  Several  companies 
at  own  methods  patents  on  potentially 
luable  consumer  products  have  filed 
its  against  infiingers.  College  Savings 
ink  of  Pi-inceton  (N.  J.),  for  example,  is 
ing  the  state  of  Florida  for  infringing 
its  1988  patent  on  prepaid  tuition  ac- 
unts,  claiming  that  the  state  has 
med  a  quarter  of  a  billion  dollars  in 
oftt  from  the  bank's  invention.  Florida 
nies  the  charge,  but  in  July  a  federal 
urt  rejected  the  state's  attempt  to  dis- 
iss  the  suit. 

As  a  field  in  which  innovative  tech- 
ims  are  constantly  surfacing,  medi- 
18  is  also  likely  to  see  a  sui'ge  of  new 
tents  and  litigation — not  only  in  meth- 
s  of  treatment  but  also  in  the  man- 
:ement  of  patient  and  claims  process- 
g.  For  example,  AccessHealth  Inc.  in 
94  patented  an  automatic  patient  di- 
nosis  and  management  system  that  it 
,s  already  licensed  to  Humana  Inc.  in 
)uisville,  Ky.  But  many  doctors  and 
lalth  organizations  feai'  gi-eedy  patent 
Iders  will  slow  down  the  diffusion  of 
iportant  medical  breakthroughs. 
The  last  hope  for  critics  of  the  patent- 
anting  trend  is  the  U.S.  Supreme 
)urt,  which  rarely  hears  patent  cases, 
it  Harold  Edgar,  a  law  professor  at 
olumbia  University,  thinks  that  may 
ange.  The  issue  of  business-method 
lents  is  "too  important  to  think  the 
iipreme  Court  won't  take  up  one  of 
ese  cases,"  he  says.  Until  then,  the 
ate  Street  decision  is  the  law.  And  that 
sans  the  rash  to  patent  business  meth- 
s  will  only  gi-ow  more  feverish. 

By  Edith  Updike  in  New  York 


ALL  INDEX  FUNDS 
ARE  NOT  CREATED  EQUAL 


T.  Rowe  Price  Equity  Index  500  Fund.  For  over  seven  years,  our  Equity 
Index  500  Fund  has  helped  investors  like  you  closely  track  the  S&P  500* 
Of  course,  all  index  funds  are  managed  to  mirror  the  index,  but  some  suc- 
ceed better  than  others.  While  many  funds  impose  loads  and  have  expenses 
of  as  much  as  0.96%,*  our  combination  of  no  sales  charges,  competitive 
expense  ratio  with  no  12b-l  fees,  and  efficient  portfolio  management  offers 
performance  that  can  maximize  the  potential  of  your  investment. 
We  know  you  invest  m  a  mutual  fund  for  performance.  But  you  also  invest 
for  convenience.  That's  why  our  funds  are  backed  by  a  commitment  to  the 
services  that  make  a  difference— knowledgeable  representatives,  24-hour 
access  to  your  account  by  phone  or  the  Internet,  portfolio  allocation  tools, 
consolidated  statements,  and  more.  Add  our  low  investment  minimum  of 
just  $2,500  ($1,000  for  IRAs),  and  you'll  know  why  our  Equity  Index  500 
Fund  stands  apart.  As  with  any  stock  fund,  there  will  be  price  fluctuation. 


Call  24  hours  for  your 
free  investment  icit 
including  a  prospectus 

I 


Invest  With  Confidence 

800-541-8457  TRoweFVice 

www.trowepnce.com      J.^xv-'*"^-"- ■■■■■■^^ 


*Source:  l.ipper  Analytical  Servia-s,  Inc.  S&P  500  is  a  registered  trademark  (jf  Mctiraw-Hill,  Inc.,  and  has  been  licensed  for 
use  by  T.  Rowe  Price  investment  Services,  Inc.  The  Equitv'  Index  500  Fund  is  not  sponsored,  endorsed,  sold,  or  promoted  by 
S&P,  and  S&P  makes  no  representation  regarding  the  advisabiUty  of  investing  in  the  fund. 

Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  DistribiiKir  iL\Rm20H 


If  you  didn't  need 
to  know  this  stuff, 

we  wouldn't  interrupt 
your  weekend. 


Somewhere  rigtit  now,  business  news, 
is  breaking,  that  will  have  an  impact  on 
yoijr  life.  That's  why  there's  "This  Week 
in  !&usiness"on  PBS.  Join  host  Sheilah 
Kast  for  the  business  news  you 
■  absolutely  need  to  know. 
Weekends  on  PBS. 


[This  Week] 


A  Business  Week 
Special  Advertising  Section 


CULTURAL 
DIVERSITY 


The  Many 
Faces  of 
Business. 

As  the  corporate  worlfJ  continues  to 
shrink,  more  and  more  business  leaders 
find  that  they  need  a  map  to  navigate  the 
global  marketplace.  Business  Week 
provides  the  best  route  to  greater 
understanding  and  profitability.  From 
conducting  business  across  national 
borders  to  cross-cultural  communication, 
our  special  advertising  section  shovy^s 
hov\^  a  multicultural  workforce  and  a 
diverse  marketing  and  management 
perspective  can  translate  into  a  real 
competitive  advantage. 


A  Division  of  Tlie McGraw-Hill  Companies 
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Modern  Day 
Renaissance 
Person 


ENATOR  BOXER  HAS  REASONS  FOR 
OING  EASY  ON  FONG 


ILECTIONS 


HAT  THEY  DON'T  SAY 
IBOUT  MAn  FONG 

Tiy  nobody  is  talking  about  his  Donorgate  connection 


t  has  been  a  fast  ride  for  Matt 
Fong,  a  low-key  California  pol  who 
is  one  of  the  Republican  Party's 
best  hopes  for  strengthening  its  ma- 
rity  in  the  Senate.  As  recently  as 
95,  Fong  was  laboring  in  obscurity 
state  treasurer.  But  he  harbored  big 
ibitions — and  an  appetite  for  cam- 
ign  cash  that  could  yet  come  back  to 
;e  him  as  he  tries  to  unseat  Democ- 
tic  incumbent  Barbara  Boxer. 
Feng's  troubles  began  in  1994.  Sad- 
id  with  a  big  debt  fi'om  liis  treasiu'er's 
26,  Fong  began  haunting  the  Sunset 
mlevard  offices  of  Indonesian  busi- 

ssman  Ted  Sioeng.   

respected  benefac- 
of  Asian  causes, 
Deng  wi-ote  Fong 
■Q  checks  totaling 
0,000. 

Since  then,  Sioeng 
s  become  a  con- 
)versial  figm-e.  He 
under  investiga- 
m  by  the  Justice 

!pt.  as  a  possible  conduit  for  Chinese 
vernment  money  in  the  1996  Presi- 
ntial  election  and  fled  the  country  af- 
f  the  scandal  broke.  Thus  far,  the 
obe  has  focused  almost  exclusively  on 
'mocrats. 

In  fact,  Fong  is  the  highest  gop  of- 


Fong,  the  OOP's  rising 
star  in  California, 

could  unseat 
the  liberal  Boxer 


fice-holder  to  be  dragged  into  Donor- 
gate  (though  to  his  credit,  he  returned 
the  $50,000  as  soon  as  questions  arose 
about  whether  it  came  from  overseas). 
And  he  is  the  only  elected  official  who 
actually  solicited  money  from  the  al- 
leged "China  connection." 

However,  such  ai'e  the  convoluted  pol- 
itics of  scandal  these  days  that  Pong's 
campaign-finance  problem  is  not  even  an 
issue  in  the  Senate  race.  Boxer,  so  far, 
has  not  criticized  Fong  for  two  reasons: 
She  has  been  a  close  ally  of  President 
Clinton,  who  has  his  own  Donorgate 
problems.  More  important,  she  fears 
alienating  California's 
Asian-Americans, 
who  make  up  5%  of 
likely  voters.  And 
Fong's  role  has 
largely  escaped  no- 
tice in  Washington, 
where  fellow  Repub- 
licans have  kept  liim 
off  the  firing  line. 
His  testimony  before 
the  House  committee  investigating 
Donorgate  was  postponed  several 
times — most  recently  on  June  5,  thi-ee 
days  after  he  won  the  California  pi-imary. 

An  Oct.  8  report  by  the  House  Gov- 
ernment Reform  &  Oversight  Commit- 
tee finds  no  evidence  that  Fong  knew 


Living  well  is  an  art  form 
but  only  a  true  Renaissance 
Person  can  master  the  craft. 
Do  you  fit  the  picture? 

You  have  opinions,  not  consultants. 

You  can  quote  Spinoza  and 
Standard  &  Poor's. 

You  l<now  the  difference  between 
"movie"  and  "film." 

You  invest  in  your  family  first, 
portfolio  second. 

You  read  people,  not  just  their 
e-mail  messages. 

You  set  trends  rather  than  settle  for 
the  latest  fads. 

You  hit  the  weights,  not  the  panic 
button. 

You  cruise  the  Internet  and  sail  to 
the  cape. 

You  run  your  office  and  go  the 
extra  mile. 


Are  You  A  Renaissance  Person?] 
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All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  whiy  we  were  ranked  the  "Highest  Upscale* 
Hotel  Cham  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study.**  You  see,  we  believe  catering  to  our  guests 
is  the  essence  of  Renaissance  Hospitality. It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  80  Renaissance  Hotels 
and  Resorts  in  26  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  for  a  Renaissance. 

RENAISSANC 

HOTELS  AND  RESORTS 

'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study.™  Study  conducted  ami 
frequent  business  travelers  at  upscale  iiotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the  study,  ©1998  Renaissance  Hotels  International 


overnment 


Boxer  started  with  a  $4  million 
war  chest;  Fong  had  a  $493,000  debt 


)eng's  contributions  were  tainted.  Still, 
raises  questions  about  Fong's  role, 
le  committee  found  the  $50,000  all 
me  fi-om  a  Hong  Kong  company  con- 
5lled  by  Sioeng,  whom  Fong  knew 
ill.  He  attended  the  weddings  of  two 
Sioeng's  daughters  and  even  gave  a 
ist  at  one.  And  an  earlier  report  by 
;mocrats  on  the  Senate  Governmen- 
Affairs  Committee  concluded  that 
•ng  "had  every  reason  to  suspect"  that 


lence  on  Clinton's  behavior  in  the 
Levdnsky  scandal,  though  she  may  have 
had  more  reason  than  most  Democrats 
for  her  reticence:  Boxer's  daughter  is 
mamed  to  Hugh  Rodham,  Hillaiy  Rod- 
ham Clinton's  younger  brother. 

Boxer  should  be  cmshing  Fong.  She 
faced  token  primary  opposition,  while 
Fong  had  a  gineling  contest.  She  went 
into  the  general  election  with  a  $4  million 
war  chest;  Fong  began  with  a  $493,000 


Deng  was  "not  eligible  to  SIOENG  (R)  AND  AL  debt.  Boxer  gives  a  stirring 

ntribute  to  his  campaign."  GORE  at  the  infa-  stump  speech  that  brings  au- 

a  deposition,  Fong  says  he  mous  Buddhist  diences  to  their  feet.  Fong 

plained  to  Sioeng  that  cam-  temple  fimd-raiser  speaks  awkwai'dly  from  notes. 


ign-finance  loiles  baired  con- 
butions  from  anyone  who  is  not  a  legal 
sident.  He  says  he  assumed  that 
)eng's  contributions  actually  came  from 
e  of  his  children,  all  of  whom  ai'e  legal 
S.  residents.  Fong  declined  to  discuss 
jeng's  donation  vdth  business  week. 
The  House  report  also  shows  that 
ing's  wife  benefited  from  a  second 
0,000  donation  by  Sioeng's  company 
the  National  Policy  Forum,  a  GOP 
Ilk  tank.  In  July,  1995,  Fong  escorted 
)eng  to  a  meeting  with  House  Speak- 
Newt  Gingiich  in  Washington  where 
3  two  discussed  U.  S.-China  relations, 
seks  later,  Joseph  R.  Gaylord,  Gin- 
ich's  top  political  adviser,  sought  help 
sing  money  for  the  npf.  Sioeng  again 
IS  solicited,  and  his  daughter'  wrote 
550,000  check.  Fong's  wife,  Paula,  i-e- 
ived  $6,500  as  a  commission  from  the 
F.  Such  commissions  are  not  illegal, 
d  Fong  says  he  fu-st  found  out  about 
?  wife's  role  in  March,  1996,  when  he 
IS  preparing  a  financial  disclosiu-e  form 
quired  of  state  officials. 
None  of  this  has  stopped  Fong  ft'om 
Iking  the  character  issue.  He  has  at- 
;ked  as  hypocritical  Boxer's  initial  si- 


Still,  an  Oct.  9  Field  Insti- 
tute poll  shows  Fong  leading  Boxer  48% 
to  44%  among  likely  voters.  According 
to  the  poll.  Boxer,  a  brassy  and  abrasive 
liberal,  is  viewed  negatively  by  a  ma- 
jority of  voter's.  Boxer  has  tr-ied  to  fight 
back  by  portr-aying  the  moder'ate  Fong 
as  an  extremist  who  opposes  gun  con- 
trol, environmental  pr'ogr'ams,  and  late- 
term  abortions.  It  hasn't  worked.  "It's 
very  difficult  to  convince  anybody  who's 
had  exposure  to  Matt  Fong  that  he's 
an  extr-emist,"  says  Dan  Schnur;  a  go? 
consultant.  "He's  such  a  cerebral,  non- 
threatening  kind  of  person." 

Wliile  Boxer  agonizes  about  making 
an  issue  of  Fong's  Donor-gate  pr'oblem. 
Republicans  are  going  all  out  for  Fong, 
whom  they  hail  as  the  new  Upset  Kid. 
They  have  imported  such  gop  luminar-ies 
as  former  Vice-President  Dan  Quayle 
and  New  York  City  Mayor  Rudy  Giu- 
liani to  stump  for  Fong.  If  it  works, 
Fong  will  wake  up  on  Nov.  4  as  a  new 
member  of  the  U.  S.  Senate — and  his 
messy  fund-raising  will  be  politics  past. 

By  Paula  Dwyer,  with  Richard  S. 
D^mhayn,  in  Washington,  and  Larry 
Artnstrong  in  Los  Angeles 


i\>  Harriott  r  e  w  a  r  d 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 
1,300  locations  worldwide.  '  - 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  Hmona:  Scottsdale  California: 

Beverly  Hills,  Indian  Wells,  Long  Beach, 
Los  Angeles,  San  Francisco  (2)   Colorado:  Denver 

Washington,  D.C.  (2)  Florida:  Orlando  (2), 
St.  Petersburg  Georgia:  Atlanta  (3), 
Lake  Lanier  •  Hawaii:  Maui  ■  Illinois:  Chicago, 
Oak  Brook,  Springfield  •  Maryland:  Baltimore 

Massachusetts:  Boston    Missouri:  St.  Louis 

-  New  York:  New  York,  White  Plains  -  Ohio: 
Cleveland  Tennessee:  Nashville  -  Texas:  Austin, 
Dallas  (2),  Houston  Washington:  Seattle  - 
Canada:  British  Columbia:  Vancouver  Ontario: 
Niagara  Falls    South  America:  Brazil.  Sao  Paulo 

Caribbean:  Dominican  Republic:  Santo  Domingo 
Grenada:  St,  George's  Jamaica:  Ocho  Rios  - 
U.S.  Virgin  Islands:  St.  Thomas  furope.- Austria: 
Vienna  (2),  Salzburg  Czech  Republic:  Prague 
■  France:  Paris  Germany:  Chemnitz,  Cologne, 
Dusseldorf,  Hamburg,  Karlsruhe,  Leipzig, 
Munich  Russia:  Moscow  Switzerland:  Zurich 
•  The  Netherlands:  Amsterdam  United  Kingdom: 
London  Heathrow     Turkey:  Antalya,  Istanbul 

-  Asia-Pacific:  China:  Hong  Kong  (3)  -  India: 
Goa  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo, 
Tokyo  Korea:  Seoul  Malaysia:  Kuala  Lumpur 
(2),  Melaka,  Sandakan      Myanmar:  Yangon 

Philippines:  Manila  Australia:  Sydney  » 
Middle  East:  Egypt:  Alexandria  Israel: 
Jerusalem    United  Arab  Emirates:  Dubai 

Look  for  ttiese  new  locations  opening  soon: 
United  Kingdom:  Gatwick,  Manchester,  Reading 
Israel:  Tel  Aviv 

Call  1-800-HOTELS-l 
or  visit  US  at  renaissancehotels.com. 


It's  time  for  a  Renaissance. 


Marketing 


BRANDS 


THEN  CAME 
BRANSON 

He's  rich,  he's  flamboyant, 
and  he's  fuU  of  ideas  for 
new  ventures.  But  is  he 
flying  too  close  to  the  sun? 

On  a  sultiy  September  afternoon,  a 
weary  Richard  Branson  climbs 
aboard  a  Virgin  Atlantic  747. 
Branson,  founder  and  chairman 
of  London-based  Vh'gin  Group,  has  just 
watched  the  jumbo  jet  unload  33  tons  of 
relief  equipment  on  hurricane-swept 
Antigua.  He  has  also  just  come 
tlirough  a  fom-day  publicity  blitz 
that  included  a  celebrity  cricket 
match  in  Barbados  ancl  a  cata- 
maran cruise  in  St.  Lucia  to 
promote   his   airline's  new 
Caribbean  service.  When  the 
aftermath     of  Hurricane 
Georges  forced  him  to  can- 
cel the  Antigua  leg  of  the 
V.  L  P.  junket,  he  quickly  or- 
ganized the  relief  effort, 
spotting  a  chance  to  engen- 
der  local   goodwill — and 
publicity.   But  ever  the 
showman,  Branson  can't  i*e- 
sist  a  final  flourish.  In  the 
cool,  darkened  cabin  of  the 
neai'ly  empty  jumbo  jet,  he 
shakes  a  journalist's  hand 
on  a  promise:  to  meet  again 
on  Vii-gin's  inaugui-al  flight 
into  outer  space. 

Starship  Virgin?  Branson's 
dreams  for  his  brand  seem 
boundless.  Since  his  countercul- 
ture days  in  the  early  '70s,  when  he 

RICHARD  BRANSON 

BORN  1950,  the  son  of  an  Enghsh 
barrister  and  his  former  airline 
hostess  wife. 

EDUCATION  Beaten  at  Scaitcliffe 
Preparatory  School  for  poor  grades. 
Skipped  college;  instead  moved  to 
swinging  London  in  the  late  1950s  to 
work  on  a  magazine  he  co-founded 
called  Student. 
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lived  on  a  houseboat  in  London,  Eu- 
rope's best-known  entrepreneur  ha 
built  an  empire  of  some  200  companie 
with  combined  yearly  revenues  uf  <i 
estimated  $4  bilhon.  His  group  s]i;iri 
three  continents  and  includes  plam- 
trains,  fuiancial  services,  music  stun 
cinemas,  and  cola.  Restless  and  di  i\  ci 
Branson,  48  years  old  and,  accordiiii;  f 
London's  Sunday  Times,  worth  an  i  >i 
mated  $L7  billion,  is  a  celebrity  ii 
Britain  who  rubs  shoulders  with  royali 
and  pop  stars  alike.  He's  also  an  ene: 
getic  self-promoter.  It's  no  coincidem 
that  Losing  My  Virginity,  Branson] 
new  autobiogi-aphy,  is  hitting  U.  S.  boo] 
stores  tliis  month  just  as  he's  expam 
his  airline,  building  new  megastore 
and  rolHng  out  his  cola  in  the  U.  S. 
want  Virgin  to  be  as  well  known  ai'o 
the  world  as  Coca-Cola,"  he  says. 
"SO  MANY  PRODUCTS."  With  ambitio: 
like  these,  some  j^eople  wonder  whetb 
Branson  is  in  outer  space  already.  T' 
flamboyant  and  media-sawy  entreprj 
neur,  who  once  promoted  a  ne 
ventm-e  by  donning  a  wedd 
gowTi  for  photographers,  h; 
helped  make  Virgin  a  recoi 
nized  name  with  strong 
sociations.  But  with  th; 
name    now  attached 
dozens  of  unrelated  ve; 
tures,  marketing  exper] 
are  warning  that  Bransi 
risks  diluting  his  bram 
strength.  "Overstretchi 
ends  up  in  only  one  w; 
snapping,"  says  Jere 
Bullmore,  an  ad  industi 
veteran  and  an  outside 
rector  for  advertising 
ant  WPP  Group  PLC. 
"   can't  think  of  a  compai 
that  has  put  its  brand 
so  many  products." 
Then  there's  the  questi 
of  Branson  himself  and 
ability  to  manage  this  chao 
empire.  Few  of  Virgin's  mai 
businesses  make  big  profits,  a 
two  of  the  biggest  cash  genei 
t(jrs.  Virgin  Atlantic  Aii-ways  a 

FIRST  HIT  Mike  Oldfield's  Tubulai 
Bells,  released  m  1973  by  Bran- 
son's Virgin  Records. 


FAMILY  Marriage  to  American  Kris 
ten  Tomassi  ends  after  wife-swap- 
ping episode.  Marries  Joan  Temple 
nan  in  1989  after  living  together  fj 
a  dozen  years  and  having  two  chil- 
dren, Holly  and  Sam,  with  her. 

DATA  LOSING  MY  VIRGINITY.  VIRGIN  KING  BUSINESSWEEK 


Sometimes  you  forget  the  milk. 
Sometimes  you  forget  the  bread. 
Sometimes  you  forget  the  store  altogether. 


With  every  corner  you're  lost  in  the  stability  of  the  Concorde  LXi's  cab-forward 
architecture  and  low-speed  traction  control,  not  to  mention  the  sound  of  its  225 
hp  Ve.  For  more  information,  call  1.800.CHRYSLER  or  visit  www.chryslercars.com. 
The  new  1999  Chrysler  Concorde.  LX  starting  at  $22,060.  LXi  as  shown,  $25,785: 


ENGINEERED  TO  BE  GREAT  CARS 


lase  MSRPs  include  destination,  exclude  tax. 


Marketing 


an  18-month-old  British  railroad 
venture,  are  problematic.  Ana- 
lysts think  the  cyclical  airline  in- 
dustry may  be  poised  for  anoth- 
ei"  down  cycle.  Virgin  Rail  Gi'ouj) 
Ltd.  tums  a  profit  only  with  the 
help  of  government  subsidies 
that  will  phase  out  by  2010.  At  a 
time  when  other  companies  are 
preparing  for  a  global  economic 
downtui'n,  Branson  is  crisscross- 
ing the  U.  S.  on  a  book  tour  and 
preparing  for  another  attempt 
at  circumnavigating  the  globe  in 
a  hot-air  balloon  in  December 

Branson  knows  fii-sthand  the 
dangers  of  stretching  his  busi- 
ness too  far  Virgin  made  its 
name  as  a  record  company  in  the 
1970s  representing  such  gimips 
as  the  Sex  Pistols.  But  during 
the  recession  of  the  early  1990s, 
Branson  was  forced  by  his  bankers  to 
sell  the  record  business  to  raise  cash 
for  his  straggling  startup.  Virgin  At- 
lantic. Branson  still  mourns  the  loss  of 
the  music  business.  "I  had  to  sell  a  com- 
pany I  loved,"  he  says.  Branson  insists 
he'll  never  put  himself  at  the  mercy  of 
bank  lenders  again. 

Instead,  he  has  embarked  on  a  strat- 
egy he  calls  "branded  venture  capital" 
that  has  allowed  Mm  to  launch  a  hodge- 
podge of  businesses  with  minimal  in- 
vestment. Essentially,  Branson  manages 
the  venture  and  puts  up  the  Virgin 
name,  usually  in  exchange  for  a  con- 
trolling interest,  while  liis  wealthy  pait- 
ners  put  up  most  of  the  cash.  In  finan- 
cial services,  he  has  teamed  up  with 
insurer  Australian  Mutual  Provident 
and  Royal  Bank  of  Scotland  PLC  to  sell 
investment  products  in  Britain.  In 
trains,  he  has  hitched  up  with  Stage- 
coach Holdings  PLC,  which  operates 
double-decker  buses  in  London.  And 
until  recently,  his  cola  venture  was 
backed  by  Cott  Corp.,  the  Canadian 
private-label  soda  maker.  "Not  only 
does  he  come  to  us  vrith  gi'eat  ideas, 
but  he's  willing  to  put  in  some  of  his 
own  money  to  back  them,"  says  Randl 
L.  Shure,  managing  director*  of  bt  Cap- 
ital Partners  Europe,  an  early  partner 
in  the  rail  venture  and  a  current  in- 
vestor in  Virgin  Entertainment.  When 
Stagecoach  bought  out  its  stake,  BT 
nearly  tiipled  its  investment  in  less 
than  two  years. 

STRONG  TEAM.  The  strategy  has  helped 
Branson  expand  his  brand  around  the 
world.  But  teaming  up  with  an  equity 
partner  carries  its  own  risks,  mainly 
that  of  having  to  buy  out  partners  that 
are  ready  to  move  on.  In  the  past  sev- 
eral years,  Branson  has  bought  back 


Virgin  Key  Businesses 

COMPANY                                        1998  CHANGE 

VIRGIN  TRAVEL  GROUP  LTD.* 

(Includes  Virgin  Atlantic 
and  Virgin  Holidays) 

*For  the  year  ended  Apr  30, 1998 

Revenues 

$16  billion  -^Hjjii^ 

Pretax  profits  ^^^^fc^ 
$151  million  ^TSii|j^ 

VIRGIN  ENTERTAINMENT* 

(includes  Megastore 
and  Virgin  Cinema) 

*for  the  year  ended  Jan.  31,  1998 

Revenues 

$1.3  billion  -^USj^ 

Pretax  profits  ^^^J^Kw 
$81  million  -^jjjjj^ 

VIRGIN  RAIL* 

(includes  Cro.ss  Country 
and  West  Coast) 

*For  11-month  period  ending 
Feb.  28, 1998,  after  takeover 

Revenues  ^^tfe^ 
$671  million  ^TyjjH^ 

Pretax  profits 
$22.9  million  NA 

DATA:  COMPANIES  HOUSE,  VIRGIN  GROUP  LTD. 

stakes  from  Cott,  Blockbuster  Enter- 
tainment, and  British  retailer  W.  H. 
Smith,  for  a  total  cost  of  $270  million. 
And  history  shows  that  the  Vu'gin  name 
is  no  guai'antee  of  success.  Notable  non- 
starters  include  ventui'es  in  vodka,  com- 
puters, and  a  magazine. 

Branson's  toothy  giin  and  corny  pub- 
licity stunts  have  led  some  to  dub  liim 
the  P.  T.  Bamum  of  British  business.  But 
beliind  the  scenes,  he  has  a  assembled  an 
executive  team  with  soHd  Establishment 
credentials.  A  yeai"  ago,  Branson  brought 
in  Gordon  McCallum,  a  fonner  McKinsey 
&  Co.  consultant,  as  gi'oup  strategy  di- 
i-ector  to  impose  some  discipline  on  how 
the  Vu-gin  brand  is  used.  Stephen  Mui-- 
phy,  the  group's  finance  chief,  is  ex-Mars, 
Unilever  and  Quaker  Oats.  And  beliind 
his  playful  linage,  Branson  himself  is  a 
tough  competitor  and  negotiator 

Wliile  most  brand  stewards  use  ex- 
treme caution  before  extending  a  val- 

BRANSON'S  BUGABOOS 

COLA  COMPETITORS  Virgin  Cola 
has  made  little  headw/ay  against 
global  giants  Coca-Cola  and  Pepsi. 

TRAIN  TRIALS  Service  on  newly 
acquired  British  train  lines  is 
shoddy.  Dubbed  "a  national  dis- 
grace" by  officials. 

AIRLINE  GROUNDED  U.S.  \am 
have  blocked  Branson's  quest  to 
fly  the  domestic  skies. 

DANGEROUS  HOBBIES  Branson 
already  crashed  a  hot-air  balloon 
m  Algeria  in  1997  while  attempt- 
ing to  circle  the  globe.  He  plans 
another  try  in  December. 


ued  name  to  a  new  produe 
Branson  takes  a  different  tac 
He  says  the  Vii'gin  brand  is  i 
reverent,  eager  to  take  on  t 
Establishment,  and  dedicated 
service.  He  believes  that  the  o 
casional  failure  doesn't  hurt, 
long  as  Virgin  is  perceived  to 
fighting  the  good  fight.  Indee 
the  one  tlu'ead  that  runs  throu 
the  tangle  of  Branson's  busine 
interests  is  his  preference  for  e 
teiing  industries  where  custome 
have  few  choices.  "We  like  to  u 
the  brand  to  take  on  some  ve 
large  companies  that  we  belie 
exert  too  much  power,"  he  say 
Yet  for  a  people's  champio 
Branson  has  created  a  compl 
and  opaque  empu'e.  Most  of  \ 
companies  are  private  and  don 
ciled  in  tax  havens  such  as  tl 
Channel  Islands.  Because  he's  constant 
shifting  companies  aroimd  and  forgii 
and  discaixUng  business  paitnerships,  i 
difficult  to  gauge  Vii'gin's  perfonnan( 
Branson  says  he  has  bmlt  up  a  $420  m 
lion  cash  pile  and  that  his  compani 
produce  a  quarter-billion  more  in  ca 
flow  each  year  with  scant  debt.  One  r«| 
son  its  disparate  ventiu'es  haven't  hopiji 
lessly  confused  the  Virgin  image — $ 
drained  its  finances — is  that  Bransi 
doesn't  mind  stalling  small.  Virgin's  nc 
bridal  and  fashion  ventiu'es,  for  exai- 
pie,  are  just  too  tiny  to  matter  much » 
the  empire's  financial  well-being.  Fr 
from  I'etrencliing,  Branson  says  he's  cc 
sidering  new  ventures  such  as  cre( 
cards,  j^hones,  and  health  clubs. 
"DOWN,  RICHARD."  No  wonder  it's 
standing  joke  among  Branson's  top  aid 
that  they're  paid  to  ciu"b  some  of  tb 
boss's  wilder  schemes.  "Richard  con 
up  with  ideas,  and  we  say:  'Do 
Richai'd,'  jokes  Virgin  Atlantic  ceo  Ste^ 
Ridgway.  Yet  Virgin  Atlantic  was  oraj 
widely  pi-edicted  to  follow  Freddy  Liaj 
er's  airline  as  another  doomed  traiM 
atlantic  startup.  Instead,  in  its  15-y(i 
histoiy,  Vu'gin  has  shaken  up  the  indi" 
tiy  and  stolen  share  fi-om  British  Aik 
ways  PLC.  Rather  than  tiy  to  comp(ai 
just  on  price,  Vii'gin  has  offered  betr 
creatiu'e  comforts — seat-back  videos,  |^ 
upgraded  business  class,  onboard  mai-i 
cures  and  massages,  and  ciu'bside  che:- 
in.  The  airline  earned  $129  million 
sales  of  $1.4  billion  for  the  year  t. 
ended  on  Apr  30,  and  it  tlu-ew  off  ni 
ly  $340  million  in  cash,  making  it  om 
the  healthiest  auiines  in  the  world, 
cording  to  Michael  K.  Lowi-y,  publisheirf 
industry  newsletter  ArrWatch  Repd. 
Now,  Branson  is  lobbying  the  U.  S.  Ci- 
gress  to  change  the  law  barring  forej 
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DO  NOT  READ  THIS  AD  IF: 

YOU  HAVE  HIGH  CHOLESTEROL  •  HIGH  BLOOD  PRESSURE  •  FOOD  IN  YOUR  MOUTH 
HOT  DRINK  IN  YOUR  HAND  •  ARE  EASILY  EXCITABLE  •  CROSSING  THE  ROAD 
OPERATING  HEAVY  MACHINERY  •  USING  SHARP  OBJECTS  •  WALKING  DOWN  STAIRS 


mated  sireet  price  subject  lo  change.  Monitor  not  included.  ^Coupon  for  Windows  98  upgrade  shipped  in  the  bon  Intel  Inside  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation.  Microsoft  and  Windows  95  and  Windows  98  are  \JS.  registered  trademarks  of  Microsoft  Corp. 
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HP  BRIO  BUSINESS  PC 

Inter  Celeron  processor  266MHz.  32MB  RAM, 
2.1GB  HDD.  !6-bit  sound. 
10/100  Base-T  LAN  card,  Windows  98.  Model  D6750T. 
monitor  sold  separately 


1.218 

HP  VECTRA  VE  BUSINESS  PC 

Intel  Pentium  II  processor  350MHz,  512KB  cache. 
32MB  RAM,  3.2GB  HDD,  Matrox  MGA  GlOO  graphics 
with  4MB  SGRAM,  Windov^s  95",  Model  D6570T. 
monitor  sold  separately 


For  technology  and  manageability  at  prices  you  can't  afford  to  pass  up,  check 
out  HP  PCs  for  business  at  vv/ww.hp.com/go/vectra  or  call  1-800-322-HPPC  x4088. 
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carriers  from  owning 
more  than  25%  of  a  U.  S. 
airline.  Industry  experts 
say  he  has  little  chance 
of  success,  and  some  be- 
lieve his  real  goal  is  to 
prevent  approval  for  the 
planned  alliance  between 
British  Air  and  Ameri- 
can Airlines  Inc. 

Even  more  quixotic  is 
Branson's  push  to  launch 
Virgin  Cola  in  Europe 
and  the  U.  S.  The  effort 
puts  him  squarely  in 
competition  with  Coca- 
Cola  Co.  and  PepsiCo 
Inc.,  two  of  the  most 
poweiful  brands  in  the 
world.  Branson  calls  his 
rivals  "cola  duopolists." 
Although  he  rode  a  vin- 
tage World  War  II  tank 
through  New  York's 
Times  Square  last  May 
to  launch  his  soda,  the 
brand's  mai-ket  shai-e  re- 
mains negligible — and 
skeptics  abound.  "It 
would  be  easier  to  make 
a  snowman  in  July  in 
Florida  than  to  take  on 
Coke  and  Pepsi,"  says 
John  Sicher,  publisher  of 
trade  journal  Beverage 
Digest.  For  starters, 
Branson  has  been  with- 
out a  bottling-and-distri- 
bution  network  since 
buying  out  Cott  last 
year  after  the  two  com- 
panies disagreed  on 
strategy.  "[Branson] 
wanted  more  to  take  on 
Coke  and  Pepsi,  and 
that  really  wasn't  what 
we  had  in  mind,"  says 
Eraser  D.  Latta,  vice-chairman  at  Cott. 
Although  the  brand's  quirky  television 
commercials  inviting  viewers  to  come 
on  the  air  and  rant  about  whatever's 
on  their  minds  are  still  running,  Vir- 
gin's investment  is  minimal  and  Branson 
has  little  riding  on  the  venture  except 
his  prestige. 

NEW  TIMES.  Two  of  Branson's  British 
ventui-es  seem  ahnost  as  unlikely  as  cola. 
Virgin  Direct  sells  investment  products 
and  Virgin  Rail  operates  two  lines 
bought  during  British  Rail's  privatiza- 
tion amid  promises  that  Branson  could 
make  the  trains  finally  run  on  time.  Both, 
says  Bi-anson,  offer  a  chance  for  Vu-gin  to 
shake  up  stodgy  industries  in  the  name 
of  giving  the  customer  a  better  deal.  Al- 
though some  of  Wgin  Direct's  innovative 


BARNUM  WOULD  BE  PROUD 
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RIDING 
A  TANK 
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LAUNCH 


products  have  been  copied,  tliis  is  a  long- 
term  proposition  at  best.  Tlie  thi'ee-yeai- 
old  ventui'e  has  lost  more  than  $33  mil- 
lion since  it  was  launched,  and  ceo 
Rowan  Gormley  doesn't  predict  a  profit 
until  2000  at  the  earliest.  The  rail  busi- 
ness makes  money,  thanks  to  govern- 
ment subsidies,  but  improving  service 
has  been  hai'der  than  Branson  anticipat- 
ed. As  a  result,  the  business  has  been 
plagued  by  emban-assing  missteps  and 
bad  publicity.  One  recent  mishap  led 
Deputy  Prime  Minister  John  Prescott  to 
declai'e  the  privatized  system  "a  national 
disgrace"  and  to  lash  out  that  "when  it 
comes  to  railways,  I'm  no  Virgin." 

Virgin  Entertainment,  which  includes 
148  book,  music,  and  video  megastores 
worldwide  and  a  British  movie-theater 


business^fc^^fl'  ol 
vious  fit  TO^l^Vii 

gin  brand.  But  thoug 
it  makes  money,  it,  tO" 
has  struggled.  La 
year,  it  closed  six  stor 
in  Europe,  and  alread 
Branson  has  had  to  b' 
out  two  pailners.  Bloc 
buster  wanted  out  aft 
it  was  acquired  by  Vi 
com  in  1994.  W. 
Smith  put  its  stake 
for  sale  last  fall,  wh 
it  decided  to  focus  on  i 
bookselling  business, 
mon  Burke,  head  of  E: 
tertainment,  do'svnpla^ 
the  problems.  "Time 
are  different  now,  ar 
we  have  very  stror 
cash  flow,"  he  says.  "V 
are  well  able  to  finani 
our  own  expansion."  I- 
says  the  business  w 
earn  about  $100  milli(, 
this  year  on  sales 
$1.4  billion.  Vu-gin  plai 
to  add  some  20  stor 
worldwide  next  year,  i- 
eluding  nine  in  the  U. 

Branson's  close  ide 
tification  with  the  Vi- 
gin  brand  has  imbued  , 
with  a  great  sense  ' 
personality — indeed,  i, 
crucial  to  the  Virgi 
brand  that  Branson  co- 
tinue  to  be  seen  aSi 
hero.  And  despite  tls 
rail  problems,  he  still  i 
in  Britain.  For  the  S6- 
ond  year  in  a  ro, 
Branson  was  named  ts 
country's  best  businei 
leader  in  a  survey  of  i- 
nior  managers  by  kpiJ 
Management  Consultants,  and  his  naru 
is  regularly  floated  as  a  possible  Majlf 
of  London. 

Of  coui'se  that  enormous  personal 
peal  poses  a  difficult  question  for  tS' 
gi'oup.  What  are  the  prospects  for  YvL\i 
if  something  should  happen  to  Richal 
Branson?  At  the  least,  such  a  loss  woii 
leave  Virgin  without  its  ringmastv 
Branson,  of  course,  emphasizes  the  pi-^ 
itive:  "When  artists  die,  their  prodms 
sell  for  twice  or  three  times  as  vmxL 
Hopefully,  the  same  thing  will  happen} 
Vu'gin  products  if  I  go."  As  P.  T.  Bamia 
might  have  said:  "On  with  the  show.' 

By  Julia  Flynn  in  Antigua,  w'il 
Wendy  Zellner  in  Dallas,  Larry  Li(t 
in  Neiv  York,  and  Joseph  Weber  i 
Toronto  |j 
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iidoubtedly,  there's  something 


to  be  said  tor  wishing  upon  a  siar.  Bui 


at  hannio  Mae,  we've  made  sure  the 


homeownership  dreams  ot  50  million 


Americans  have  come  true. 


As  we  mark  our  30th  year  as 


a  private  eoinpany,  we  are  the  laroesi 


source  ot  tunds  tor  home  mortgages. 


We're   committed    to    increasing  the 


■ailability  and  alfordahility  ol  housing  tor 


families  all  across  the  countr\.  AnJ 


to  help  tuture  generations  ot  Americans 


see  their  dreams  come  true  and  own 


their  own  homes. 


I'or  more  intormation,  visit  us  at 
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.  You'll  see  that  \\'e're 


committed  to  turning  more  dreams  than  e\'er 
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Special  Report 


A 

$2.5  Trillion 
Market  You 
Hardly  Know 

Securitization  exploded  as  a  way  to  package  and  sell 
debt  to  investors.  Now  the  market  is  in  a  funk 


It  seems  to  be  the  perfect  secuiity,  the  magic  bullet 
of  finance.  From  a  package  of  the  riskiest,  scuzziest, 
least  liquid  loans,  you  can  create  a  special  kind  of 
bond  rated  AAA.  In  more  than  a  decade,  there  has 
hardly  ever  been  a  loss  of  principal  and  relatively 
few  rating  downgi-ades.  Over  the  years,  the  bond 
has  fared  much  better  than  traditional  corporate  debt. 
And  there  are  $2.5  trillion  of  these  bonds  outstanding. 

Welcome  to  the  arcane  but  cnicial  world  of  seciuitiza- 
tion,  as  the  process  of  creating  these  bonds  is  called. 
The  bonds  themselves  are  popularly 
known  as  asset-backed  securities  (abs) 
or  mortgage-backed  securities  (mbs). 
That's  because  they  are  collateralized  by 
money  flows  fi-om  the  boiTowers.  Secuii- 
tization  is  ubiquitous:  If  you  have  a  mort- 
gage, credit  card,  or  auto  loan,  you  are 
likely  part  of  it,  whether  you  know  it  or 
not.  Secui-itization's  main  viitue  is  that  it 
links  the  home  buyer  or  the  credit-card 
borrower  to  the  vast  resources  of  the 
global  capital  markets. 

But  despite  its  gargantuan  size,  it's  a 
largely  invisible  market.  Asset-based  se- 
curities don't  trade  on  any  exchanges. 
The  ABS  and  mbs  markets,  exclusively 
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institutional,  release  little  information  and  are  never  cov- 
ered on  the  evening  news.  But  there's  no  doubting  the 
significance  of  the  market.  According  to  Leon  T.  Kendall, 
a  finance  professor  at  Northwestern  University:  "Securi- 
tization is  one  of  the  most  important  and  abiding  inno- 
vations to  emerge  in  the  financial  markets  since  the 
1930s." 

What  the  ABS  and  MBS  markets  do  best  is  make  mar- 
ketable loans  that  othei-vdse  would  be  unsalable:  every- 
thing fi'om  ah-craft  leases  to  revenues  from  old  Italian 
films  to  tax  liens  in  New  York.  "We're 
working  on  securitizing  TV  syndication, 
film  libraries,  and  royalties.  The  possi- 
bilities are  endless,"  says  investment 
bankei"  David  Pullman,  managing  dh-ector 
of  The  Pullman  Group  in  New  York. 

Yet  after  a  decade  of  explosive,  un- 
blemished growth,  signs  of  trouble  have 
been  cropping  up  in  what  has  been  most- 
ly a  AAA  world.  The  market  has  tended 
toward  excess — too  much  liquidity  in 
good  times,  too  little  in  bad. 

The  cuiTent  worldwide  liquidity  cimich 
is  beginning  to  affect  the  market,  which 
was  reflected  in  an  ABS  conference  in 
Bermuda  earlier  in  October.  The  mood 
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among  the  normally  upbeat  attendees  was  one  of  "a  kind  of 
genei'al  malaise,"  says  Brian  Clarkson,  managing  director  of 
Moody's  Investors  Sei-vice.  John  Wilson,  managing  dii'ector  of 
Pnidential  Investments,  remembers  it  was  only  a  year  ago 
when  "a  banker  calls  us  up  and  says,  'We  have  this  deal  in  the 

market.  Here's  a 
two-page  descrip- 
tion ....  We  need 
the  bid  in  the  next 
half  horn-.' " 

The  bulk  of  the  securitization  business  world  is  slirugging 
off  the  bad  news.  Business  at  Fannie  Mae,  Freddie  Mac, 
and  Ginnie  Mae,  the  huge  goveniment-sponsored  enteiprises 
that  finance  housing,  wliich  account  for  88%  of  the  mbs  mar- 
ket, have  been  largely  unaffected.  The  three  agencies  ac- 
count for  more  than  $1.9  trillion  of  the  securitized  paper 
outstanding. 

WIDE   SPREAD.   But  the  ABS 

market  has  been  showing  dis- 
quieting vulnerability.  Spreads 
in  deals  are  widening  rapidly: 
While  AAA  deals  sold  at  only 
35  basis  points  above  Ti'easuiy 
bonds  just  last  year,  now  the 
gap  is  much  larger:  90  basis 


THE  BOOM  IN  PACKAGED  DEBT 

Bundling  loans  and  mortgages  to  create  salable 
securities  has  revolutionized  finance.  But  portiofis  of 
the  market  may  be  in  serious  trouble. 


THE  GOOD  NEWS 


l£  We  had  a  major  financial 
event  and  the  securitization 
market  didn't  shut  down^V 

—  JAMES  MOORE,  CEO, ContiFinancial 

ease  with  which  companies  were  able  to  raise  cash — 
and  still  can — has  led  to  ruinous  competition 
Citiscape  Financial  Corp.  of  Elmsford,  N.  Y.,  was 
the  latest  subprime  lender  to  go  bust  when  it  filed  for 
banki-uptcy  protection  on  Oct.  7. 
«  The  $200  billion  market  for  securitized  bonds 
backed  by  commercial  mortgages — cmbs — is  in  dis' 
array.  Criimi  Mae  Inc.,  the  biggest  buyer  of  low- 
I'ated  bonds,  filed  foi'  Chapter  11  on  Oct.  5.  Conditions 
have  been  devastating  for  investment  banks  like  No- 
mura Securities  Co.  that  originate  commercial  mort- 
gages in  hopes  of  securitizing  them.  By  the  time  the 
banks  were  ready  to  use  the  mortgages  to  back  pa- 
per, the  value  of  the  loans  had  dropped  and  the 
planned  bond  deals  were  no  longer  profitable.  As  a 
result,  banks  delayed  doing  deals  and  stopped  new 
lending  for  commercial  real  estate.  "We  are  now 
paying  the  price  for  having  public  markets  finance  real  es 
tate,"  says  E.J.  Bm-ke,  president  of  National  Realty  Funding, 
"Markets  move  cjuickly.  They  may  be  generally  efficient,  but 
they  can  be  irrational  at  times." 

Efficient  markets  were  exactly  what  securitization  was 
designed  to  promote.  In  the  1970s,  fears  that  savings  and 
loans  wouldn't  be  able  to  finance  a  gTovring  demand  for  hous- 
ing led  to  the  creation  of  the  fii'st  mortgage-backed  secmities, 
When  s&Ls  went  bust  in  the  '80s,  Resolution  Trust  Corp 
turned  to  seciu'itization  to  clear  the  books  of  beleaguered 
banks. 

In  a  sense,  though,  the  principles  behind  securitization 
were  nothing  new.  At  Citicoip,  for  instance,  the  process  began 
as  an  outgi'owth  of  a  traditional  business  known  as  "factor- 
ing," in  which  manufacturers  raise  cash  by  selling  receiv- 
ables, says  Alvin  G.  Hageman,  managing  director  at  Citi- 
corp Securities  Inc.  That  led 
Citi  to  begin  thinking  in  the 
1980s  about  buying  other  as- 
sets and  trading  them.  "It  was 
a  garment-center  business,'' 
Hageman  says.  "We  said:  'How 
can  we  take  the  business  up- 
market?' " 

In  the  '90s,  the  practition- 


points.  Another  gauge  is  down-         I'JL^il'^.^A^.^!?    ers  of  securitization  took  the 

gTades  on  deal  ti-anches,  secu- 
rities that  have  been  cut  in 


►  Virtually  any  payment  flow  can  be  securitized 


process  upmarket — and  down, 
The  biggest  asset-backed  mar- 
pieces,  by  rating  agencies.  Un-     ►  A^^UTL'^ieican  be  desi^gned  to  kets  have  been  consumer  fi- 


but  another  sign  that     ??L'^P^^^   will  reach  $220  billion. 


til  this  year,  less  than  1%  of 
the  thousands  of  tranches  were 
downgraded.  This  year,  3.3% 
of  the  deals  involved  down- 
gi'ades.  That's  a  small  percent 
age, 

things  are  not  well. 

Two  major  sectors  of  the 
ABS  market  in  particular  are 
feeling  lots  of  pain: 
■  A  slew  of  subpi-ime  lenders 
who  went  public  at  lofty  mul- 
tiples crashed  and  burned  this 
past  year.  The  reason:  The 


►  The  most  distasteful  asset  can  achieve  AAA  rating 


THE  BAD  NEWS 


►  Issuers  of  auto  and  home-equity  loans  have  recently 


nance,  mostly  credit-card  and 
home-equity  loans.  They  grew 
fi-om  $50  billion  in  1990  to  $184 
billion  last  yeai'.  Moody's  Clark- 
son  estimates  this  year's  tota 


►  Securitization  can  promote  excess  credit  creation, 
leading  to  busts 

►  Assumptions  of  consumer  behavior  may  go  awry, 
damaging  expected  cash  flows 

^  Liquidity  may  be  , Husory  during  sharp  contra^^^^^^^^         l^;;*;' ;'nd  secmife^^ 

old  wisdom  that  you  had  to  bt 


As  investors  scooped  up  pa- 
per, lenders  sprung  up  ir 
droves  to  give  them  more.  Ir 
the  mid-1990s,  dozens  of  com- 
panies were  created  to  mak« 
subpiime  home-equity  and  autc 
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Hi  ]mm  mmm  mw  of  mK'i  mm  m  m  m  w  m  mi 

)()u  see,  ;/)e  oil  was  hidden  in  layers 
of  rock  and  sand.  They  forced  steam  into 
those  layers  and  heated  the  oil.  so  it  could 
separate  from  the  earth  and  be  pumped 
to  the  surface. 

Suddenly,  a  source  that  was  nearing 
the  age  of  retirement  is  producing  millions 
of  new  barrels  of  oil.  And  counting. 

By  rejuvenating  oil  fields  at  Kern 


After  100  years,  California's  Kern 
River  oil  field  needed  a  little  help.  Even 
though  there  was  plenty  of  oil,  there  was 
no  way  to  get  all  that  oil  out. 

Then  some  of  the  bright  young 
minds  at  Texaco  came  up  with  a  new 
way  to  use  a  process  called  multi-zone 
steam  flooding,  and  turned  an  old  field 
into  a  veritable  fountain  of  youth. 


River  and  elsewhere,  we  can  now  get 
astounding  amounts  of  additional  energy. 
All  the  tummy  tucks  and  liposuction 
in  the  world  couldn't  work  that  kind 
of  miracle. 

It's  all  part  of  our  relentless  search 
for  the  energy  to  keep  the  world 
running.  To  learn  more,  pay  us  a  visit 
at  www.texaco.com. 


©1998  Texaco  Inc. 


Special  Report 


CORPORATE  FINANCE 


ii  Investors  prefer  a  stronger 
name  . .  .to  a  weaker  credit  issuer. 
There's  a  flight  to  quality 

—  BETH  STARR,  Lehman  Brothers 

of  mid-  to  high-investment-gi'ade  quality  to  compete  in  the  fi- 
nance business  was  turned  on  its  head  by  seciuitization,"  says 
Scott  J.  Ubn,  managing  difector  of  Credit  Suisse  First  Boston. 

At  the  same  time,  new  asset  classes  emerged,  some  with 
little  or  no  histoiy  on  which  to  base  estimates  of  expected 
payments.  Perhaps  the  most  notable  example  was  the  high- 
loan-to-value  (HLTV)  products  that  enabled  consumers  to  bor- 
row up  to  125%  of  the  value  of  then*  homes.  Billions  of  doUai-s 
in  paper  backed  by  such  debts  has  been  sold. 
FIERCE  COMPETITION.  But  the  flood  of  money  into  the  sub- 
piime  sector  led  to  problems.  Fierce  rivahy  for  boiTowers  re- 
sulted in  faster-than-expected  repayments  of  subprime  loans. 
And  that  reduced  the  profits  for  companies  making  loans. 

The  issuers'  problems  stem  fi'om  the  stnictui-e  of  asset- 
backed  loans.  The  slicing  and  dicing  of  these  secuiities  entitles 
some  investors  to  get  paid  before  others.  At  the  top  of  the 

feeding  chain,  rat- 
ings are  AAA, 
yields  are  low,  and 
buyers  include 
pension  fimds  and 
insui'ers.  As  you  move  dowi,  ratings  fall,  retimis  rise,  and 
hedge  fimds  get  interested.  The  issuer  usually  keeps  the  last 
piece  of  the  pie — and  makes  its  profits  based  on  how  much  of 
that  last  piece  materializes. 

However,  as  prepayments  pick  up,  that  last  piece  keeps 
getting  smaller.  Across  the  industry,  companies  had  to  write 
down  profits,  and  share  prices  fell  into  the  pennies.  "The  in- 
dustiy  is  getting  annihilated,"  says  Steven  Eisman,  analyst  at 
ciBC  Oppenheimer  Corp. 

Moreover,  as  the  markets 
soured,  lower-rated  tranches 
in  these  deals  have  lost  value, 
paiticulaiiy  in  already-contro- 
versial assets  like  hltvs. 
"There  isn't  a  market  for  any 
of  those,"  says  Michael  Hoey, 
portfolio  manager  at  Dreyfus 
Investments.  "It's  almost  like 
buying  a  lotteiy  ticket." 

Now,  investors  ai'e  becom- 
ing increasingly  wonied  about 
issuers  failing.  Issuers  typical- 
ly collect  the  loans,  and  in- 
vestors fear  intermptions  in 
semcing  could  prove  danger- 
ous. "Investors  prefer  a 
stronger  name ...  to  a  weaker 
credit  issuer,"  says  Beth  Stan; 
a  Lehman  Brothers  Inc.  re- 
search manager.  "There's  a 
flight  to  quality." 

For  critics  such  as  econo- 
mist Henry  Kaufman,  these 
market  upsets  underscore  a 
risk — "the  illusion  of  hquidi- 
ty."  They  woiTy  securitization 
is  based  on  a  false  premise — 
that  because  you  can  make  a 
loan  tradable  today,  you  can 
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trade  it  tomorrow.  "There  is  this  feeling  that  I  can  now  bu;^ 
a  marginal  asset  and  as  long  as  I  can  trade  it  off,  my  rislj 
isn't  so  gi'eat,"  says  Kaufman,  a  foiTner  Salomon  Brothers  Incj 
economist  who  now  mns  his  own  New  York  consulting  firnil 
Practitioners,  however,  ai'gue  that  hquidity  hasn't  dried  upj 
Michael  J.  Malter,  managing  director  of  Chase  Securities! 
Inc.,  notes  that  nearly  $25  billion  in  asset-backed  securities 
was  issued  in  September — compai'ed  with  about  $12  billion 
high-grade  corporate  bonds.  "In  the  context  of  the  mosi 
stressed  fLxed-income  markets  we  have  seen,  we  have  tliiJ 
shockproof  dm-ability  of  the  asset-backed  market,"  he  says. 

ContiFinancial  Coi-p.  offers  a  case  in  point.  Its  stock  tumt 
bled  from  from  $:38.5625  to  $2.9375  in  October  But  during  thaf 
fall,  on  Sept.  25,  Conti  issued  a  $2.1  billion  asset-backed  bond 

"We  had  a  major  financiaf 
event  and  the  securitizatio 
market  didn't  shut  down 
says  Conti  ceo  James  E 
Moore. 

However,  consumers  ma; 
wind  up  paying  the  price.  Se 
cmitization  hnks  boirowers  t( 
the  mai'kets.  The  Fed  is  low 
ering  rates,  but  with  spread 
widening  on  asset-backeds 
companies  like  Conti  are  rais 
ing  theirs.  "The  capital  mar 
kets  are  very  clearly  drivinj 
the  rate  to  the  customer, 
says  Moore.  "We  have  beei 
able  to  pass  on  our  capita 
mai'ket  cost  to  the  consumer; 

It's  a  change.  For  yeai's,  a 
rates  fell,  seciuitization  mad 
credit  cheaper  and  more  availl 
able.  "We  have  had  grea 
times  with  seciuitization,"  say 
Northwestern's  Kendall.  Th 
question  is  whether  thos' 
times  have  ended. 

By  Gary  Silverman  am 
Debra  Sparks  in  New  York 
with  Andrew  Osterland  ii 
Ch  icago 


a  We're  working 
on  securitizing 
TV  syndication, 
film  libraries, 
and  royalties. 
The  possibilities 
are  endless^ ^ 

—  DAVID  PULLMAN, 
The  Pullman  Group 
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With  PageNet*  Two- Way,  you  can 
stay  in  touch  with  the  office  no 
matter  where  you  are.  Receive 
e-mails  in  a  cab.  Send  an  e-mail 
in  the  middle  of  a  meeting.  Get 
pages,  news  and  market  updates, 
or  any  piece  of  information  that's 
critical  to  yoiu-  business.  For  more 
information,  call  1-888-PAGENET. 
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Bad  Loans 
Made  Good 


Securitization  is  a  kind  of  alchemy.  It  transforms  often  risky  loans 
into  attractive  packages  for  big  investors.  Here's  how 


Special  Report 


CORPORATE  FINANCE 


Lousy  credit  record?  Having  trouble  paying  your  bills? 
No  problem!  We've  got  just  what  you  need.  Wliat's  the 
magic  bullet?  The  home-equity  loan. 
Once  it  was  a  small  sliver  in  the  vast  airay  of  ways 
to  lend  money  to  needy  consumers  because  very  few  people 
were  willing  to  take  the  credit  risk.  Today,  it  is  perhaps  the 
biggest  and  most  lucrative  secmitized  loan  product,  dwaillng 
credit-caitl  and  auto  debt.  Indeed, many  home-equity  loans  ai'e 
taken  out  to  pay  off  liigher-interest  credit-caixl  debt.  In  1997, 
$68  billion  in  home-equity  loans  was  issued.  That's  quite  a 

jump  from  five 
years  ago  when 
only  $6.2  billion  in 
home-equity  loans 
were  securitized. 
In  recent  weeks,  the  pervasive  euphoria  in  the  home- 
equity  business  has  turned  sour,  as  the  riskiest  securities 
have  become  almost  impossible  to  sell.  But  the  seciu-itization 
business  is  still  a  lucrative  money  machine.  The  process  is  a 
kind  of  alchemy:  It  turns  the  riskiest  individual  loans  to  a 
household  into  a  relatively  safe  investment  product.  People 
and  firms  who  perform  the  alchemy  have  long-standing 
working  relationships  with  one  another  Here's  how  a  t.\^)i- 
cal  deal  works: 

Steve  Whitford  initiates  the  process.  He  is  a  branch  man- 
ager at  Old  Kent  Mortgage  Co.,  a  mortgage  banker  in 
Phoenix,  Ariz.  Old  Kent,  the  18th-largest  mortgage  banker 
in  the  country,  generates  more  than  $11  billion  of  mort- 
gages— most  of  which  is  of  the  highest  credit  quality.  It  re- 
cently started  targeting  so-called  subprime,  or  "b  and  c," 
mortgage  customei's  who  have  spotty  c}-edit  records.  The 


subprime  market  offers  higher  profit  margins,  and  Wliitford 
feels  like  he  can  help  a  broader  range  of  people.  To  locate 
new  customers,  he  combs  through  lists  of  homeowners  with 
high-interest  mortgages  or  gets  local  banks  or  collection 
agencies  to  send  him  their  referrals. 

FINANCIAL  HICCUPS.  Before  offering  a  subprime  mortgage, 
Whitford  delves  into  the  customer's  credit  history.  "There 
are  two  different  [issues],"  says  Whitford:  "one-time  events 
that  happen  like  a  divorce  or  loss  of  employment  or  medical 

problems  that  may  cause  a  [financial]  hiccup  The  other  is 

the  chronic  b  and  c  customer  that  since  age  18  has  always 
been  slow  to  pay."  Both  types  could  qualify  for  a  loan. 

When  Whitford  is  satisfied,  the  mortgage  is  sent  to  Old 
Kent's  Grand  Rapids  (Mich.)  headquarters  for  final  approval. 
Once  a  new  mortgage  is  signed  off  on,  it  stays  on  Old 
Kent's  books  for  at  most  60  days  before  it  is  sold  to  an 
investor. 

Old  Kent  sells  mortgages  to  a  variety  of  financial  insti- 
tutions but  often  works  with  Ocwen  Financial  Services, 
which  buys  mortgages  and  performs  securitizations.  At 
Ocwen's  West  Palm  Beach  (Fla.)  headquarters,  Jeffrey  W. 
Lucas  supervises  the  deluge  of  mortgages  acquired  from 
roughly  1,000  independent  regional  brokers  and  bankers 
across  the  countiy.  "When  we  buy  fi'om  Old  Kent,"  says  Lu- 
cas, "they  tj'pically  have  held  it  for  at  least  24  hours.  This 
way  we  can  ensure  they  actually  own  the  loan."  Before 
purchasing  it,  however,  Ocwen  reviews  the  paperwork  and 
makes  sure  the  loan  fits  Ocwen's  risk  guidelines.  If  it  pass- 
es muster,  the  loan  is  bought. 

The  mortgage,  like  a  piece  of  machinery  on  a  conveyor 
belt,  works  it?  way  toward  Ocwen's  securitization  depart- 
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BANKS  USE  LOTUS. 


lOQo/o  of  U.S.  money-center  banks  use  Lotus  Notes*and  Domino™  because  they  provide  the  most  stable 
and  secure  platforms  for  sharing  train  loads  of  highly  confidential  information.  It's  also  easy  for  them 
to  develop  custom  applications  that  help  exploit  the  efficiencies  of  the  Web.  Add  to  this  the  fact  that 
they've  saved  millions  while  improving  customer  service  and  the  whole  deal  speaks  volumes. 

To  find  out  more,  visit  our  Web  site  at  www.lotus.com/worktheweb. 


Lotus 


An  IBM  Company 


Over  18,000  Lotus  Business  Partners  can  provide  solutions  for  you  today.  For  more  information,  call  1 800  872-3387,  ext.  E192.  In  Canada,  call  1 800  GO  LOTUS.  ®  1998  Lotus  Oevelopmeni  Corporation,  an  IBM  company  All  nghts  reserved  Lotus  and  Lotus 
Notes  are  registered  trademartts  and  Domino  and  Work  the  Web  are  trademarks  of  Lotus  Development  Corp.  IBM  is  a  registered  trademark  of  international  Business  f^acliines  Corp. 


ANATOMY  OF  A  DEAL 

Securitization  is  a  money  machine.  Here's  how  a 
household's  loan  payments  end  up  as  the  interest  on 
a  bond  received  by  a  big  insurance  company — with 
lots  of  people  getting  a  cut  along  the  way: 

1 MORTGAGE  BROKER 
offers  consumer  a 
home-equity  loan, 
typically  to  refinance 
credit-card  debt. 
Broker  ctiecks 
consumer's  credit 
history  and  approves  loan. 


2 FINANCE  COMPANY 
buys  loan,  bundles  It 
with  thousands  of  other 
home-equity  loans 
worth  $100  million 
or  more,  to  create 
a  liquid  asset-backed 
security  or  ABS. 
Finance  company  also 
gets  rating  agency 
opinion,  Insurance, 
and  a  trustee  to 
oversee  loans. 


3 INVESTMENT  BANKER 
Is  engaged  by  finance  compa- 
ny to  underwrite  and  market  ABS 
deal.  Banker  slices  deal  Into  nu- 
merous tranches  with  varying 
risk  characteristics,  from 
high-grade  AAA 
to  low-grade 
BBB. 


4 INSTITUTIONAL  INVESTOR, 
typically  an  Insurance 
company  or  pension  fund, 
buys  some  of  the  tranches. 
Returns  to  Investor  are 
funded  by  Interest 
payments  paid  by 
consumer 


All  deals  have 
insurance  and 
extra  collateral  to 
protect  investors 
from  losses 


ment,  where  Richard  Delgado,  vice-president  of  Ocwen's 
capital  markets,  takes  over.  Usually  eveiy  three  months,  he 
packages  between  $100  million  to  $400  million  worth  of  dif- 
ferent mortgages  for  sale. 

Delgado's  department,  meanwhile,  hammers  out  the  de- 
tails. Lawyers  representing  the  various  pailies  anive  by  the 
boatloads.  Accountants  hired  by  the  investment  bankers 
pore  over  the  loans  yet  again  in  what  will  take  two  weeks  to 
two  months  before  going  public.  Dui-ing  that  time,  analysts 
from  rating  agencies  determine  how  well  the  loans  will  per- 
fonn.  "At  any  given  point  in  time,  there  can  be  20  people  on 
a  conference  call."  says  Delgado. 
BUMPIER  MARKET.  Nearly  all  deals  entail  what  is  known  as 
"credit  enhancement"  to  protect  the  investor  from  even 
the  riskiest  loans.  The  enhancement  can  consist  of  such, 
items  as  insurance  and  excess  collateralization.  Then,  a 
tiTJst  is  created  to  buy  the  mortgages  and  issue  what  are 
called  asset-backed  secmities,  because  the  mortgages  are  col- 
lateralized by  mortgage  payments.  The  trust  is  also  in 
charge  of  the  cash  flows,  administered  by  an  appointed 
ti-ustee. 

Next  is  selling  the  securities.  That  is  pertbi-med  by  an  un- 
derwriter, usually  an  in- 
vestment banking  firm. 
Over  the  past  few  years 
Ocwen  has  worked  with 
Lehman  Brothers  Inc.,  one 
of  the  leading  firms  in  the 
asset-backed  secmities  busi- 
ness. Says  Brad  Andres, 
vice-president  of  Lehman's 
asset-backed  finance  group, 
"There's  a  slightly  different 
profile  fi'om  one  portfolio  to 
the  next,  even  from  the 
same  issuer  because  each 
can  include  a  wide  variety  of 
ferent  ci'edit  backgi'ounds." 

While  the  rating  agencies  and  insm-ance  companies  ai-e  out 
to  protect  future  investors  or  themselves,  it  is  the  invest' 
ment  banker's  responsibility  to  make  the  deal  as  lucrative 
for  the  issuer  as  possible.  That  means  getting  the  best 
price  on  bond  insurance  and  the  least  costly  credit 
enhancement. 

Lehman  then  sUces  the  pool  of  mortgages  into  a  dozen  or 
more  securities  that  are  called  tranches,  representing  dif- 
ferent levels  of  risk  and  dui'ation.  Then  Lehman  traders  hit 
the  phones,  calling  potential  buyers  of  the  paper  who  get 
feel  for  investors'  appetite.  Soon  the  secuiitization  is  priced 
and  sold  into  the  marketplace. 

One  institutional  investor  who  sometimes  buys  Lehman'i 
asset-backed  issues  is  Steven  M.  Tompson,  managing  di- 
rector at  Prudential  Investments  in  Newark,  N..J.  One  ol 
the  fii'st  areas  he  investigates  is  whether  the  finance  com- 
pany's collection  di\ision  is  up  to  snuff,  since  subprime  bor- 
rowers tend  to  need  lots  of  monitoring  in  pacing  their  bills 

"The  lower-rated,  riskier  tranches  in  deals  like  this  usee 
to  be  fairly  easy  to  sell,"  says  Tompson.  "But  as  the  market 
has  gotten  bumpier  and  choppier  through  the  summer,  now 
it's  pretty  difficult  to  find  investors." 

Tompson,  in  fact,  has  soured  somewhat  on  the  subpiime 
world.  "Wliether  it  is  the  home-equity  or  auto  mai'ket,  aU  o: 
these  guys  have  gone  further  down  the  credit  spectrum 
without  getting  paid  any  more  for  doing  it.  There's  been  s( 
much  competition.  Companies  lefinancing  each  other,  canni 
balizing  each  other's  clients  . . .  the  licjuidity  crisis  has  exac- 
erbated some  of  this."  Yet  Tompson  adds:  "We  are  stil 
buying.  But  we're  careful  in  w^hat  were  buying." 

By  Debra  Sparks  in  New  Yorl 
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GOLDMAN  SACHS  SOLD 
RENTAL-INCOME  RIGHTS 
TO  tHIS  TOKYO  TOWER 


An  Exit  Plan 
For  Japan? 


From  Europe  to  Asia,  the  bundling  of  bad  loans  into  marketable 
securities  has  slowed  to  a  crawl.  But  Tokyo  may  be  a  ripe  market 


it  seems  like  an  elegant  solution:  Japan's  ciippled  banking 
system  is  saddled  with  $1  trillion-plus  in  dud  loans.  And 
Tokyo  officialdom  is  about  to  embark  on  a  very  pricey 
Ijublic  bailout:  $510  billion.  But  what  if  the  lion's  share  of 
problem  loans  could  be  bundled  into  marketable  securities 
and  sold  off  to  global  investors?  Banks  would  finally  unbur- 
den their  books  of 
the  stuff,  replen- 
ishing their  ane- 
mic capital  bases. 
Then  they  could 
get  into  the  business  of  lending  again,  ending  a  debilitating 
ci'edit  cnmch  that  has  pushed  Jaj:)an  into  its  most  severe  re- 
cession since  World  War  II. 

That,  at  least,  is  the  pitch  from  investment  banks  sali- 
vating over  the  prospect  of  picking  up  distressed  real  estate 
for  a  song,  then  pulling  down  big  fees  and  profits  by  selling 
off  asset-backed  investments.  For  several  years,  J.  P.  Morgan, 
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Goldman  Sachs,  and  Bankers  Tinst  have  been  prodding  Japa 
to  give  it  a  try.  After  all,  Japan  will  seciuitize  more  than  $2 
billion  worth  of  healthier  loans  this  year  That  shows  ciuite  ai 
appetite  compared  with  last  year's  sales  of  less  than  $17  bil 
lion,  according  to  Moody's  Investors  Sei-vice.  "The  lai-gest  poi 
tion  of  seciuitizations  comes  fi'om  commercial  loans  to  Japan 
ese  coiporations.  Those  ai-e  peifoiming  loans  and  a  lot  of  gooi 
loans,"  says  Noel  E.  Kirnon,  a  managing  director  of  Moodyl 
in  New  York.  But  when  it  comes  to  Japan's  distressed  propl 
erties,  no  one  seems  to  w-ant  to  pick  u])  the  tab.  "We're  no) 
seeing  a  third  party  emerge  that's  confident  in  the  underlyin 
assets  of  these  loans,"  adds  Kirnon. 

"NO  HISTORY."  The  malaise  pervades  not  only  Japan  but  thj 
rest  of  Asia  and  even  Eiu'ope:  Deals  ai'e  few  and  fai'  betweer 
But  Japan  is  clearly  the  biggest  pi-oblem.  Milton  Ezrati,  wh 
is  chief  investment  officer  for  Nomura  Asset  Management 
thinks  that  if  Japanese  banks  refashioned  even  a  portion  c 
their  most  troublesome  commercial  mortgages  into  salable  s< 


business  class. 


Handling    60    million    customer    calls    a    year  takes 


long-range  planning.  So  when  Continental  Airlines  was  preparing 
for  today's  demands  as  well  as  tomorrow's,  they  chose  the  same 
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ciuities,  it  would  be  enough  to  support  a  $100  billion  market 
in  Japan. 

It's  an  enticing  vision.  But  the  legal,  tax,  and  cultural 
forces  arrayed  against  a  speedy  sell-off  of  Japan's  bad  loans 
and  their  underlying  collateral  are  considerable.  Although 
the  U.  S.  has  had  a  matui'e  secuiitization  niai'ket  for  decades, 
"there  is  just  no  liistoiy  here  like  in  the  U.  S.,"  says  Ken  Cur- 
tis, a  managing  director  at  Secured  Capital  Co. 

Successful  Japanese  deals  involve  prime  properties.  Long 
Term  Credit  Bank  of  Japan 
Ltd.  and  Nippon  Credit  Bank 
Ltd.  sold  most  of  their  over- 
seas loan  portfolios  to  shore 
up  capital-adequacy  ratios. 
Foreign  investment  banks 
have  been  ready  buyers.  Gold- 
man, Sachs  &  Co.  raised  eye- 
brows by  bagging  Meiji-era 
Yamato  Seimei  building  in 
central  Tokyo  this  summer 
and  selling  off  the  rental- 
income  rights  to  global  in- 
vestors in  a  deal  worth  about 
$550  million. 

"It's  slow  going,  but  it's 
moving  forward,"  says  Jack 
Rodman,  a  managing  director 
for  Asian  real  estate  at  e&y 
Kemieth  Leventhal  in  Los  An- 
geles. "There's  no  doubt  that 
investors  who  are  buying 
portfolios  of  nonperforming 
loans  in  Japan  are  looking  to 
secLuitization  as  an  exit  strat- 

44  There's  no 
doubt  that 

investors  who  are  buying  portfolios  of  nonperform 
ing  loans  in  Japan  are  looking  to  securitization  as 

an  exit  strategy  jack  rod  man,  e&y  Kenneth  Leventhal 


tate  market  will  come  roaring  back  sometime  down  the  road. 

Deals  in  the  rest  of  Asia  have  halted  because  of  reduced  in- 
vestor appetite.  Says  Michael  Malter,  a  managing  dii-ector  and 
gToup  head  for  global  asset-backed  securities  at  Chase  Secu- 
rities Inc.:  "[International  business]  has  really  dried  up."  \ 
In  Europe,  securitizations  also  have  slowed  to  a  crawl.  I 
Most  major  European  banks  have  big  loan-secuiitization  pro- 1 
gi'ams  plamied  or  imder  way — Credit  Suisse,  Deutsche  Bank,  i 
Dresdner  Bank.  Last  year,  total  securitization  issuance  in  t 
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egy."  But  Rodman  says  bonds  backed  by  commercial  mort- 
gages ai'e  at  least  a  yeai'  away.  Foreign  investors  in  Japanese 
properties,  he  adds,  are  also  waiting  for  the  formation  of 
real  estate  investment  trusts  (REITs)  in  Japan  before  bundling 
their  properties  for  sale.  "The  REIT  market  in  Japan  is  pro- 
gi'essing,"  he  says.  "The  people  I  am  advising  ai'e  j^lanning  to 
warehouse  the  better  assets"  until  that  time. 

Yet  repackaging  low-risk  assets  such  as  credit  cards, 

income  streams 
from  premier  of- 
fice towers,  and 
loan  portfolios  to 
rock-solid  foreign 
companies  is  one  thing.  LInloading  Japan's  most  wretched 
commercial  real  estate  mortgages,  let  alone,  say,  Indonesian 
corporate  paper,  is  quite  another.  Pr-operty  prices  have  fallen 
80%  since  1992.  And  some  ill-advised  real  estate  projects 
ai'e  yielding  such  meager  flows  of  cash  that  it  will  be  difficult 
to  attract  much  interest.  "The  quality  of  assets  here  is  much 
worse  than  the  U.  S.  experience"  with  the  thrifts,  says 
Susumu  Kato,  an  economist  at  Barclays  Capital  in  Tokyo. 

Then  there's  the  reluctance  of  many  banks  to  sell  their 
loans.  There's  the  hope,  however  fanciful,  that  Japan's  i-eal  es- 
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Europe  was  $64  biUion,  vrith 
Britain  and  France  leading.: 
However,  after  a  big  fii'st  hal 
in  1998,  activity  seems  to  bel 
largely  on  hold.  "Markets  are] 
too  turbulent  to  be  sellin 
much  of  this  kind  of  stuff,"] 
says  Stuart  Graham,  a  J.  P  Morgan  &  Co.  analyst  in  London 
Other  Eui'opean  banks  seem  to  be  holding  back,  too. 

There  are  those  who  believe  this  is  just  a  tempora: 
respite.  But  for  now,  investment  bankers  are  fiustrated  bi 
cause  they  figured  they  had  found  a  safe  ap]>roach  by  doini 
deals  targeting  overseas  companies  expecting  payments  i 
U.  S.  dollars.  Last  year,  Citicorp  Securities  and  abn  Amri 
Bank  arranged  a  deal  that  enabled  Pakistan  Telecommunica- 
tion to  securitize  $250  million  in  receivables  from  dollar- 
paying  carriers  such  as  at&t,  Sprint,  and  MCi  WorldCom. 
Another  appeal  of  these  deals  is  that  the  arrangers  and  the  j 
issuing  company  often  have  other  banking  relationships,  sc 
there  ar-en't  many  secrets  between  them,  says  AJvin  G.  Hage 
man,  a  managing  dir-ector-  for  global  secmitization  at  Citicorp^, 
Securities.  "At  the  end  of  the  day,  if  you  do  this  right,  you 
have  incr-edibly  good  assets,"  he  says. 

But  global  liquidity  meltdowns  certainly  don't  help  fuel 
gTowth  in  any  part  of  the  wor'ld.  Could  a  bold  and  massive  as- 
set r-eshuftling  of  dud  loans  help  Jaj^an  escape  from  its  world- 
class  banking  mess?  Sure.  But  the  betting  is  that  it  wil 
happen  in  Tokyo  time — that  is,  glacially. 

By  Brian  Brernner  in  Tokyo  • 
with  Thane  Peterson  in  Frankfiin  I' 
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The  sector  is  more  hazardous 
than  many  investors  reahze.  In  a 
downturn,  that  could  be  trouble 

Seciuntizations  are  all  about  guesswork.  Fii-st,  companies 
guess  how  much  I'evenue  they  can  expect  at  a  paiticulai- 
time.  Tlien  they  guess  how  much  of  that  money  they  will 
need  to  back  theu'  bonds  safely.  Finally,  they  guess  how- 
much  cash  will  be  left  over — and  book  that  as  profit. 
And  guess  what?  Sometimes  they  guess  wi'ong. 
So  far,  though,  the  bad  guesses  haven't  permanently  dam- 
aged the  investors  who  have  bought  hundreds  of  billions 

of  dollars'  worth 
of  asset-backed 
bonds.  Investment 
bankers  have  done 
a  good  job  of  fig- 
luing  out  how  much  cash  is  needed  to  back  the  paj^er.  And 
there  has  never  been  a  default  in  any  public  asset-backed 
deal,  rating  agency  executives  say. 

But  thei"e  is  nagging  evidence  that  the  guesses  could  be 
more  off  the  mark  than  most  players  in  the  market  think.  To 
this  point,  this  has  hurt  companies  that  issue  asset-backed 
bonds  and  theii'  shai-eholders.  For  example,  subprime  home-eq- 
uity lenders — ^the  fastest-gi'ow- 
ing  sector  in  the  asset-backed 
market — have  made  terrible 
guesses  about  their  expected 
profits  and  have  seen  their 
stocks  crash  as  a  result. 

The  wony  is  that  investors 
in  asset-backed  bonds  may  see 
problems.  If  the  economy 
slows  sharply,  analysts  fret, 

assumptions  about  loan  losses  could  also  prove  incorrect. 

"Unlike  the  last  recession,  when  asset-backed  secuiities  did 
just  fine,  we  could  see  collateral  undeipeiform,"  says  r-esearch 
analyst  Janet  Braggs  at  Scudder  Kemper  Investments  Inc. 
in  Boston.  "If  that  happens,  there  will  be  more  downgi-ades." 

Moreover,  critics  wony  that  securitization  depends  on  a 
particularly  risky  assumption — that  the  markets  will  always 
fiuK'tion.  "Secuiitization  creates  the  illusion  of  unlimited  liquidity 
and  marketability,"  says  Hemy  Kaufman,  the  fornier  Salomon 
Brothers  Inc.  economist  who  is  now  president  of  his  own  con- 
sulting fii-m,  Henry  Kaufman  &  Co.  "This,  of  course,  does  not 
prevail  all  the  time — as  has  been  demonstrated  in  recent 
weeks.  There  are  hidden  risk,->  in  secuiitization  that  fi'om  time 
to  time  result  in  very  substantial  losses." 

So  far,  the  biggest  threat  to  asset-backed  securities  hasn't 
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been  loan  delinquencies  but  prepayments.  In  the  home-equit, 
world,  with  so  many  subpiime  lendere  stiunbling  over  each  oti 
er  to  offer  better  deals  to  consimiere,  bon-owere  took  advantag 
of  the  bargains  and  began  prepaying  their  loans  at  faste 
speeds  than  expected.  The  loss  of  anticipated  income  forced  ii 
suers  to  wiite  down  theii-  futiu-e  profit  assumptions. 

Those  revisions  unnerved  investors  who  bought  stock  i 
the  belief  these  guesses  were  gospel.  "Although  it  was  genei 
ally  disclosed  in  the  footnotes  to  the  financial  statements,  I  don 
know  that  investors  understood  what  it  meant,"  says  David  J 
Thi'ope,  a  partner  at  Aithur  Andersen  &  Co. 

The  good  news  in  the  subpi'ime  debacle  is  tha 
while  issuers  suffered,  their  bonds  survived.  "Thar 
has  been  a  huge  correction  in  the  aset-backed  market,  bi 
it  has  been  among  issuers,"  says  Philip  N.  Weingon 
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a  managing  director  at  Credit  Suisse  First  Boston. 

Still,  the  failui'e  of  issuers  could  wind  up  hanning  the  bonds 
dowTi  the  road.  That's  because  companies  that  issue  asset- 
backed  bonds  usually  collect  the  loans  as  weU.  If  they  go  under, 
someone  else  has  to  step  in— and  that  could  be  a  particulai" 
problem  in  some  of  the  new  asset  classes  with  few  j^layers. 

Wliat  may  be  the  most  controversial  pait  of  the  market  is 
bonds  backed  by  high-loan-to- value  (hltv)  loans,  which  let 
homeowiers  borrow  up  to  125%  or  more  of  the  value  of  their 

homes.  According 
to  the  General  Ac- 
counting Office,  10 
companies  domi- 
nated an  $8  billion 
mai'ket  last  yeai- — with  one,  Dallas'  FirstPlus  Financial  Group, 
doing  a  third  of  the  volume. 

Wliat's  more,  it's  hai'd  to  say  how  such  loans  wiU  ])erfoiTn  in 
a  doNMitm-n.  "A  lot  of  the  rating  methodologies  are  veiy  hy- 
pothetical because  you  ai-e  looking  at  a  lot  of  issuers  and  se- 
ciu-ities  and  asset  classes  that  have  a  thi-ee-  to  five-year  liisto- 
ly,"  says  Jon  Prestley,  an  assistant  vice-president  at  Haitfoi-d 
Investment  Management  Co.  "Tliey  haven't  been  thi'ough  a  re- 
cession yet." 

The  consolation  for  investors  is  that  rating  agencies  mn 
computer  simulations  on  loan  pools  that  assume  an  outright  cat- 
aclysm— sometlii:ig  on  the  order  of  the  Great  Depression  or  the 
collapse  of  Texas  oil  in  the  1980s. 

But  the  triple-A  ratings  that  result  fi'om  these  exercises  have 


a  flaw — they  reflect 
only  the  certainty  that 
an  investor  vdll  see  the 
retimi  of  principal.  The 
possibility  of  prepay- 
ment— and  the  loss  of 
interest  income— is  not 
part  of  the  calculation. 

And  there  have  been 
cases  of  eaiiy  payment 
in  the  asset-backed 
market  involving  bonds 
backed  by  credit-card 
loans.  Investors  in 
these  bonds  ai'e  paid  back  early  whenever  losses  in  tlie  collat-j 
eral  reach  a  trigger  level.  j 

Ironically,  tliis  occuired  in  the  first  credit-caixl  secuiitization— j 
RepublicBank  Delaware's  $200  million  issue  in  Januaiy,  1987,! 
The  bank  went  bust  the  next  yeai;  and  the  Federal  Deposit  In-1 
surance  Corp.  paid  off  investors  early.  In  other  cases,  too] 
banks  have  added  to  collateral  to  calm  worried  investors. 

The  worry  now  is  that  loan  pools  are  showing  signs  oif 
weakness.  Meanwhile,  some  finance  companies  have  gone  bank-l 
nipt.  If  these  trends  continue,  there  may  be  no  one  ai'ound  tcj 
shore  up  pools  of  troubled  loans  in  a  downturn.  And  that! 
could  mean  losses  for  investors  in  asset-backed  bonds.  Sc| 
there  ai'e  cracks  in  the  guesswork.  And  they  could  get  bigger 
By  Gary  Silver}nan  mid  Debra  Sparks  in  New  York 


THE  SKEPTIC:  'THERE  WERE  SCREAMING  MATCHES' 


Ihere  were  screaming  matches 
between  the  bankers  and  me," 
remembers  Thomas  Facciola. 
"Companies  would  call  and  threaten 
to  pull  investment-banking  business, 
and  I  was  told  some  did." 

Facciola,  a  securities  analyst  at 
Salomon  Brothers  Inc.  in  1996,  was 
wiiting  negative  reports  about  some 
of  Wall  Street's  newest  and  hottest 
darlings:  companies  that  originated 
vast  numbers  of  auto  and  home-equi- 
ty loans,  mostly  to  risky,  "subprime" 
consumers.  "The  stocks  were  given 
earnings  multiples  in  the  25  or  26 
range  for  companies  which  had  no 
earnings,"  says  Facciola  in  a  staccato, 
fast-paced  voice  heavy  with  the  ac- 
cent of  Staten  Island,  where  he  was 
born.  "Investors  were  gobbling  up 
the  paper  Hke  Pac  Man.  At  the  time, 
they  were  in  denial  of  what  was  go- 
ing on." 

But  in  his  1996  report  entitled  All 
Pain,  No  Gain,  Facciola  was  the  first 
to  warn  investors  that  companies 
were  using  impnidently  aggressive 
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FACCIOLA:  He  warned  investors 

accounting  assumptions  when  book- 
ing future  earnings.  He  warned  that 
the  companies'  gi'owth  had  become  a 
kind  of  Ponzi  scheme.  If  fimding 
slowed — or  if  the  loans  had  problems 
— the  companies'  "illusional  earnings 
would  disappear,"  says  Facciola. 
Today,  Facciola,  who  left  Salomon 


for  a  more  lucrative  offer  at  Lehman 
Brothers  Inc.  in  1997,  still  covers  the 
specialty  finance  sector,  which  is  now 
in  a  shambles,  as  he  predicted.  The 
vast  majority  of  subprime  auto  stocks 
have  declined  more  than  80%  since 
the  beginning  of  1997.  Subprime 
home-equity  stocks  followed  suit, 
dropping  close  to  75%  in  the  same 
period.  "It  took  less  than  two  years 
for  this  sector  to  go  fi'om  its  peak  to 
absolute  implosion,"  Facciola  says. 

Naturally,  Facciola's  early  waniing 
pleases  his  clients:  "Tom  has  been 
consistently  accurate,"  says  Alex 
Greenberg,  a  partner  at  hedge  ftmd 
Ardsley  Partners  in  Greenwich, 
Conn.  "Early  on,  he  anticipated  that 
fundamentals  in  subprime  lending 
were  deteriorating  even  though  the 
stock  prices  remained  high.  He  re- 
fused to  take  management  predic- 
tions at  face  value." 

For  analysts  like  Facciola,  who 
speak  their  mind,  screaming  matches 
are  just  part  of  the  job. 

By  Debra  Sparks  in  New  York 


(  OUR  POLICYHOLDERS  W!  ARt  fNOAGED  IN  A  GREAT  MUTUAL  ENTERPRISE   IT  IS  GREAT  BECAUSE  II  SEEKS  TO  PREVENT  CRI  rPLING  INIURIISANLT  DEATH  BY  REMOVING  THl  CAUSES  OF  HOME  HIGHWAY  AND  V 


Liberty  Mutual's  managed  care  is  as  fast  as  Hector's  fast  break.  After  his  accident,  Hector's 
employer  called  our  24-hour  claims  service  hotline.  We  found  the  right  doctor  to  treat  him,  at 
the  right  price.  A  rehabilitation  nurse  coordinated  a  return-to-work  plan.  And  through  our  on-site 
rehabilitation  program,  a  therapist  worked  to  help  Hector  properly  do  his  job  and  avoid  reinjury, 
so  today  Hector  is  back  on  the  job  (and  on  the  boards)  leading  a  safer,  more  secure  life. 
3^     There',!  more  inforinatton  n'e'J  like  to  ,'hare.  So  pleajc  eall  John  Ryan  l~'J-^j^JVJ^ 

MUTUAL 

at  (617)  57-i-^S-l'2  or  vLiit  our  treknte  at  http://n'n'\i'.lihert\/nuitual.eom 


"{U  freedom  of  LiherH 
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COMMENTARY 


By  Gary  Silverman 

SECURITIZATION  IS  NO  SECURITY  BLANKET 


Special  Report 


CORPORATE  FINANCE 


There's  a  problem  with  securitization,  and  James  E. 
Moore  knows  it  well.  He's  president  and  chief  exec- 
utive officer  of  ContiFinancial  Corp.,  and  his  busi- 
ness depends  on  the  process;  pretty  much  all  he  does  is 
make  loans  and  bundle  them  into  bonds  to  raise  more 
money.  But  sometimes  the  whole  drill  can  leave  a  guy 
with  a  headache.  "These  deals  are  so  outrageously  com- 
plicated," Moore 
says.  "The  thing 
that's  tricky 
about  this  busi- 
ness is  that  it 
kind  of  looks  like  it's  in  English,  but  it's  really  math." 

It's  this  elaborate  stmcturing  of  cash  flows  that  makes 
securitization  work.  It's  the  reason  a  company  like  Conti, 
with  a  credit  rating  below  investment  gi'ade,  can  issue 
AAA  bonds.  But  this  very  complication  can  lead  to  the 
mystification  of  securitization. 

PUSHING  THE  ENVELOPE.  Securitization  is  a  creative  way 
to  connect  people  who  want  money  to  people  who  have 
it.  It  does  not  ehminate  risk 
in  lending.  Nor  does  it  guar- 
antee financing  will  always 
be  available.  But  the  Wall 
Street  masters  of  this  uni- 
verse keep  pushing  the  en- 
velope, pitching  securitiza- 
tion to  an  increasingly  wide 
audience.  And  that  has  cost 
some  investors  dearly. 

"It  isn't  securitization 
that  is  a  problem — it's  view- 
ing securitization  as  a 
panacea,"  says  Hyperion 
Partners  Chairman  Lewis 
Ranieri,  who  pioneered  se- 
curitization while  working 
at  the  foiTner  Salomon 
Brothers  Inc.  in  the  1970s. 
"Securitization  did  what  it 
was  supposed  to  do.  It  was 
an  alteiTiative  to  the  finan- 
cial system.  It  could  deliver 
vei-y  large  amounts  of  funds 
at  very  competitive  rates." 

A  classic  example  of  the 
perils  of  securitization  can  be  observed  in  ContiFinancial's 
business — subprime  home  equity  lending,  which  typically 
caters  to  bon-owers  with  tarnished  credit  histories,  look- 
ing to  pay  off  credit-card  or  other  consumer  debts.  Since 
1996,  more  than  a  dozen  companies  have  been  taken  pub- 
lic to  do  nothing  but  make  these  loans,  package  them  as 
bonds,  and  lend  again.  In  almost  all  cases,  the  share 
prices  of  these  companies  have  crashed  this  year. 

The  flaw  in  this  process  is  that  it's  a  very  complicated 
way  to  make  money.  In  a  securitization,  companies  es- 
sentially promise  to  use  their  revenues  to  pay  off  the 
buyers  of  their  bonds — first.  Once  the  investors  are 
paid,  the  company  keeps  whatever  money  is  left  over. 
That's  its  profit. 
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But  how  do  you  book  a  profit  that  could  take  years 
to  materiahze?  Accountants  require  the  issuers  to  make 
an  estimate  of  how  much  profit  they  expect — right 
away,  when  the  bonds  are  issued — and  then  to  revise 
that  estimate,  quarter  to  quarter,  as  the  cash  actually 
arrives. 

This  year,  among  home  equity  lenders,  these  estimates 
proved  way  off  base.  Ironically,  faster  payments  deprived 
the  companies  of  expected  interest  income.  And  in- 
vestors reacted  like  the  pohce  inspector  played  by 
Claude  Rains  in  Casablanca:  They  were  shocked, 
shocked,  to  discover  that  gambling  was  being  conducted 
on  the  premises  and  unloaded  their  shares. 

But  the  traly  shocking  thing  was  that  so  many  compa- 
nies went  public  so  quickly  to  conduct  a  business  that  so 
few  people  understood.  "There  vv^as  a  general  lack  of  un- 
derstanding of  the  accounting,"  says  Brenda  B.  White, 
managing  director  of  UBS  Securities.  "It  was  almost  like 
a  drug  addict — the  accounting  became  the  enabler.  It  en- 
abled the  company  to  believe  the  product  was  worth 

more  than  it  proved  to  be 
worth." 

That  shouldn't  happen 
again.  The  Financial  Account- 
ing Standards  Board  is  on  the 
right  track  when  it  considers 
requii-ing  listed  companies  to 
provide  gi'eater  detail  about 
the  assumptions  they  make 
when  estimating  securitiza- 
tion profits. 

Looking  to  regulators, 
however,  to  save  us  from  se- 
curitization may  not  be  very 
fruitful.  The  power  of  securi- 
tization is  that  it  bypasses 
the  banking  system  that  is 
the  focus  of  current  regula- 
tion. In  fact,  securitization 
already  has  eroded  the  value 
of  a  key  regulatory  tool — re- 
quiring banks  to  hold  a  cer- 
tain amount  of  capital 
against  loans.  Banks  now  can 
securitize  safe  loans — be- 
cause they  don't  feel  a  need 
to  hold  so  much  capital  against  them — and  keep  risky 
ones.  As  Federal  Reserve  Chairman  Alan  Greenspan 
has  said:  "The  possibility  that  regulatory  capital  ratios 
may  mask  true  insolvency  probability  becomes  more 
acute." 

The  best  pohcy,  for  the  time  being,  is  caution.  Securiti- 
zation is  a  powerful  tool — but  only  in  the  right  hands. 
"This  business  is  only  for  well-managed  institutions," 
says  Michael  L.  Brosnan,  Deputy  Comptroller  of  Risk 
Evaluation  &  Market  Risk  for  the  Comptroller  of  the 
Currency.  "It's  not  meant  to  be  done  home  alone  without 
adult  supervision." 

Gary  Silverman  covers  banking.-' 


More  connected. 


.althy  networks  don't  just  help  save  lives.  They  actually  propel  businesses.  That's  why  3Com  enables  networked 
>agmg  for  evervthing  from  healthcare  and  financial  services  to  desktop  video  and  CAD/CAM  applications 
s,t  us  on  the  Web  at  mlmnxornljnmec^  to  learn  how  3Com  networks  are  driving  the  applications 
at  drive  mission-critical  organizations.  Because  if  we  can  do  it  for  theirs,  just  imagine  what  we  can  do  for  yours 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

WMS  INDUSTRIES  IS 
ALL  SET  TO  PASS  GO 

Know  any  Big  Board  stocks  that 
have  surged  more  than  100%  this 
year?  One  company  that  has  managed 
to  perform  tliis  feat  is  a  small-cap  gam- 
bling stock:  WMS  Industries  (WMS), 
whose  shares  zoomed  to  6%  on  Oct.  13, 
up  from  a  low  of  2yi  in  mid-June.  The 
stock  had  been  as  high  as  S'Xe  in  late 
September — before  profit  takers  took 
away  pait  of  the  gain.  What's  behind 
the  sizzle? 

Two  things:  WMS  has  come  out  with  a 
hot  slot-video  macliine  called  Monopoly, 
and  it's  wliispered  that  leading  slot-ina- 
chine  maker  International  Game  Tech- 
nology   (IGT)  is 
ONE  OF  THIS        eyeing  wms  as  a 
YEAR'S  BEST  BETS    buyout  target. 

IGT  declined  to 
comment,  but  an 
IGT  insider  says: 
"Some  people  are 
looking  at  wms  to 
do  a  deal."  One 
stumbling  block 
to  any  igt  design 
is  Sumner  Red- 
stone, whose  pri- 
vately held  oper- 
ator of  multiplex 
theaters,  Nation- 
al Amusements, 
owns  25.5%  of 
WMS.  Leo  Rishty,  editor  of  Unique  Sit- 
uatimis  newsletter  in  Weston,  Fla.,  says: 
"Redstone  may  decide  that  wms  [the 
top  pinbaU-machine  producer]  could  be  a 
good  fit  instead  for  National  Amuse- 
ments, or  Viacom  International" — of 
wliich  he's  chairman.  He  bought  250,000 
additional  WMS  shares  in  May. 

In  the  past  few  months,  the  Monop- 
oly machine  has  become  a  "quick  hit" 
in  Las  Vegas.  Already  used  in  at  least 
six  big  casinos,  including  the  Mirage 
and  the  Las  Vegas  Hilton,  this  varia- 
tion on  the  boai"d  game  Monopoly  could 
produce  earnings  of  more  than  $20,000 
per  machine  per  year  foi-  WMS,  based 
on  initial  response  at  the  casinos,  esti- 
mates Rishty.  "My  guess  is  wms  will 
have  at  least  4,000  machines  on  location 
in  nine  months."  A  year  from  now,  WMS 
could  eaiTi  from  $60  million  to  $70  mil- 
lion a  year  from  Monopoly  alone,  he 
adds.  WMS  has  a  revenue-sharing  pact 
with  the  casinos:  It  gets  20%  of  the 
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"win"  from  Monopoly.  For  fiscal  1998 
ended  June  30,  WMS  posted  sales  of 
$98.9  million  and  an  operating  loss  of 
$1.92  a  shai-e — ^which  includes  extraor- 
dinary charges. 

Another  person  who's  high  on  WMS  is 
Michael  Wallace  of  Warburg  Dillon 
Read,  who  figures  that  the  company 
will  turn  profitable  sooner  than  expect- 
ed, with  eaiTiings  of  5c  a  share  in  fiscal 
1999 — without  Monopoly.  If  Monopoly 
is  successful,  "there's  upside  potential 
to  oui'  fiscal  1999  forecast,"  says  Wallace. 

WHO'LL  POUNCE 
ON  GRYPHON? 

Will  property-and-casualty  insurer 
Giyijhon  Holdings  (gryp)  come  up 
with  a  white  loiight  to  ward  off  an  un- 
solicited bid  from  specialty  insurer 
Markel?  "It  looks  that  way,"  says  Dan 
Vera,  president  of  Awad  &  Associates 
Asset  Management,  wliich  holds  more 
than  5%  of  Gryphon.  But  he  thinks 
Mai'kel,  which  has  accumulated  11.7%  of 
the  stock,  won't  give  up  easily.  Giyjjhon 
was  first  featm-ed  in  this  column  as  a 
takeover  target  on  July  14,  1997. 

When  shares  of  Gryphon  slumped 
to  IVA  on  Sept.  1 — down  ft'om  1814  in 
late  April — Giyphon's  board  got  a  sur- 
prise offer  from  Markel  to  buy  the 
company  for  $15  a  share  in  cash  plus 
$2.50  in  notes.  Mai'kel  has  since  sweet- 
ened the  bid  to 
an  all-cash  $18  a        AN  INSURER 
share.    So    far,        IN  A  SLUMP 
Gryphon's  board 

has  ignored  the       ;  , 
bid. 

The  stock, 
trading  at  15,  is 
worth  22  to  23, 
figures  Veru. 
"Sui-ely,  the  $18- 
a-shai'e  offer  fi'om 
Markel  will  be 
the  floor  price," 
adds  Veru,  who 
expects  the  bid 
to  attract  others. 
Steven  Markel, 
Mai'kel's  vice-chairman,  told  Gryphon's 
board  in  a  letter  dated  Oct.  1  that 
Markel  was  willing  to  sweeten  its  offer 
fuither  "if  you  can  establish  that  addi- 
tional value  is  wan-anted."  Mai'kel  notes 
that  it  would  be  "inci-easingly  difficult 
for  Giyi^hon  to  sui-vive  as  a  stand-alone 
entity"  because  of  competitive  factors, 
such  as  the  soft  market  conditions  in 
the  industry. 
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PAUL  HARRIS  AIMS 
TO  GET  SPRUCED  UP 

Ever  heard  of  Paul  Harris  Stores 
(PAUH)?  Its  stock  has  collapsed— 
from  30  a  year  ago,  to  5%  by  Oct.  8. 
Scary?  Not  to  some  players,  who  have 
snapped  up  shares  of  the  Indianapolis 
i-etailer  of  mid-priced  women's  attire. 

"It's  one  of  the  best  buys  in  retail," 
says  Hany  Ikenson  of  Hambrecht  & 
Quist  in  San  Francisco.  The  stock  has 
inched  up  to  7  recently.  Behind  the 
stock's  fall  were  a  decline  in  sales  and 
a  48%  earnings  dive  in  the  fouith  quar- 
ter of  fiscal  1998  (ended  Jan.  1). 

There  is  one  other  reason  investors 
are  buying:  "The  stock  has  become  so 
undei-valued,"  says  one  CalifoiTiia  mon- 
ey manager,  "that  Paul  Harris  could 
become  vulnerable  to  a  takeover."  With 
a  book  value  of  $6  a  shai-e  and  no  debt, 
that  possibility  can't  be  discounted  in 
an  industry  that's  consolidating. 

To  Ikenson,  improving  fundamen- 
tals are  reason 

enough  to  buy.      LOOKING  A  BIT 
"The  bad  news  is  THREADBARE 

out,  and  an  up- 
turn is  under 
way,"  says  Iken- 
son. "Sales  trends 
in  October  have 
been  excellent," 
he  notes,  and  in- 
ventories are  "in 
good  shape  and 
merchandise  mar- 
gins are  up  from 
last  year."  The 
company  is  build- 
ing up  its 
brand  name — in 
the  same  way  that  Gap  uses  its  name 
as  its  image. 

Wlien  the  stock  sank,  management 
accelerated  its  stock-repurchase  plan. 
By  late  September,  it  had  bought 
410,000  shai-es  at  an  average  of  $9.  It's 
likely  the  company  will  authorae  more 
buybacks  if  the  stock  hangs  low.  Iken- 
son expects  Paul  Harris,  which  runs 
290  stores  in  29  states — mostly  in 
malls — to  open  21  stores  this  year. 

His  12-month  target  for  the  stock 
is  19.  For  1998,  he  sees  earnings  of 
95<i  a  share  on  sales  of  $250  million;  for 
1999,  $1.18  on  $299  million. 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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evelopments  to  Watch 


ITED  BY  CATHERINE  ARNST 


niNG  ALL  RADIOS 
THE  SAME 
WELENGTH 

DECADES,  THE  MOBILE 

ios  used  by  taxi  dispatch- 
have  been  plagued  by  a 
blem  that  troubled  older 
erations  of  computers: 
erent  makes  were  incom- 
ible  and  couldn't  "talk"  to 
li  other  For  the  computer 
•Id,  change  came  with 
el-based  PCs.  Now 
;orola  Inc.  has  come  up 
h  what  it  hopes  will  be 

PC  of  the  radio  world: 
tal  modular  radio, 
'he  new  device  is  a  40- 
nd  digital  computer  with 
adio  transmitter  and  re- 
'er  built  in.  The  radio's 
dwidth,  modulation,  and 
?r  features  can  be  repro- 
mined  so  it  can  communi- 
!  with  other  radios.  The 
i.  Navy  has  said  it  will 

up  to  $337  million  worth 
he  radios  over  five  years, 
^ile  sales  in  the  begin- 
>•  will  be  confined  to  the 
tary  and  public  safety  or- 
izations,  Duirell  W.  Hillis, 
or  vice-president  at  Mo- 
)la's  Systems  Solution 
up,  says  that  fleets  of 
•ks,  taxicabs,  planes,  and 
)s  all  could  employ  the 
inology.         Stan  Crock 


MOTHER  NATURE  IS  STRIKING  BACK 

A  NEW  ANALYSIS  OF  POPULATION,  CLIMATE  CHANGE, 

pollution,  and  disease  concludes  that  mankind  has  noth- 
ing to  fear  but  mankind  itself.  In  a  study  published  in 
the  October  edition  of  the  journal  BioScience,  a  team  of 
researchers  fi-om  Cornell  University  report  that  40%  of 
the  world's  deaths  are  due  to  human  degradation  of  the 
environment. 

David  Pimentel,  an  agricultural  sciences  professor  at 
Cornell,  headed  a  team  of  11  researchers  who  analyzed 
data  from  a  variety  of  international  sources,  including 
the  U.  N.'s  World  Health  Organization  and  the  U.  S. 
Centers  for  Disease  Control.  He  acknowledges  that  the 
data  are  not  exact,  noting  that  it  is  difficult  to  "decide 
whether  death  is  ft'om  malnutrition  or  a  waterbome  dis- 
ease." But  his  team,  says  Pimentel,  stuck  strictly  to  the 
death  classifications  used  by  official  government  bodies. 
Among  their  conclusions: 

m  Cigarette  smoking  causes  3  million  deaths  worldwide 
each  year,  with  two-thirds  in  developing  countries. 
m  About  3  million  human  pesticide  poisonings  are  report- 
ed globally  each  year,  leading  to  some  220,000  deaths. 
m  Smoke  from  indoor  cooking  fii'es  causes  the  death  of  an 
estimated  4  million  children  a  year  globally. 
m  Lack  of  sanitaiy  conditions  contributes  to  approximately 
2  bilhon  diaiThea  infections  and  4  million  deaths  annually. 
m  There  are  1.2  billion  people  in  developing  nations  that 
lack  clean  water,  and  waterborne  infections  account  for 
90%  of  all  infectious  diseases  in  those  countries. 
m  An  estimated  1.7  million  cliildren  in  the  U.  S.  have  dan- 
gerously high  levels  of  lead  in  their  blood. 
m  Radon  radiation  in  the  U.  S.  is  considered  a  significant 
cause  of  lung  cancer,  leading  to  14,000  deaths  a  year 

Pimentel  says  humans  are,  more  than  ever,  living  in 
crowded  lu'ban  centers  that  are  ideal  for  the  spread  of 
disease,  exacerbated  by  malnutrition  and  an  unprece- 
dented increase  in  air  and  water  pollution.  □ 


OW.  HIGH-DEFINITION  HEARING  AIDS 


J'  THE  25  MILLION  HEARING- 

ipaired  Americans,  90% 
ive  pj'oblems  that  could  be 
ied  by  a  hearing  aid.  But 
ily  20%  have  bought  one, 
\.ys  the  Better  Hearing  In- 
itute.  And  almost  half  of 
lose  return  it,  citing  poor 
lund  quality  or  poor  fit. 
ae  latest  attempt  at  a  bet- 
r  healing  aid  is  the  tiniest 
;t  of  a  new  generation  of 
gital  devices — the  Natura, 
nail  enough  to  fit  deep 
to  the  ear  canal. 
Unlike  analog  hearing 


aids  with  only  bass  and  tre- 
ble controls,  digital  aids  in- 
troduced over  the  past  two 
years  have  multiple  frequen- 
cy channels  that  can  be 
fine-tuned  to  each  patient's 
requu'ements.  The  Natwa, 
made  by  Sonic  Innovations 
Inc.  in  Salt  Lake  City,  is 
built  around  a  proprietaiy 
digital  signal-processing 
microchip  with  nine  audio 
channels  programmed  by  a 
handheld  computer.  Craig 
NeviTman,  head  of  audiolo- 
gy  for  the  Cleveland  Clinic 


Foundation,  says  the  device 
allows  him  to  "precisely  fit 
each  hearing  aid  to  my 
patient's  exact  hearing 
needs."  It  costs  from  $2,200 
to  $2,600.  □ 


A  FASTER  METHOD 
FOR  DETECTING 

£.  CPU  

THREE  PROFESSORS  AT  THE 

University  of  New  Mexico  at 
Albuquerque  have  come  up 
with  a  fast,  portable  method 
for  testing  bacteria  such  as 
E.  coli  and  salmonella  in 
meat  and  produce  before  the 
food  hits  supermarket 
shelves — and  not  a  moment 
too  soon.  Some  9,000  Ameri- 
cans die  each  year  from  food 
contamination,  a  circum- 
stance that  caused  President 
Clinton  to  issue  an  executive 
order  in  August  requiring 
improved  inspection  efforts. 

Right  now,  tests  of  perish- 
able food  are  far  too  time- 
consuming.  The  most  common 
method  places  food  samples 
in  high  heat  in  a  laboratoiy 
until  the  bacteria  multiply  to 
the  point  where  they  can  be 
easily  spotted  with  a  micro- 
scope, a  process  that  takes 
about  48  hours.  By  the  time 
the  results  are  known,  the 
tested  products  are  on  store 
shelves. 

Ebtisam  Wilkins,  Plamen 
Atanasov,  and  Audrey  Ghi- 
lindis,  chemical  engineering 
professors  at  the  LIniversity 
of  New  Mexico,  have  come 
up  with  a  shoebox-size  device 
that  they  say  detects  contam- 
ination in  10  to  20  minutes. 
It  is  based  on  a  chemical  test, 
called  ELiSA,  that  uses  anti- 
bodies to  detect  bacteria.  The 
antibodies  ai-e  attached  to  en- 
zymes that  can  be  quickly  de- 
tected and  counted  electroni- 
cally. BioDetect  Inc.  in 
Albuquerque  has  hcensed  the 
detector  and  expects  to  have 
it  ready  for  market  in  two 
years,  at  a  price  of  about 
$1,500.         Nellie  Atidreeva 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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As  fans  gather  at  Meadowlands  stadium  in  ear- 
ly November  to  watch  the  Buffalo  Bills  take 
on  the  New  York  Jets,  cbs  producers  will  be 
seeing  double.  Inside  two  separate  production 
trucks,  different  directors  will  be  barking  or- 
ders at  two  camera  crews.  Two  on-air  teams  of 
commentators  will  be  calling  the  plays:  One  is  for  reg- 
ular broadcast.  The  other  will  comment  on  action  that's 
shot  in  a  state-of-the-art,  high-definition  format  for 
digital  broadcast.  Says  cbs  Corp.  Chairman  and  Chief 
Executive  Michael  H.  Jordan:  "It  will  be  a  spectacular 
experience."  Maybe.  But  at  best,  only  a  few  hundred 
people  will  be  able  to  watch  it,  clustered  around  a 
dozen  or  so  high-definition  TVs  in  New  York. 
Across  the  country,  in  San  Diego,  Anna  Galloway 


vdll  be  clicking  on  her  $5,500,  56-inch  Panasonic  HDrF 
But  the  executive  director  of  a  San  Diego  real  estat 
service  center  won't  be  watching  any  cinema-qualit 
HDTV  pictures.  "I'll  be  watching  the  cooking  channel 
she  says.  San  Diego  TV  stations  won't  start  digit; 
broadcasts  until  next  year.  Even  if  digital  shows  wei 
available  now,  Galloway  would  need  another  $1,5C 
hunk  of  equipment — a  special  broadcast  set-top  box — ^1 
decode  the  new  over-the-air  signals.  For  now,  her  cab  ^'^^ 
box  won't  do  the  trick. 

A  fitful  dawn  is  breaking  over  the  digital-TV  revoM 
tion.  On  Nov.  1,  42  TV  stations  will  transmit  the  fir 
digital  broadcasts,  marking  a  watershed  in  "conve 
gence" — that  magical  state  where  computing,  telecor 
munications,  and  entertainment  seamlessly  intermi 


{'.  From  now  on,  however  messy  the  process,  no 
gh-tech  industry  will  be  left  untouched.  Fortunes 
ill  be  made  and  lost  as  broadcasters,  cable  opera- 
is,  computer  makers,  consumer-electronics  compa- 
cs,  and  many  others  scramble  for  positions  in  the 
ifting  digital  hierarchy. 

Some  industries  will  see  their  worlds  turn  upside 
iwn.  Cable  seems  the  best-defended,  with  its  lock  on 
merican  homes.  But  if  broadcasters  and  TV  makers 
pture  the  digital  living  room,  companies  such  as  Dell 
)mputer,  Compaq,  and  Intel  could  have  a  problem, 
ho  needs  a  Pentium  PC  if  simpler,  cheaper  appliances 
;  you  browse  the  Web  or  videoconference  with  Mends 
I  a  giant  high-resolution  screen?  Broadcast  equip- 
ent  makers,  such  as  Harris  Corp.  and  Lucent  Tech- 


nologies, Inc.,  are  ah-eady  having  a  heyday.  Hollywood 
and  the  computer-game  gang  also  stand  to  gain,  as  in- 
teractive-TV  programmers  look  for  more  compeUing 
content. 

But  for  broadcasters  more  than  any  other  group, 
this  is  Digital  D-day.  Networks  and  their  affiliates  are 
dead  last  to 
climb  aboard 
the  digital 
bandwagon, 

while  industries  competing  for  the  same  eyeballs  are  al- 
ready well  on  their  way.  Eight  million  American  house- 
holds already  get  TV  from  satellite  broadcasters  via 
transmissions  that  are  100%  digital  (although  viewers 
are  watching  the  signals  on  conventional  analog 
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On  Nov.  1, 
HDTV  makes 
its  debut.  Is 
anyone  ready 
for  this  big 
event? 


GAME 
COMPANIES 

Video  games  look 
great  on  big,  wide 
screens — a  point 
not  lost  on 
Nintendo, 
Sony,  Electronic  Arts,  and 
other  game-masters.  They  may 
release  new  titles  that  take 
advantage  of  the  screen  and 
exploit  it  in  online  games,  too. 


CABLE  SYSTEMS 

Cable  systems  are  at  odds 
with  broadcasters.  Cable  is 
experimenting  with  fast  cable 
modems  and  flashy  set-top 
boxes  that  link  TVs  to  the 
Internet.  But  right  now,  cable 
can't  display  broadcasters' 
HDTV  signals. 
If  you  want 
digital  TV, 
you'll 
need  an 
antenna. 


TELECOM,  CHIPS,  AND 
DATA-NETWORK  COMPANIES 

'^'^^  TV  stations  preparing  for  digital  broadcasts  are 
^      buying  expensive  new  equipment  from  Lucent 

Technologies,  Harris,  IBM,  and  many  digital- 
broadcast  startups.  Cisco  and  Northern  Telecom  can  s 
high-speed  switches  to  route  the  digital  signals. 


TV  EQUIPMENT 
MAKERS 

They  think 
digital  TV  is  a 
gold  mine. 
The  new  sets, 
costing  $5,500 
and  up,  carry  cushy 
premiums,  and  may  also  spur  s; 
of  DVD  players,  VCRs,  and  audi 
gear.  But  technical  glitches  couj 
foil  the  launch.  And  confused 
shoppers  may  decide  to  wait — 
slowing  sales  of  regular  TVs  as 


Digital  TVs 
are  in  tlie  stores,  but 
consumers  are  rightly  wary.  Every 
industry  has  a  different  take  on  digital  TV, 
spelling  a  long,  messy  transition. 
Don't  touch  that  dial! 


COMPUTER  COMPANIES 

Microsoft  IS  working  with  cable, 
positioning  Windows 
CE  as  key  software 
for  the  set-top  box. 
Compaq  and 
Gateway  did  poorly 
selling  large- 
screen  PC/TVs 
for  the  living 
room,  but  they'll 
probably  come 

out  with  low-cost  set-top  boxes 
or  other  appliances. 


m      ■■■■  jt 


THE  U.S.  GOVERNMENT 

It  wants  to  speed 
broadcasters'  introduction 
of  HDTV,  especially 
since  the  industry  was 
given  extra  airwaves  J'" 
for  free.  The  faster 
HDTV  takes  off, 
the  sooner  the 
Feds  can  reclaim 
and  auction  off 
airwaves  now  used 
for  analog  broadcasts. 


SATELLITE 

BROADCASTERS  BEinr^ 

DirecTV/USSB  and  penra? 
EchoStar  Communic 
are  starting  high-defi 
broadcasts.  Startupsfc 
as  St.  Louis'  Unity  IV 
are  leasing  transpon 
on  satellites  to  bea 
definition  movies  an 
programming  to  area 
can't  receive  digital 
broadcasts. 


BROADCASTERS 

Most  will  offer  some  high-definition 
programming,  to  see  if  it  attracts  viewers. 
Some  may  split  their  new  broadcast 
spectrum  into  6  or  more  standard- 
definition  channels,  which  they'll  use 
for  local  programming,  pay-per-view 
movies,  or  fast  Internet  service.  No 
one  has  come  up  with  a  slam- 
dunk  business  model. 


HOLLYWOOD 

Movie  studios  and  cable 
pay-per-view  programmers 
won't  release  new  shows 
for  high-definition  TV 
until  copyright  issues 
are  resolved.  They're 
worried  about  illegal  copies 
made  on  digital  VCRs.  But 
Sony  is  converting  hundreds  of 
older  films  into  high-definition  formats. 


'aim  III 

?aii(ltlif 
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-1.  Cable  systems  will  have  spent  $33  billion  on  digital  uj> 
I  Ics  by  2001  and  are  beginning  to  offer  300  channels,  high- 
t'd  Internet  access,  and  even  TV  Web-browsing,  vc  makers, 
iiH  slower  growth,  are  mapping  theii'  own  thnasts  into  the 
',1^  room.  Web  staitups  are  snatching  away  viewei's  with  al- 
nu'  online  games  and  chat  rooms.  "We're  not  going  to  remain 
he  analog  world  for  long,"  says  Federal  Communications 
mnission  ChaiiTnan  William  E.  Kennard. 
Uit  the  road  from  broaflcastei-s'  analog  past  to  the  digital  fu- 
3  is  already  beset  with  technical  fumbles  and  fiascos,  along 
,1  shaky  broadcast  business  plans — or,  worse,  no  plans  at  all. 
:e  heralded  as  a  gold  mine,  digital  TV  is  starting  out  as  a 
lefield.  Contrast  this  with  the  last  big  change  in  TV:  from 
;k-and-white  to  color.  In  the  1950s,  one  company,  rca,  con- 
led  key  segments  of  the  business — from  Ty-set  making  to 
NBC  network.  Today,  a  dozen  different  industries  all  want  to 
in  rca's  shoes. 

f  this  is  the  broadcasters'  last  stand  against  their  rivals,  it's 
an  auspicious  start.  Advertisers  are  reluctant  to  spend 
thing  on  hdtv  until  there  is  an  audience.  And  here's  another 
hitch:  Cable  operatoi-s,  whose  customei"s  make  up  67%  of  all 
watching  homes,  have  resisted  caiTying  broadcasters'  digi- 
programs. 

Clearly,  cable  will  be  hard  to  beat,  even  when  broadcasters 
armed  with  new  digital  transmissions.  Attempting  to  break 
le's  stranglehold,  frustrated  broadcasters  such  as  Rupert 
fdoch's  Fox  Broadcasting  Co.  are  backing  off 
V  programming  altogether.  Fox  and  others  ai'e 
erimenting  with  alternative  uses  for  the  afr- 
'es  allotted  for  hdtv.  One  I'adical — but  legiti- 
.e — option  is  splitting  the  spectrum  into  six  or 
•e  digital  channels.  If  several  local  stations 
ded  together,  they  could  create  the  equivalent 
miiatui'e  over-the-air  cable  systems  that  might 
1  far  more  money  than  a  single  hdtv  channel, 
t's  puzzling  that  broadcasters  are  still  seai'ching 
moneymaking  schemes  in  digital  TV,  after  all 

pains  they  took  to  get  it.  In  1996,  after  a 
ide  of  fierce  lobbying  by  broadcasters  and  TV  makers — 
itiy  Eui"opean  and  Japanese — Congi-ess  lent  TV  stations 
1  an  extra  six-megahertz  shce  of  the  au-waves  for  fi"ee,  to 
ismit  digital  TV.  That  was  in  addition  to  their  existing 
log  spectrum.  By  law,  stations  in  the  top  10  mai'kets  must 
in  these  broaflcasts  by  next  May,  but  most  ai'e  starting  tliis 

Stations  in  the  top  30  markets  must  start  by  next  No- 
iber,  and  the  rest  by  2003.  By  2006 — or  whenever  85%  of 
les  finally  get  digital  TV — broadcasters  are  supposed  to 
im  their  analog  airwaves.  Then,  the  government  could 
:ion  it  off  for  new  uses.  But  it  could  take  two  decades  be- 

the  mai'ket  hits  85%,  according  to  Paul  Kagan  Associates. 
•E  DREAM."  Broadcasters  won't  get  fai-  with  hdtv  unless 
3umers  buy  the  sets.  And  with  piices  in  the  stratosphei'e, 
5pects  for  that  are  uncertain.  "It's  a  pipe  dream  that  large 
ibers  of  people  will  spend  $6,000  to  $9,000  on  a  new  TV," 
3  David  E.  Mentley,  vice-president  for  display  research  at 
rford  Resources  Inc.  in  San  Jose,  Calif, 
lonfusion  and  unresolved  technical  problems  could  also 
hten  buyers  away.  The  expensive  hdtv  sets  on  sale  this 
r  can  handle  many  different  display  foiTnats  (page  150).  At 

extreme  stands  hdtv,  wliich  more  than  doubles  the  num- 

of  scanning  lines  that  foi-m  tv  pictm'es.  Other  formats 

only  slightly  better  than  ordinaiy  tvs.  Shoppei-s  will  face  a 
ying  array  of  choices — ^just  as  PC  buyers  must  leam  then* 
'  around  megahertz  and  megabytes, 
f  a  salesperson  tells  you,  for  example,  that  the  hdtv  you 
:hase  today  is  "future-proof — that  it  will  cope  with  all 
Dming  improvements — then  you  should  shop  somewhere 

Digital  TVS  are  like  PCs:  The  one  you  buy  today  may  look 
id  next  year.  None  of  the  first  crop  of  hdtvs  in  stores 
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now  can  display  all  the  infomiation,  or  "pixels,"  in  an  hdtv 
broadcast.  In  five  years,  or  maybe  10,  they  will  all  do  so. 

The  set  you  finally  buy  will  need  cai-efial  testing.  In  the  rash 
to  HDTV,  broadcastei-s'  technical  committees  didn't  have  time  to 
test  all  the  different  broadcast  gear-  against  the  sets  of  all 
manufactui-ei-s.  Tlie  "encoder"  boxes  used  at  stations  to  prepai-e 
the  digital  signals  for  broadcast  aren't  identical.  So  sets  pur- 
chased by  consumers  in  some  ai'eas  may  not  be  able  to  decode 
the  signals  fi'om  the  local  TV  station. 

Then  there's  the  ch-eaded  "cM  effect."  As  signals  on  the  aii-- 
waves  boimce  between 
buildings  and  othei-  ob- 
stixictions  in  big  cities, 
they  get  muddled,  a 
phenomenon  known  as  multipath.  It's  an  especially  serious 
problem  in  UHf"  bands  allotted  for  digital  broadcasts.  If  tliis 
happens  with  analog  signals,  viewers  get  static  or  bluiiy  arti- 
facts called  ghosts.  With  your  new  digital  TV  set,  the  image 
simply  "falls  off  the  cliff' — the  screen  goes  blank.  Tlie  sets  ai'e 
not  at  fault.  Instead,  some  of  the  technology  for  digital  trans- 
mission is  not  robust  enough,  and  broadcasters  have  not  test- 
ed it  in  vaiying  geogi'aphies. 

The  Consimier  Electronics  Manufactiu-ers  Assn.  (cema)  says 
that  setmakers  can  coirect  such  problems  with  more  powerftil 
antennas.  "Don't  woiTy,  we'll  get  it  worked  out,"  insists  cema 
President  Gaiy  Shapiro.  But  engineer's  can't  patch  problems  un- 
til they  understand  them — too  late,  in  this  case,  to  help  "early 
adopters"  who  purchase  the  first  digital  sets. 

Equipment  maker's  just  want  to  sell  the  heck  out  of 
giant  HDTVS.  These  i-ange  from  $5,500  to  $10,000 
and  up,  and  deliver  fatter' 
pr'ofit  mar'gins  than  ciu'r'ent 
sets,  even  lar'ge-screen  ones. 
Some,  like  the  Panasonic 
HDTV  that  Anna  Galloway 
uses  in  San  Diego,  are  sold 
like  monitors,  and  the 
tuner/decoder  boxes  ar-e  sold 
separ-ately.  WOliam  L.  Man- 
nion,  general  manager  at 
Panasonic  Consumer  Elec- 
tr'onics  Co.,  a  unit  of  Mat- 
sushita Electric  Industrial 
Co.,  pr-edicts  that  all  HDTV 
vendor's  combined  could  sell 
about  50,000  digital  TVs  in 
the  next  12  months,  includ- 
ing set-top  boxes. 

To  create  consumer-  mo- 
mentum, Sony  Corp.  is  sub- 
sidizing CBS's  high-definition  National  Football  League  br'oad- 
casts.  And  Philips  Electr'onics  will  spend  $100  million  in  the 
coming  year'  to  pr'omote  digital  TVs  and  other  products.  "This 
is  a  gold  rush,"  says  Cees  Jan  Koomen,  president  and  CEo  of 
Plrilips  Consumer'  Electr'onics  in  Palo  Alto,  Calif  Koomen  and 
other's  believe  flat  screens  will  eventually  r-eplace  today's  hulk- 
ing space-hogs.  Lar'ge  plasma  screens  from  Fujitsu,  NEC,  or  Pi- 
oneer' cost  $10,000  or-  mor-e.  For  top  perfor-mance,  hdtvs  may 
always  cost  that  much.  But  in  a  few  years,  there  should  be 
some  wide-screen  digital  TVs  offering  less-than-HDTV  resolution 
for  imder  $1,000. 

If  the  ftiture  is  bright,  the  pr'esent  is  anything  but.  Without 
new  TVS  in  viewer's'  homes,  how  wiU  br'oadcaster's  make  the  dig- 
ital gambit  work?  Ther'e's  no  easy  answer'.  HDTV  was  never- 
linked  to  any  pr-oven  market  demand.  The  campaign  for  hdtv 
started  in  1986  as  an  effort  by  the  National  Association  of 
Broadcaster's  (NAB),  to  keep  contr-ol  of  the  air-waves.  Motorola 
Inc.  and  other'  companies  were  then  demanding  a  shce  of  the 
br'oaclcaster's'  unused  fi'equencies  for  two-way  r'adio  ser-vice.  The 


THE  LOOK 

On  a  small 
screen, 
HDTVisn'tso 
impressive.  But 
on  a  wide  screen 
with  high-quality 
surround  sound, 
it's  dazzling 
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Ask  for  three 


proposals  before 


you  award  your 


networking  business. 


Ask  to  see 


this  symbol,  too. 


Cisco 

^  Powered  Network,. 


Piiitini;  youi'  ncfworking  husiiK'ss  our  foi'  bid  is  like  putrini;  your  lite  on  rhc  line,  ^ou  w.iiit  to  be  eerrain  your  set 
provider  h.is  the  right  conibiiKitioii  ot  services  .iiid  technologies  to  meet  your  needs,  ^ou  vv.mt  to  be  certain  of  a  reli 
connection,  ^  ou  want  to  he  certain  of  corporate  security,  ^  ou  w  ant  to  be  certain  your  prov  ider  can  grow  w  ith  j  j 
business.  That's  where  rhc  Casco  Pt^'vered  Network  progr.im  comes  in. 


;  Cisco  Powered  Network  symbol  is  your  assurance  that  a  service  provider  is  powered  with  the 
equipment  that  virtually  all  the  Internet  traffic  travels  on  today.  Ask  your  service  provider  if 
-e  part  of  the  Cisco  Powered  Network  program.  Or  visit  www.cisco.com/cpn  to  find  a  list  of 
irized  program  participants.  And  take  the  uncertainty  out  of  selecting  your  networking  partner. 


Cisco  Systems 


Empowering  the 
Internet  Generation" 


broadcastei-s  insisted  that  they  needed  to  keep  their  spectrum 
in  order  to  launch  HDTV,  so  they  could  catch  up  with  Jai:)an, 
which  was  ready  to  test  its  own  hdtv  plan. 

Now  that  they  have 
it,  how  do  they  make 
it  pay  off!  Big  money 
is  being  spent.  The 
N'AB  estimates  the  nation's  1,576  TV  stations  will  shell  out  $16 
billion  over  the  next  10  years  to  convert  to  digital.  StOl,  with- 
out enough  TV  sets  out  there,  broadcasters  have  little  incentive 
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to  produce  hdtv  programs — which  can  cost  $25,000  more  per 
hour  than  ordinary  shows.  (That  might  not  sound  like  much 
but  it  adds  up.  There  are  11,000  pnme-time  hour's  in  a  year.; 
And  without  progr-amming,  viewer's  won't  be  persuaded  tci 
buy  HDTVs.  "Nobody  has  come  forth  with  a  convincing  business! 
plan,"  says  CBS  Senior  Vice-President  Martin  Franks.  I 
There  are  almost  as  many  strategies  as  there  are  channels 
on  the  dial,  abc  will  start  by  airing  the  Disney  movie  101  Dal' 
matians  in  HDTV,  nbc  will  start  showing  The  Tonight  Sh 
unth  Jay  Leno  in  high  definition  next  spring  and  the  films  M> 


DEFINING  TERMS  ON  HIGH  DEFINITION 


High-definitio)i  televisions  are  in  the 
stores,  with  pictures — a'lid  prices — 
Umt  will  take  your  breath  away.  The 
sets  start  at  abotit  $5,500,  which  is 
enough  to  discourage  most  shoppers. 
And  they're  not  fully  standardized — 
another  good  reason  to  wait.  If  you 
really  want  to  buy  now,  here  are  the 
basics: 


Do  I  really  need  a  digital  tv? 

No — or  not  yet.  Until  at  least  2006, 
broadcasters  will  continue  to  "simul 
cast"  any  new 
digital  or  hdtv 
progr'ams  in 
analog  form, 
\iewable  on 
any  TV.  After 
that,  so-called 
converter  box- 
es costing  less 
than  $500  will  convert 
the  digital  signals  for 
older  TVS. 


sets  can  display  the  full  number  of 
pictur-e  elements  that  some  broad- 
caster's are  sending — 1,920  pixels  on 
each  horizontal  hne.  Professional 
morritors  that  can  show  that  kind  of 
resolution  cost  about  $25,000. 

Does  a  digital  TV  need  a  separate 
set-top  box  to  display  images? 

Some  manufactur'ers,  such  as  Sony, 
have  built  tuner'/decoders  into  the 
TVS.  Others  sell  the  monitor's  and 
set-tops  separ-ately.  There  ar-e  good 
reasons  for  that.  The  technology  is 


WHAT  IS  DIGITAL  TV? 


What  do  words  such  as 
"4801,"  "720p,"  and 
"10801"  mean? 

These  ar'e  tlir'ee  of  the 
18  display  for-mats  that 
the  Feder'al  Communi- 
cations Commission 
has  approved  for  digital-TV  broad- 
casts. The  numbers  r'efer  to  scanning 
lines  that  make  up  a  TV  pictur'e.  "I" 
stands  for  "interlace,"  a  way  of  split- 
ting and  scanrring  images  that  is  used 
in  today's  analog  sets.  The  alter'native 
is  progr'essive  ("p"),  where  all  the 
lines  of  the  pictui'e  are  scanned  in 
each  fi'ame.  Computer  monitors  use 
this  approach.  Roughly  speaking,  480i 
means  pictur-e  quality  equal  to  today's 
best  analog  sets.  Tr-ue  high  definition 
begins  at  720p.  The  best  you  will  see 
on  today's  hdtvs  is  lOSOi. 

Will  TV  pictures  ever  exceed  10801? 

Yes.  In  a  few  yeai's,  even  better 
lOSOp  displays  will  be  available. 
What's  more,  none  of  today's  hdtv 


A  digital  TV  receives  signals  as  computer  code, 
produces  sharper  images  than  a  conventional  TV,  and 
includes  digital  surround  sound.  But  not  every  digital 
TV  is  an  HDTV  Here  are  the  differen  ces: 

HIGH-DEFINITION  TV  (HDTV)  STANDARD-DEFINITION  TV  (SDTV) 

►  Picture  resolution  is  less 
than  720  scanning  lines 

►  Sound  is  digital  audio,  but 


Then  what's  the  big  advantage  of 
digital  television? 

There  are  many.  First,  the  digital 
broadcasts  will  look  gr'eat — if  you 
can  receive  them.  In  addition,  most 
of  the  digital  sets  will  clean  up  ana- 
log signals,  using  tricks  such  as  "line- 
doubling"  to  make  certain  TV  shows 
look  crisper.  Some  of  the  wide-screen 
models  will  subtly  "stretch"  ordinary 
TV  shows  to  fUl  up  the  screen,  giving 
a  more  cinematic  look.  A  new  gener- 
ation of  digital  video  disk  players,  ar- 
riving this  fall,  will  allow  "digital  to 
digital"  output,  mean- 
ing the  images  will  be 
displayed  exactly  as 
they  wer-e  recorded. 


►  Pictures  consist  of  at  least 
720  progressive  scanning  lines 

►  Has  a  wide  screen  like  a 


Are  there  other  cool 
applications? 

Most  of  the  sets  will 
double  as  giant  com- 
puter monitors.  And 
low-cost  digital  "appli- 
ances" ar'e  on  the  way, 
which  will  facilitate 


,,,,,,       .                    i              I   r>  lu  Web-browsing,  video- 
movie  (the  tech  term  IS   16^9  _^)_  not  necessarily  Dolby   conferencing  3-D 

►  Offers  Dolby  Digital  audio  ►  Displays  any  digital  broad- 
er equivalent  casts,  but  not  with  HDTV  clarity 


DATA  CONSUMER  ELECTRONICS  MANUFACTURERS  ASSN. 

still  evolving,  and  the  "interfaces" — 
meaning  jacks  and  sockets  for  con- 
necting differ'ent  components — are 
not  yet  standar'dized.  Compatibility 
with  cable  is  also  up  in  the  air'.  That 
means  changes  might  be  needed  in 
the  set-top  box's  electronics. 

Do  you  mean  the  new  sets  can't  con- 
nect to  cable? 

It  depends  on  what  you  mean  by 
"connect."  You  can  plug  them  in  and 
watch  ordinar-y  cable  progr'ams.  But 
your  cable  box,  right  now,  can't  de- 
code the  new  digital  broadcast  sig- 
nals. To  watch  the  br'oadcasts  in  digi- 
tal forTU,  you'll  probably  have  to  put 
an  antenna  on  the  roof,  and  maybe 
use  a  separate  converter  box. 


chat,  and  video  games. 
All  of  these  activities 
are  a  lot  more  com- 
pelling on  giant,  high- 
resolution  scr-eens  than  on  cramped 
PC  monitors. 

Is  HDTV  better  than  a  digital  satel- 
lite-TV system? 

Yom'  satellite  pictru'e  right  now,  on  an 
analog  TV,  is  as  good  as  most  low-end 
digital  TVS  will  deliver  But  there's  no 
question  that  the  pictui'e  on  an  HDTV 
set  showing  Irigh-definition  pr'ogram- 
ming  is  far  better  than  anything  you 
get  on  today's  satellite  systems.  Soon, 
Hitachi  and  RCA/Thomson  will  sell 
digital  TVS  with  built-in  HDTV  and 
satellite  r-eceiver  circiritr-y.  These  sets 
will  displav  all  digital-T\'  for'mats  plus 
ordinar'y  sateUite  progr'ams  and  new  ] 
HDTV  satellite  signals.  i 
By  Neil  Gross  in  New  Yorki 


r 
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in  Black  and  Titanic  down  the  road.  Affiliates 
will  likely  go  with  digital  sports  shows  first  and 
then  produce  their  own  high-deflnition  local  news- 
casts. "We're  going  in  eai-ly  for  competitive  rea- 
soiLS,"  says  Michael  J.  FioiHe,  CEo  of  the  Dispatch 
Broadcast  Group,  which  owns  a  CBS  and  an  nbc 
affiliate.  A.  H.  Belo  Coi-p,  with  stations  in  Dallas, 
Houston,  and  Seattle,  is  also  mounting  an  ag- 
gressive HDTV  strategy  (page  158). 

Broadcastei-s  think  that  digital  TV  could  be  a  potent  weapon 
against  the  encroacliiiig  cable  networks.  For  years,  broadcast- 
er's have  bristled  at  cable-only  channels  such  as  cnn,  espn,  and 
HBO,  which  siphon  away  advertisers  and  get  subscription  rev- 
enues via  the  cable  and  satellite  operatoi-s  that  cany  them.  Ac- 
cording to  Warburg 
Dillon  Read,  cable-TV 
advertising  will  gi'ow 
15%  annually  through 
2000,  outpacing  the  5%  to  7%  growth  of  the  networks. 

Now,  broadcasters  think  prettier  pictiu-es  will  deliver  a 
premium  look,  giving  them  an  edge  over  smaller  specialty  ca- 
ble channels,  such  as  the  Food  Network,  that  can't  afford  to 
produce  shows  in  Mgh  definition.  Well-heeled  cable  channels, 
though,  are  already  hatcliing  hdtv  plans:  Both  hbo  and  Dis- 
covery Netwoi'k  plan  next  year  to  offei'  high-definition  ver"sions 
of  theh"  semce,  chai'ging  high  subscriber  fees. 
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Bi'oadcastei-s  don't  levy  any  such  fees,  and  hdtv  may  not  al- 
low them  to  charge  premium  ad  rates.  'We  never  ended  up 
charging  more  for  color  [after  black-and-white],"  notes  Chai'les 
H.  Jablonski,  nbc's  vice-president  for  broadcast  and  network 
engineering.  Even  the  few  advertiser's  interested  in  hdtv  now 
ai'en't  sm-e  when  they  would  pay  mor-e  for  those  ads.  "Tlrere's 
only  three  people  watcliing,  and  we  don't  have  any  way  today 
to  track  them,"  says  Jim  Gosny,  associate  dir'ector-  of  com- 
mercial pr-oductions  at  Pr-octer  &  Gamble  Co.,  which  has  pr-o- 
duced  seven  experimental  ads  in  liigh  definition. 

Some  broadcasters,  sharing  that  skepticism,  ar-e  mapping  out 
strategies  that  don't  involve  hdtv.  In  fact,  ther-e  ar-e  many 
ways  to  use  multiple  channels:  Fox,  for  example,  could  replay 
hit  shows  in  different  time  slots.  (Imagine  r-eruns  of  Beverly 
Hills  90210  at  6,  7,  9,  and  11  o'clock.)  The  networks  also  could 


THE  BATTLE  Cable  companies 
and  broadcasters  are  at  odds  on 
digital  TV.  The  cable  guys  are 
resisting  broadcasters '  requests 
to  carry  their  HDTV  programs 

give  sports  fans  even  mor'e  views  on  the  action.  Says  Fox  t\ 
Networ-k  President  Larry  Jacobson:  "We  can  have  the  Marl 
McGwir-e-cam." 

RAISING  HACKLES.  It  sounds  good,  but  where  are  the  bucksMj  -i 

Fox's  Jacobson  is  also  looking  at  straight,  cable-like  pay-per 
view.  This,  too,  is  fi-aught  with  challenges.  Most  br-oadcasten 
have  never  had  to  deal  with  individual  subscribers  and  have  nl 
means  of  billing  them.  "Challenging  cable  to  a  war  would  bi  , 
like  a  Civil  War*  amiy  taking  on  Gener-al  Patton,"  says  Nat  Os  i 
troff,  vice-president  for  new  technology  at  Baltimore's  Sin 
clair  Broadcast  Group. 

Meanwhile,  the  very  suggestion  of  such  "multicasting"- 
splitting  the  allotted  spectrum — has  raised  the  hackles  of  law 
makers  in  Washington.  The  FCC  is  likely  to  im.pose  a  levy  oi  >■ 
such  sei-vices.  After  all,  Congr'ess  lent  the  airwaves  to  th  - 

broadcaster's  for  free,  despit  • 
budgetary  pressui'es  to  auc 
tion  them  off.  "We  didn't 
tend  to  give  spectrum  t 
them  for  any  pui'pose  othej 
than  over-the-air-  broadcast, 
says  House  telecom  subco 
mittee  Chair-man  W.J.  "BiUy 
Tauzin  (R-La.).  He  would  lik| 
broadcasters  to  air  at  le 
some  HDTV  programs.  Othei 
wise,  the  sisectnim  give-aw 
"would  be  unfair  to  oth 
communications  player's  w' 
had  to  buy  their's,"  he  saysi 
Cable  companies  did  spei 
billions — not  to  buy  spei 
tr-um,  but  to  upgr-ade  the; 
systems.  Now,  they're 
theu'  way  to  ovming  the  dij  n 
ital  battlefield.  They  hav 
added  fiber-  optics,  better-  se  9 
top  boxes,  and  more  powerf 
computer-s  and  switches.  U 
ing  the  same  compressic 
iuid  encoding  tricks  employ( 
by  satellite  br-oadcaster-s,  th( 
will  soon  be  squeezing  10  ( 
15  channels  into  the  spa( 
that  used  to  car'ry  just  one 

Broadcasters  may  try 
enlist  cable  operator's,  to  he 
launch  HDTV.  But  the  cab 
industry  hasn't  gone  out  of  its  way  to  make  its  systems  tec 
nically  compatible  with  digital  broadcasts.  At  this  momei 
cable  boxes  can't  display  HDTV  br-oadcasts  at  all.  The  two  i 
dustries  use  differ'ent  "modulation"  schemes — the  methods 
getting  digital  bits  onto  so-called  carrier  waves.  Cable  syster 
and  digital  tr-ansmissions  can  theoretically  be  made  to  wor-k  t 
gether — and  it  might  happen  in  time  for  the  Nov.  1  broadcast 
But  the  solution  could  r-ecjuir-e  ser-vicing  equipment  in  t, 
homes  of  eariy  piu'chasers  of  the  new  HDTVs. 

To  make  matter-s  worse,  cable  operators  may  not  agr'ee 


HOME  THEATER:  Large 
plasma  screens,  such  as 
this  42-inch  display  from 
Fujitsu,  can  run  $10,000 
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—  STORY  #7:  == 


Pretend  you're  an  IS  manager  with  a  mobile  sales  force  of  hundreds  and 
an  endless  trail  of  computers,  components  and  configurations  to  follow.  It's  your  job 
to  (somehow)  control  them  all-much  like  a  modern-day 

herdswoman.  But  keeping  track  of  steer  is  one  thing.  .^^^^^^^^  \ 


Wrangling  notebooks  is  quite  another 

ey  re  roaming  the  range, 
I'm  here  trying  to  rope  in  our  assets,  "  \ 

you  say.  Which  is  why  you  chose  the  Fujitsu  LifeBook " 
notebook.  Sure,  reliability,  price  and  support  were  key.  But  Asset  Management,  part 
of  the  Lifeline  "  Program  ,  was  the  driving  force.  With  things  like  customized  reports, 
you  can  have  centralized  control  of  your  units,  tracking  what  you  have  and  where  it 
is.  Without  leaving  the  ranch. 

[  "Asset  Management  is  like  branding  our  notebooks . 

at  's  why  the  LifeBook  is  the  brand  for  us.  "  ] 

ll-mutii  lechnologt  Refresfi  on<f  Asset  Morofemesi 


ed  for 

a 

>soft" 
.vs  NT" 
.vs  98 


,    And  it's  a  decision  everyone  can  appreciate.  From  durable  construction 
Variable  Levels  of  Supporl.  hMni  mmJmmmi 

ond  Screen  Proiection  to  innovative  features  to  human-friendly  touches,  the  LifeBook 

Project  Hf""'"? t  mitmtn"     notebook  can  satisfy  even  the  most  demanding  user  So, 

while  you  might  not  be  handy  with  a  lasso,  you  can  sure 
become  an  expert  at  corralling  technology.  Call  us  today  and  find  out 
how  to  round  up  some  LifeBook  notebooks  for  your  herd. 

There  are  millions  of  Fujitsu  notebooks  out  there — 
each  with  a  story  of  its  own. 


Fujfrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s . 

For  more  info,  visit  www.fujitsu-pc.com/is 
or  call  1-888-4-ON-THE-GO. 
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cun-y  broiulauslei's'  new  digital  pi-ogi-amrning.  By  law,  cable  sys- 
tems are  obliged  to  transmit  broadcasters'  existing  analog 
channels — but  not  necessarily  their  new  digital  telecasts, 
liroadcasters  say  their  huge  investment  in  digital  TV  will  go 
down  the  tubes  if  cable  doesn't  cany  the  new  programs  and 
nobody  sees  them.  "It's  like  biinging  a  baby  into  the  world  and 
not  supporting  it,"  says  Sinclair's  Nat  Ostroff. 

l!ut  Atlanta's  Cox  Communications  Inc.  and  other  cable  o}> 
ci-aloi-s  don't  want  to  give  up  any  room  on  their  pipe  for  noth- 
ing. "Ikmdwidth  is  the  single  most  important  asset  we've 

got,"  says  Lynne 
Elander,  director  of 
product  development 
at  Cox.  "We've  spent 
billions  of  dollars  of  investment  on  it,  and  we're  not  in  the  po- 
sition to  be  |)uring  it  away  willy-nilly." 

('ai)itol  Hill  is  not  amiLsed  by  tliis  wTiingle.  Although  the  Fee 
prei'ers  to  let  the  networks  negotiate  their  own  deals  for  cai'- 
riage  with  the  major  cable  systems,  lawmakers  threaten 
tougher  cable  "must-cany"  legislation.  If  the  vcc  pimts,  "I'm  al- 
most certain  CongTess  will  act,"  says  Rep.  Tauzin. 
SCRAMBLE  FOR  CONTE^^■.  Now,  with  the  exploding  populainty 
of  the  World  Wide  Web  and  the  premium  consimiers  place  on 
interactivity,  cable  has  landed  in  the  catbird  seat.  Its  upgrad- 
ed connections  allow  for  two-way  interaction,  in- 
cluding fast  Inlei-net  cruising.  In  contrast,  to 
browse  the  Web  over  satellite  or  terresti'ial 
broadcast,  consumers  have  to  tie  up  then*  phone 
line.  The  cable  industry  is  now  gearing  up  to 
sell  everything  Irom  more  TV  chaimels  to  phone 
sei-vice  to  video-on-demand  movies  and  intei-active 
i  v.  With  its  massive  audience,  it  is  the  linchpin 
industry  of  digital  convergence.  "Cable  is  the  ul- 
timate infrastructure,"  says  Time  Warner  Inc. 
chaiiman  (Jerald  iVI.  Levin. 

As  digital  convergence  gathers  force,  Hollywood  and  com- 
putci--gaini>  makers  aiv  ready  to  cash  in  on  the  sci"amble  for 
bettei-  content.  Sony,  foi'  on(>,  h;us  ali'eady  converted  a  libraiy  of 
MOO  lilms  to  high-definition  ionnat  I'eady  for  broadcast.  And 
liun(li'(>(ls  of  movie  titk>s  for  digital  video  discs  ai'e  ab'eady  for- 
matteil  foi-  digital  broadcast  as  well.  But  with  new  digital 
V("Ks  due  out  soon  to  accompany  hdtvs,  Hollywood  is  imlikely 
to  unleash  its  shows  without  copyright  protections  built  into 
HDTV  systems. 

Meanwhile,  Silicon  Valley  is  eyeing  digital  TV  waiily.  Com- 
putei's,  after  all,  are  in  just  43%  of  U.  S.  homes — most  of 
which  have  more  than  one  TV.  The  I'C  camji  fears  that  digital 
TVs  could  supersede  I'cs  as  the  entiy  point  to  the  Web.  Intel, 
Microsoll,  and  Compac]  have  suffered  a  stiing  of  humiliations  in 


ALL-DIGITAL  STUDIO:  NBC  will  the  tv  arena.  Their  early 
Start  airing  The  Tonight  designs  for  pc/tv  hybrid 
Show  with  Jay  Leno  in  have  gone  nowhere.  Anc 

higti  definition  next  spring     they  didn't  dominate  th( 

first  incarnation  of  digita 
broadcasting — namely,  satellite  tv. 

Microsoft  Corp.  and  Intel  Corp.  have  also  failed  to  seizf 
control  of  digital  cable  boxes,  although  moguls  such  as  Tele- 
Communications  Inc.  Chaiirnan  .John  C.  Malone  have  beer 
careful  not  to  shut  either  company  out.  All  Microsoft  and  In- 
tel have  managed,  so  far,  is  to  make  minoiity  investments  ai 
the  edges — Microsoft  in  Comcast  Corp.  and  in  the  Roac 
Runner  cable-modem  service  and  Intel  in  At  Home,  anothei 
cable-modem  service. 

Intel  and  Microsoft  scoff,  however,  at  the  notion  that  ai 
$8,000  HDTV  set  is  a  winning  convergence  product.  Instead 
they're  pinning  their  hopes  on  set-top  boxes  and  other  ap 
pliances,  wMch  will  also  work  with  digital  TVs.  Compaq  Com 
puter  Corp.  hopes  to  supply  sub-$300  set-top  boxes  tha 
hook  into  a  home  network.  "If  you  want  to  place  bets,  Intel 
Microsoft,  and  Compaq  will  be  there  at  the  end,"  says  Tre; 
Smith,  Compaq's  vice  president  for  advanced  products.  Add 
Thomas  A.  Galvin,  director  of  market  development  at  Intel' 
content  group:  "TV  is  just  another  fomi  of  information  deliv 
ery  that's  going  digital." 

At  the  digital  dawn,  each  industry  is  racing  for  highe 
ground.  People  have  compared  the  birth  of  terras 
trial  digital  broadcast  to  the  transition  ft'om  blact 
and-wiiite  to  color  TV  in  th 
1950s.  They're  wrong.  It 
vastly  more  complex  an 
risky.  "It's  more  like  th 
transition  from  radio  t 
TV,"  says  Fox's  Jacobsoi 
The  visual  improvemer 
may  not  be  as  obvious.  Bi 
the  impact  on  industry  i 
greater. 

Today,  broadcasters  hav 
the  hai'dest  road  ahead,  an 
PC  companies  have  a  lot  ( 
adjustments  to  make.  Cab' 
companies  mle  the  roost- 
for  now,  at  least.  An 
whichever  camp  the  futvu 
favors,  better  pictm-es  sp< 
big  bucks  for  the  Sonys  ar  : 
PliiUpses  of  the  world.  K I 
tel  and  Microsoft  ai-e  in 


THE  MARKET 

in  2004, 
HDTVs  will 
make  up  less  than 
2%  ofcathode- 
ray-tube  TVs  sold 
in  North  America, 
according 
to  Stanford 
Resources  Inc. 
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tight  comer,  they'll  likely  innovate  oi-  buy  theii'  way  out  of  it. 
Consumer  will  get  clobbered  with  choices.  We  will  all  become 
guinea  pigs  in  expeiiments  with  convoys  of  new  digital  gear, 

rife  with  complex  in- 
compatibilities. "It  will 
take  a  lot  of  woi'k  to 
put  the  last  50  years 
of  broadcast,  the  last  20  in  cable,  15  in  Pes,  and  five  for  the  In- 
ternet— all  at  the  same  time — on  the  home  screen,"  says 
Steven  Guggenheime);  Microsoft's  gi'oup  product  manager  for 


Cover  Story 


digital  television.  "It  requii-es  cooperation."  Right  now,  that' 
the  last  thing  on  anybody's  mind. 

By  Catherine  Yang  in  Washington  and  Neil  Gross  a. 
Richard  Siklos  in  New  York,  mth  Steven  V.  Bndl  in  L« 
Angeles 


For  more  stories  on  HDTV,  go  to  www.buslnessweek.com. 


WILL  THEY  ROPE  EM  WITH  DIGITAL  IN  DALUS? 


Big  Tex,  the  world's  only  52-foot- 
tall,  talking-and-waving  cowboy, 
wasn't  the  only  larger-than-life 
attraction  at  this  fall's  Texas  State 
Fair.  In  addition,  Dallas  television 
station  wfaa  managed  to  captivate 
fairgoers  with  a  preview  of  the  lush- 
ly  detailed  high-definition  images 
that  it  will  begin  broadcasting  on 
Nov.  1. 

Indeed,  many  TV-station-owners 
wonder  whether  hdtv  is  nothing 
more  than  a  wildly  expensive  caiTiival 
attraction — requiting  millions  of  dol- 
lars of  new  equipment  for  broadcast- 
ers and  new  TV  sets  on  the  part  of 
consumers.  Some  broadcasters  across 
the  country  are  scrounging  ai-ound 
for  other  uses  for  the  digitized  air- 
waves. 

Not  WFAA-owner  A.  H.  Belo  Coi-p. 
Dallas-based  Belo  is  betting  big  that 
high-definition  T\'  will  help  it  lasso 
more  viewers,  as  people  begin  bujing 
the  sleek  new  sets.  The  company  has 
eannai'ked  $137  million  to  convert  its 
17  stations,  which  stretch  from  Hon- 
olulu to  Norfolk,  Va.,  by  2003. 
Thi'ough  its  affiliation  with  abc, 
wtaa's  fii'st  Mgh-definition  broadcasts 
win  consist  mainly  of  mo\ies  and 
sports. 

NOSE  FOR  NEWS.  But  Belo  executives 
are  counting  on  this  progi'amming  to 
keep  viewers  tuned  to  his  channels 
and  even  to  boost  viewersMp  of  what 
really  matters  to  Belo's  bottom  line: 
top-rated  local  newscasts.  New's  pro- 
grams make  up  about  20%  of  wt.\a's 
lineup,  yet  they  bring  in  45%  to  50% 
of  all  revenues,  and  an  even  higher 
percentage  of  profits.  Belo's  stations 
reported  eaiTiings  of  $48  million,  on 
revenues  of  $163  million,  in  the  quar- 
ter ended  June  30.  The  higher  the 
station's  audience  ratings,  the  better 
it  does  in  Dallas'  $500-million-a-year 
TV-advertising  market.  "We  really  be- 
lieve the  high-quahty  product  will 
win  out,"  says  Ward  L.  Huey  Sr., 
president  of  Belo's  broadcast  division. 
Fellow  station-owners  don't  all 


HUEY:  Counting  on  HDTV  movies 
and  sports  to  boost  news  ratings 

shaj'e  Huey's  zeal  for  HDTV.  (Even  so, 
aU  of  the  countiy's  1,576  stations  will 
be  required  to  convert  to  digital 
broadcasting  in  the  coiu'se  of  the  com- 
ing decade.)  Among  the  skeptics  is 
Baltimore's  Sinclaii-  Broadcast  Group, 
which  owns  or  progi-ams  56  stations. 
Instead  of  using  the  ah-waves  allocat- 
ed by  Washington  for  high-definition 
broadcasts,  it  plans  to  transmit  more 
standard-definition  rv.  Once  they  are 
digitized,  as  many  as  six  regulax* 
channels  can  be  compressed  into  the 
same  space  as  a  high-definition  tele\i- 
sion  signal.  That  opens  up  the  possi- 
bility of  broadcasting  populai-  shows 
in  multiple  time  slots,  canying  new 
channels,  or  using  spectnom  for  other 
sei-vices,  such  as  paging. 

Why  no  hdtv?  Sinclair  serves 
mostly  midsize  markets  and  doesn't 
share  Belo's  news  focus.  Plus,  the 
smaller  the  market,  the  longer  it  will 


take  for  sales  of  hdtvs  to  justify 
broadcasting  in  the  jazzy  fonnat. 
Even  those  wiio  ai-e  bullish  on  high- 
definition  don't  expect  to  au-  it  all 
day.  In  fact,  broadcasters  m.ay  also 
choose  to  transmit  high-definition  im- 
ages that  are  not  of  the  highest  clari- 
ty (low-Mgh  definition,  if  you  will), 
conserving  spectinim  for  other  uses. 
"The  way  we're  looking  at  the  digital 
spectram  is:  We've  got  a  commodity 
that  we  think  lots  of  uses  are  going 
to  develop  for,"  says  Dennis  J.  Fitz- 
Simons,  president  of  Tribune  Broad- 
casting Co.,  which  owns  18  stations. 
"W^e  think  there's  ultimately  a  lot  of 
value  out  there." 

HEAVY  ON  JUICE.  The  payoff  won't 
come  in  the  short  term,  however. 
WF.A.\  need  look  no  fuither  than  its 
own  half-finished  digital  control  room 
to  r-ealize  that  there  is  a  complicated 
scr-amble  going  on.  With  its  hdtv 
launch  just  days  away,  \\'Faa  has  yet 
to  install  more  than  half  the  equip- 
ment it  needs — including  a  master 
control  switch  and  a  studio-to-trans- 
mitter link.  "Debugging  will  happen 
on  the  air,"  says  Bob  Tiu-ner,  Belo's 
vice-pi'esident  for  engineering. 

There's  also  the  e.xpense  of  main- 
taining both  an  analog  and  digital 
channel.  All  but  one  of  Belo's  17  new 
digital  frequencies  are  UHF — and  a 
UHF  signal  consumes  $30,000  a  month 
in  electricity,  compar-ed  with  $1,000 
for  VHF.  For  big  markets  such  as 
Dallas,  analysts  think  the  added  cost 
of  hdtv  is  worth  it.  Says  William  My- 
ers of  BancBoston  Robertson 
Stephens:  "There's  no  dii-ect  economic 
return,  but  it  enhances  the  quality  of 
their-  overall  pr-oduct." 

It's  no  wonder-,  though,  that  Belo 
has  tried  to  hasten  the  acceptance  of 
HDTV  with  public  demonstrations.  The 
broadcaster  can  only  hope  that,  by 
next  year,  high-definition  rx  will  be 
so  enticing  that  some  Texans  will 
skip  the  State  Fair-  and  stay  home  to 
watch  it. 

By  Steven  V.  Bndl  in  Dallas: 
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SYMANTEC  SMALL  BUSINESS  SOFTWARE.  WE  HELP  YOU  BUILD  A  CUSTOMER-CENTERED  BUSINESS. 


Call  me.  Fax  me.  Help  me.  Please.  It's  called  customer 
service.  And  if  you're  like  most  small  businesses,  your 
customers  are  begging  for  it.  In  fact,  they  don't  expect 
less  from  you  because  you're  small,  they  expect  more. 
Which  is  why  you  need  Symantec  Small  Business 
Software  to  increase  your  productivity,  so  you  can 
build  a  more  customer-centered  business.  With  ACT!" 
you  can  turn  contacts  -mas 

Contacts 


into  relationships  and 
relationships  into  results. 
WinFax  PRO"  is  the 
world's  first  choice  for 


FWationihlpi 
(tewfts 


New 
Version! 


easy  and  reliable  faxing.  TalkWorks  PRO",'  the  newest 
creation  from  the  makers  of  WinFax  PRO,  gives  your 
small  business  a  professional  voice.  And 
pcANYWHERE  '  helps  you  build  a  better  relationship 
with  your  customers  by  providing  the  fastest,  easiest 
remote  access  to  the  customer  and  company 
information  on  your  PC.  Together,  they're  a  perfect 
—  solution  for  your  small 
''''  fS  :  PtWfl'WIfffi-j?  business  because  they'll 
TalkWOlii      :|.?§.i'*f'Tfc    help  you  turn  fragile 

customers  into  happy 
customers. 


New! 


FREE  30-DAY  TRIAL  CD!  TO  ORDER  CALL  1-800-835-6222  EXT.  9NA24*  SYMANTEC^ 


*Supplies  limited.  CD  available  in  PC  format  only  Symantec  and  the  Symantec  logo,  ACT!,  WinFax.  TalkWorks  PRO,  and  pcANYWHERE  are  registered  trademarks  ot  Symantec  Corporation  WinFax  PRO  is  a  trademark  of  Symantec  Corporation. 
©  1998  Symantec  Corporation  All  other  brand  names  and  trademarks  are  the  property  ot  their  respective  owners  All  Rights  Reserved 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


RECESSION  PUY: 

LOOK  FOR  THE  DIVIDENDS 


As  the  bear  mai'ket  sav- 
aged energy  stocks 
last  summer,  Vic  Dura 
spied  an  opportunity.  After  ex- 
amining many  companies' 
prospects,  along  with  their 
price-earnings  ratios,  he  came 
up  with  a  half-dozen  possibili- 
ties. He  looked  closer  and 
crossed  Noble  Drilling  and 
Cooper  Cameron  oft"  his 
list.  Why?  Neither 
pays  a  dividend. 
"Companies  can 
play  around 
with  earnings 
and  estimates,  but  they  can't 
play  around  with  a  dividend. 
Either  they  paid  it  or  they 
didn't,"  says  Dura,  an  engi- 
neer in  Rogersville,  Ala.,  who 
works  for  telecom-geai'  makei' 
TXFORT.  In  the  end,  Dm-a  set- 
tled on  oil-services  giant  Hal- 
libiuton  and  Diamond  Offshore 
Drilling,  yielding  1.8%  and 
2.3%,  respectively. 

Dui-a  is  piu"suing  a  strategy 
used  by  market  pros  im- 
pi-essed  that  dividends,  over 
the  long  nin,  have  provided 
over  40%  of  the  total  return 
on  ecjuities.  By  buying  stocks 
that  pay  out  part  of  their 
earnings  as  dividends,  they're 
building  portfolios  that  are  rel- 
atively high  on  return  and  low 
on  risk. 

FOCUS  ON  FEAR.  Right  now, 
dividend-paying  stocks  figure 
to  get  increasing  attention  as 
investors,  eager  to  preserve 
capital,  focus  more  on  fear 
than  gi'eed.  "In  a  recessionaiy 
envii'onment,  a  higher-yielding 
stock  approach  is  a  good  one," 
says  T.  Rowe  Price  Dividend 
Growth  Fund  manager 
William  Stromberg,  who  notes 
that  zippier,  but  riskier,  gi'owth 
stocks  often  pay  no  dividend. 
Joseph  Lisanti,  the  author 
with  Joseph  Tigue  of  Tfie  Div- 
idend Rich  Investor  (McGraw- 
Hill,  $14.95),  adds  that  divi- 


dend hikes  accelerate  duiing 
bear  markets.  "Management 
wants  you  to  hold  on  to  your 
shai-es,"  he  says.  "They  don't 
want  selling  pressure." 

There's  no  shortage  of  divi- 
dend-paying stocks,  of  course. 
On  the  New  York  Stock  Ex- 
change, more  than  half  of  the 
2,9()5  common  issues  offer  div- 

 idends.  But 

/  yiS^^  remember  that 
\  V  ^  a  dividend  can  be 
\^\  cut — a  move  that  al- 
'•v***^  most  always  sends  the 
stock  price  tumbling.  The  best 
strategy,  Stromberg  suggests, 
is  the  siinplest:  "Find  proven 
companies.  Buy  them  when 
they  are  temporarily  out  of 
favor,  then  forget  you  own 
them." 

Some  out-of-favor  compa- 
nies got  that  way  because 
they're  tnily  in  trouble.  One 
way  to  winnow  out  the  losers 
is  to  follow  the  strategies  of 
Anthony  Spai'e,  a  manager  of 
more  than  $1.5  billion  at  San 
Fi-ancisco's  Spai'e,  Kaplan,  Bis- 


chel  &  Associates.  Spai-e,  the 
author  of  Relative  Dividend 
Yield  (John  Wiley  &  Sons, 
.$49.95),  says  he  fii-st  limits  his 
seai'ch  to  companies  with  mai- 
ket  values  of  at  least  $1  bil- 
lion, since  larger  companies 
tend  to  be  more  stable.  Next, 
he  focuses  on  stocks  yielding 
more  than  the  market  over- 
all— now  about  1.6%-  for  the 
Standard  &  Poor's  500-stock 
index — and  more  than  they 
have  historically.  Higher  rel- 
ative dividend  yields  imply 
lower  relative  share  prices,  a 
disai-mingly  easy  way  of  find- 
ing potentially  undervalued 
stocks.  With  the  mai'ket  way 
off  its  liigh,  there  ai'e  plenty 
more  of  those  now  than  there 
were  in  June. 

The  process  has  led 
Spare  to  take  big  po- 
sitions in  such  com- 
panies as  GTE,  J.  C. 
Penney,  and  East-  ' 
man  Chemical.  More 
recently,    he  has 
been  attracted  to 


Making  the  Cut 


PRICE* 

12-MO. 
HIGH 

12-IVIO. 
LOW 

CURRENT 
YIELD 

5-YR. 
AVG. 
YIELD 

ALLEGHENY  TELEDYHE 

$19.25 

$29.88 

$14.00 

3.4% 

2.6% 

CONSOLIDATED  PAPERS 

23.50 

35.06 

24.13 

3.7 

3.2 

CUMMINS  ENGINE 

28.44 

82.50 

29.19 

3.8 

1.9 

HERCULES 

29.75 

51.38 

24.63 

3.7 

1.9 

INTL.  FLAVORS  & 
FRAGRANCES 

34.31 

51.88 

32.06 

4.3 

2.8 

KERR-McGEE 

44.75 

73.19 

38.00 

4.0 

2.9 

PEOPLE'S  BANK 

19.78 

41.50 

19.06 

4.4 

3.1 

PHELPS  DODGE 

51.94 

79.81 

43.88 

3.9 

3.0 

ROUSE 

23.38 

35.69 

24.31 

4.7 

3.4 

TCF  FINANCIAL 

17.06 

37.25 

18.75 

3.9 

2.4 

UNITRIN 

61.00 

74.13 

55.56 

4.2 

3.8 

WESTVACO 

24.56 

37.50 

21.00 

3.6 

3.0 

*OCT.  9 

DATA:  MARKET  GUIDE  INC,  TELESCAN  INC,  YAHOO'  FINANCE,  BUSINESS  WEEK 
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3M,  which  pays  annual  divi 
dends  of  $220  a  share.  Witi 
3M  selling  at  $75  a  share 
that's  a  yield  of  over  2: 
far  higher  than  the 
overall  and  a  bit  more  thaii 
the  company's  average  yieklr, 
of  2.8%  over  the  past  flvi 
years.  "Is  the  company 
good  shape?"  asks  Spareb 
"Yeah,  it's  the  same  compan; 
it  has  always  been.  Has 
stock  been  neglected?  Yeah.' 

With  these  bi'oad  guideline|il) 
in  mind,  we  went  looking 
dividend-paying  stocks  tha 
might  prove  to  be  good  ii 
vestments.  Using  StockQues 
softwai-e,  available  free  at 
ket  Guide's  Web  sv 
(www.marketguide.com),  w 
screened  the  database  of  9,21  it 
companies  for  U.  S.  stocks 
prices  of  at  least  $5  a  shani 
market  values  of  at  least 
billion,  and  average  annual  di) 
idend  gi-owth  of  at  least  5%, 

We  set  a  minimum  of  3.2 
for  yields  and  an  ai-bitraitll; 
maximiuii  of  4.5%.  That  kej  tier 
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list  to  a  manageable  size 
knocked  out  most  utilities 

real  estate  companies, 
itionally  high-yielding 
ps  that  othei'wise  might 
•  dominated  the  list.  Fi- 
■,  we  excluded  any  stocks 
out  at  least  20%  owner- 
by  ofBcere,  directors,  and 
r  insiders  on  the  theory 

they're  less  likely  to  cut 
ncome  stream 
benefit  from 
'tly. 

le  result?  A 
of  20  compa- 
which  we 

trimmed  for  a 
;ty  of  reasons. 
?sler  made  the 

cut,  but  it's 
t  to  merge  with  Daim- 
}enz,  and  its  future  divi- 
i  yield  has  not  been  set. 
panies,  such  as  health- 
products  maker 
Inckrodt,  that  recently 
id  net  losses  got  the  ax. 
lly,  we  checked  to  see 
ther  each  stock's  yield 


was  higher  than  its  average 
for  the  past  five  years.  While 
many  Web  sites  and  such 
piint  resources  as  Value  Lirie 
Investment  Survey  provide  a 
stock's  year-by-year  yield  his- 
tory, you  can  save  time  by 
plucking  the  five-year  aver- 
age yield  from  the  fi'ee  "Cor- 
porate Profile"  section  of 
Telescan's  Wall  Street  City 


INVESTING 


Kerr-McGee;  copper  miner 
Phelps  Dodge,  and  four  man- 
ufacturers: Allegheny  Tele- 
dyne,  Cummins  Engine,  Her- 
cules, and  International 
Flavors  &  Fragrances  (table). 
There's  no  way  of  knovdng 
whether  all  ai-e  winners,  but 
the  list  makes  a  good  field  for 
fuither  prospecting. 

Spare    suggests  looking 


One  pro's  advice:  Find 
proven  companies  when  they're  out 
of  favor-and  forget  you  own  them 


site,  vTOrw.wallstreetcity.com. 

Among  the  dozen  survivors 
are  a  pair  of  paper  makers. 
Consolidated  Papers  and 
Westvaco;  a  few  banking  com- 
panies, TCF  Financial  and  Peo- 
ple's Bank;  an  insurer,  Uni- 
tiin;  a  real  estate  developer. 
Rouse;  an  energy  company. 


carefully  at  the  strength  of 
the  company's  cash  flow — that, 
after  all,  is  the  soui'ce  of  divi- 
dend payments — and  its  "div- 
idend coverage."  That's  the  ra- 
tio of  cash  earnings  left  after  a 
company  meets  all  other  oblig- 
ations to  the  total  amoimt  a 
company  pays  out  in  divi- 


dends.  The  higher,  the  better. 
Anything  under  one  you 
should  see  as  a  warning  sign. 

Even  if  a  company's  finan- 
cial picture  has  dimmed,  you 
shouldn't  exclude  it  immedi- 
ately. "We  know  stocks  are 
most  attractive  when  there 
is  some  deterioration  occur- 
ring" on  the  balance  sheet. 
Spare  says.  You  should  be 
able  to  diversify 
away  the  risk  of  a 
company  cutting  its 
dividend  by  invest- 
ing across  different 
industries  but  buy- 
ing shares  in  no 
more  than,  say,  two 
dozen  companies. 
If  you're  not  pre- 
pai'ed  to  do  the  research  your- 
self, use  the  challenge  of  find- 
ing good  dividend-paying 
stocks  as  a  way  to  test  a  fuU- 
service  broker.  Describe  the 
kind  of  stocks  you're  looking 
for — those  with  market  val- 
ues of  $5  bilhon  or  more,  say, 
and  yields  at  least  50%  above 
their  historic  average — and 
see  what  kind  of  list  that  gen- 
erates. Then  make  the  broker 
defend  the  safety  of  the 
stocks'  payouts  to  win  youi' 
orders. 

Another  way  to  invest  in 
dividend-paying  stocks  is 
through  a  mutual  fund. 
Among  several  recommended 
by  Lisanti  and  Tigiae  are  Tri- 
Continental,  a  large  closed-end 
fund  yielding  2.2%;  AARP 
Growth  &  Income,  which  in 
the  past  year  yielded  2.2%; 
Lexington  Coi-porate  Leaders 
(4.4%),  and  T.  Rowe  Price 
Dividend  Growth  (2.4%).  All 
have  lost  less  than  the  s&p 
500  since  its  July  peak.  For 
the  T.  Rowe  Price  fund, 
Stromberg  says  he  has  been 
buying  shares  in  banking  com- 
pany First  Union,  which  re- 
cently yielded  3.8%,  and 
British  conglomerate  Tomkins, 
at  over  5%.  People  who  are 
looking  for  a  "high-beta, 
jackrabbit  approach"  to  in- 
vesting should  steer  clear  of 
his  fund,  Stromberg  says. 
"This  is  the  tortoise  strate- 
gy"— one  that  offers  protec- 
tion at  times  when  you  feel 
Uke  pulling  in  youi*  head  and 
taking  cover.    Robert  Barker 
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Personal  Business 


COMMENTARY 


By  Robert  Barker 


FIND  FEES  ARE  RISING.  WHO'S  TO  BUME? 


When  your  mutual  fund  was 
soaring  20%  or  30%  a  year, 
did  you  care  whether  its 
expense  ratio  was  iiigher  than  it 
should  have  been?  Pi-obably  not.  But 
as  investors  open  statements  and  see 
the  bear's  paw,  which  in  the  past 
quarter  slashed  the  average  stock 
ftmd's  value  by  15%,  the  ever-rising 
fees  will  grate.  Why  pay  extra  to  a 
manager  who's  making  you  poorer? 

In  the  industry's  view,  the  com- 
plaint that  average  fund  expenses 
keep  rising  when  economies  of  scale 
should  send  them  faUing  doesn't  give 
the  whole  stoiy.  Invest- 
ment Company  Institute 
President  Matthew  Fink 
on  Sept.  29  told  a  con- 
gressional subcommittee: 
"The  average  shareholder 
account  is  in  a  mutual 
fund  whose  annual  fees 
are  36%  lower  than  the 
simple  industry  aver- 
age  This  indicates 

that  the  market  readily 
enables  investors  to  own  lower-cost 
mutual  funds." 

What  Fink  said  is  true  as  far  as  it 
goes.  Yet  it  skirts  the  key  question: 
What  about  those  unlucky  investors 
who  pay  higher-than-average  expens- 
es? Who's  looking  out  for  them?  This 
wouldn't  matter  if  the  relationship  of 


EXPENSES: 
UP,  UP.  AND  AWAY 

AVERAGE  EXPENSE  RATIO' 


1981  1998 

*U.S.  DIVERSIFIED  STOCK  FUND 
DATA:  MORNINGSTAR 


Directors  should  represent 
investors'  interests-and  that 
includes  keeping  costs  down 


investor  to  mutual  fund  wer-e  akin  to, 
say,  a  bank  customer  to  a  checking 
account.  A  fund  investor,  however,  is 
not  a  customer  but  an  owner,  with 
say  over  how  the  fund  should  be 
ran — a  ci'ucial  distinction  made  ex- 
pUcit  in  the  law.  Also  spelled  out  is 
the  protection  a  fund's  investor-own- 
ers are  supposed  to  re- 
ceive from  independent 
directors  who  sit  on 
every  fund's  board.  Nei- 
ther paid  by  nor  other- 
wise  obliged  to  the  in- 
vestment adviser,  the 
directors  have  a  fiduciary 
duty  only  to  the  fund's- 
investors  and  not  to  Fi- 
delity, Vanguard,  or  any 
other  fund  company.  If 
expenses  are  too  high,  it's  the  inde- 
pendent directors  who  have  failed. 

Too  few  investment  pros,  let  alone 
individuals,  appreciate  this  differ- 
ence. So  here's  a  modest  proposal: 
Fund  companies  should  cast  a 
brighter  spotUght  on  the  role  of  inde- 
pendent directors.  Inform  investors 


better  about  who  the  directors  are 
and  how  they  can  be  contacted.  Ex- 
plain their  responsibilities.  Disclose 
more  often  how  much  they  earn  and 
how  many  fund  shares  they  own. 

Not  many  investors  understand 
how  fees  are  set,  much  less  to  whom 
they  should  complain.  Funds  must 
disclose  directors'  salary  data  only  in 
an  annual  "Statement  of  Additional 
Information,"  an  exotic  document 
every  investor  is  entitled  to,  but  few| 
know  to  ask  for.  Why  not  describe 
the  directors'  role,  Ust  them,  and  de-* 
tail  how  they  may  be  contacted  in 
the  prospectus  everyone  gets? 

Whether  a  director  owns  shares 
a  fund  can  be  found  only  in  proxy 
statements  funds  issue  irregularly, 
and  then  only  if  the  directors  as  a 
group  own  more  than  1%.  Years  can : 
go  by  between  proxies.  Instead,  why'^ 
not  report  that  data 
more  often,  perhaps  in 
the  prospectus? 

Better  disclosure  en-1 
tails  a  cost  that  must 
be  weighed  against  the  * 
benefits,  of  course. 
"There  are  a  million 
things  a  million  different  people 
would  like  to  see  in  a  fund's  prospec-| 
tus,"  the  ici's  Fink  notes.  But  few 
are  more  important  than  specifying 
who  speaks  for  the  fund  owners  and 
how  they  might  serve  their  fellows. 
That's  the  essence  of  representative 
democr-acy,  and  it  can  be  achieved  at 
no  real  cost.  Data  on  directors  now 
is  disclosed  only  "if  you  can  follow 
the  treasure  map  and  find  the  secret 
answer,"  notes  Harold  Evensky,  a  fi- 
nancial planner  in  Coral  Gables,  Fla., 
who  also  testified  before  Congress. 

Don  Phillips,  president  of  the  in- 
vestment-research fu-m  Morningstar, 
thinks  fund  directors  do  keep  the  in- 
dustry close  to  the  straight  and  nar- 
row. "But,"  he  says,  "it's  hai'd  to  ar- 
gTie  that  driving  costs  down  is  a 
preeminent"  concern  of  theirs.  Tight- 
ening the  tie  between  those  of  us 
who  own  funds  and  our  director-rep- 
resentatives can  only  help  to  put  ex- 
penses near  the  top  of  the  agenda. 

Senior  Writer  Barker  urrites  <m  mu- 
tual funds  from  Melbourne  Beach,  Fla. ' 
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UTBYA 

EDICARE 

VIO? 


much  for  the 
dicare  managed- 
honeymoon, 
ne  Jan.  1,  more 

400,000  elderly  Ameri- 
will  get  the  boot  from 
■  health  maintenance  or- 
zation.  This  mass  aban- 
lent  is  a  function  of  stark 
omies:  Many  Medicare 
5  simply  aren't  making 
ey.  It's  also  about  poli- 
-insurers  want  Congress 
lange  the  rules  in  their 

\ose  Medicare  recipients 
high  and  dry  will  have 
astle  to  find  new  health 
•ance.  For  many,  it  won't 
asy  to  get  comparable 
■fits  at  the  same  price, 
re  guaranteed  the  same 
mal  coverage  as  eveiy- 
jlse  over  65— but  nothing 
;.  And  your  old  HMO  is 
ly  required  to  help  you 
alternatives — but  not  to 
ipay  for  them. 
HER  PLANS.  In  all  but  a 
areas  where  HMOs  have 
id  altogether,  you — or 
older  family  members — 
enroll  in  a  new  man- 
-care  plan.  Your  current 
will  send  a  list  of 
able  plans  by  Nov.  2.  By 
date,  too.  Medicare  vows 
)st  detailed  comparisons 
MOs  on  the  "Medicare 
pare"    section    of  its 


Web  site  (www.medicare.gov). 

Any  Medicaie  hmo  operat- 
ing in  your  county  is  obliged 
to  accept  anyone  who  appUes 
within  63  days  of  Jan.  1,  with 
immediate,  full  coverage  of 
any  preexisting  medical  con- 
ditions. Most  likely,  the  bene- 
fits will  be  similar  to  those 
of  your  old  plan.  There's  a 
good  chance  it  will  cost  more, 
though,  in  the  form  of  higher 
premiums  or  co-payments — 
the  fees  charged  each  time 
you  visit  a  doctor  or  get  a 
prescription  filled.  Your  old 
HMO  pulled  out  for  a  reason, 
after  all:  It  wasn't  getting 
enough  money  to  cover  costs. 

Before  picking  a  plan,  look 
closely  at  enrollment  materi- 
als. Are  your  physicians  in 
the  new  hmo's  network?  If 
not,  you'll  have  to  switch  doc- 
tors. Then,  detennine  "what 
constraints  are  there,  med- 


ical and  financial"  says  Diane 
Archer,  director  of  the 
Medicare  Rights  Center. 
Some  HMOS,  for  example,  cov- 
er an  unlimited  amount  of 
drugs.  But  more  plans  are 
charging  co-payments  of  $10 
or  more  per  pre- 
scription and 
capping  annual  drug  claims 
at  $1,000  or  lower.  Above 
that,  you  pay  the  bills. 

If  the  extra  expenses  are 
steep  enough,  or  if  your  doc- 
tor isn't  in  the  network,  con- 
sider going  to  traditional  fee- 
for-service  Medicare.  If  you 
do  nothing  by  Jan.  1,  you'll 
be  enrolled  automatically  in 
Medicai-e  Part  A,  the  manda- 
tory plan  that  covers  most 
hospital  expenses.  Part  B, 
which  is  optional  and  costs 
$43.80  a  month,  pays  80%  of 
most  doctors'  charges.  But 
both  pails  together  don't  cov- 


HEALTH 


er  as  much  as  hmos  do.  Then* 
deductibles  and  20%  co-pay- 
ments will  add  up  quickly  if 
you're  seriously  ill.  So  to 
match  the  security  of  your 
old  HMO  plan,  you'll  need  a 
supplemental  Medigap  pohcy. 

Tlie  government  guai-antees 
that  any  Medicare  recipient 
dropped  by  an  hmo  can  buy 
foui-  of  the  10  standard  Medi- 
gap pohcies  from  an  insurer 
for  the  same  price  as  anyone 
else — again,  regardless  of 
medical  history.  The  catch: 
The  remaining  six,  including 
those  that  cover  drugs,  can 
turn  down  applicants  for  any 
reason.  Also,  supplemental 
policies  can  be  pricey — from 
$40  a  month  for  the  most  ba- 
sic, which  covers  the  remain- 
ing 20%  of  doctors'  bills,  to 
up  to  $260  for  a  deluxe  plan 
that  includes  drug  benefits 
and  at-home  care.  That's  a 
reason  many  seniors  flocked 
to  HMOS  in  the  fii'st  place. 

Should  you  make  the 
switch?  Ti'ue,  managed-care 
plans'  benefits  ai-e  superior  to 
traditional  Medicare,  given  the 
cost.  Yet  many  consumer  ad- 
vocates fear  that 
this  year's  wave 
of  HMO  puUouts  poitends  more 
dislocation  to  come.  Unless 
Congress  authorizes  higher 
payments  to  insui"ers — an  iffy 
prospect — HMOs  likely  will 
continue  to  raise  costs  to 
members  while  scaling  back 
benefits.  "The  most  important 
lesson  fi'om  this  is  that  senior 
citizens  should  be  extremely 
cautious  about  opting  into 
managed  cai'e,"  says  Ron  Pol- 
lack, executive  dii"ectoi-  of  the 
Families  USA  Foundation,  a 
health  pohcy  group.  Better  to 
wait,  perhaps,  until  the  dust 
settles.      Keith  Hamwonds 


COMMUNICATIONS 

Your  old  insurer  is  required 
to  help  you  find  new  cover- 
age— but  not  to  help  pay 
for  it.  It  must  send  you 
materials  by  Nov.  2 
describing  alternative  plans 
and  their  benefits. 

SWITCHING  HMOs 

If  other  managed-care 
insurers  are  operating  in 


your  area,  they're  required 
to  take  you  on,  even  if 
you're  ill.  But  they  may 
offer  fewer  benefits,  at 
higher  cost. 

THE  FALLBACK 

If  you  do  nothing,  you'll  be 
enrolled  automatically  in 
Medicare  Part  A,  which 
covers  most  hospital  bills 
but  not  doctors'  services. 


SUPPLEMENTAL 
COVERAGE 

If  you  choose  traditional 
Medicare,  the  government 
requires  that  private 
Medigap  insurance  compa- 
nies sell  you  a  policy. 
However,  you're  not 
guaranteed  coverage  under 
the  high-end  plans. 

DATA;  HEALTH  CARE  FINANCING  ADMINISTRATION 


MO-less 

our  Medicare  HMO 
Topping  you,  fed- 
l  law  offers  some 
tections — with 
yortant  catches: 
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Not  when  you  order  direct  from  Compaq.  With 
products  like  the  Compac]  Deskpro  EP  Small  Business 
Series  of  desktops,  and  the  Compaq  Armada  Small 
Business  Series  ol  notebooks.  I  hey  both  come 
pre-installed  with  Microsoft"'  Office  97  Small  Business 
Edition.  And  Compaq  Small  Business  servers, 
equipped  with  Microsoft  BackOffice"  Small  Business 
Server,  give  you  the  most  technology  for  your  money. 
Order  by  calling  us  directly  or  visiting  our  website. 
More  technology  and  more  ways  to  get  it. 


$1,259 

Leasing  price:  $42/'Month' 

•  Intel  Celeron  ■•  Processor  300A  MHz 

•  4.3  GB'  SMART  II  Hard  Drive 

•  32  MB  SDRAM 

•  Compaq  S700  17" 
(15.7"  viewable)  monitor 

•  Matrox  MGA  AGP  Graptiics 

•  Towerable  chassis  converts  from 
desktop  to  minitower 

•  3-year  limited  warranty' 


$2,239 

Leasing  price:  S77/Month' 

•  Intel  Pentium"  II  Processor  450 
MHz 

•  10  GB'  SMART  II  Hard  Drive 

•  64  MB  SDRAM 

•  Compaq  S700  17" 
(15.7"  viewable)  monitor 

•  Matrox  Millennium  AGP  Graphics 
with  8  MB  VRAM 

•  32X  Max' CD-ROM 

•  Towerable  chassis  converts  from 
desktop  to  minitower 

•  3-year  limited  warranty' 


Microsoft 


499 


iteelntemei 


(f)V)'-)H  (  Aimpjq  Compuicr  (ojrporai 
arc  registered  trademarks  and  MMX  a 


All  rights  reserved.  0)mpaq,  ihe  C'ompaq  Logo,  Deskpro,  I'roSignia.  Armada,  and  SuperDisk  are  registered  iradcniark-s  of  Compaq  Computer  Corporation,  Intel  and  Pcnui 
Celeron  are  trademarks  oflnte!  (Corporation  in  the  U.S.  and  other  countries.  Microsoh.  the  Microsoft  logo,  and  BatkOfHce  arc  registered  trademarks  of  Microsoft  Corporaoj 
Other  products  mentioned  herein  may  be  trademarks  or  registered  trademarks  of  their  respective  companies.  Operating  system  pre-installcd  on  all  desktop  and  portable  products.  Compaq  is  not  liable  for  pictorial 
Typographical  errors  in  this  advertisement.  All  prices  and  discounts  shown  refer  to  U-S.  estimated  selling  prices  on  select  models.  Reseller  prices  may  vary.  Specifications  and  prices  are  subject  to  change  or  canccUaO 
without  lUjtice.  '[.casing:  Available  through  (_)ompaq  (Capital  Corporation  to  qualified  businesses  for  a  term  of  3(>  months  with  a  Fair  Market  Value  purchase  option,  and  is  subject  to  approved  crcdic 
certain  terms  and  conditions.  Does  not  include  taxes,  fees,  or  shipping  charges.  ^For  hard  drives,  GB  ^  billion  bytes.  '  2()X  Max  (CD-ROM  data  transfer  rates  may  vary  from  1 50  KB/s  to  3000  KB/s;  Z 
Max  CD-R(^M  data  transfer  rates  may  vary  from  1  50  KB/s  to  3600  KB/s;  and  32X  Max  CD-ROM  from  1 50  KB/s  to  4800  KB/s.  'Designed  only  to  alK)w  faster  downloads  from  K56flcx-compliant  some 
Maximum  achievable  download  transmission  rates  currently  do  not  reach  56  KB/s.  and  will  vary  with  line  conditions,  ^Software  is  prebundled  and  will  come  with  liniited  user  i.locuinenr.ition-  'After 
d.iys.  monthly  ch.irges  .ind  restrictions  apply,  'Some  rcstrKiions  and  exclusions  apply.  (Call  IHOO)  <  >K  (  ()MI'A<  )  (oi  w.irr.mrv  details 
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Armada  Notebooks 


11573 

599 

price:  $54/IVIonth' 

Intel  Pentium  Processor 
MX'"  Technology  233  MHz 
'  SMART  Hard  Drive 
RAM 

jable  to  96  MB) 
:STN  SVGA  display 
ax'  CD-ROM 
( modem'' 
ted  AC  Adapter 
)attery 

limited  warranty' 


Armada  1700 

$2,999 

Leasing  price:  $101/IVlonth' 

•  Mobile  Intel  Pentium  II 
Processor  266  MHz 

•  4,0  GB'  SMART  Hard  Drive 

•  32  MB  SDRAM 
(expandable  to  160  MB) 

•  13.3"  CTFT  (1024  x  768)  display 
•24X  Max*  CD-ROM,  optional  DVD 

•  K56flex  modem' 

•  Integrated  AC  Adapter 

•  Multibay  design 

•  1-year  limited  w/arranty' 


Armada  3500 

$3,299 

Leasing  price:  $111 /month' 

•  Mobile  Intel  Pentium  II 
Processor  266  MHz 

•  4.1  GB'  SMART  Hard  Drive 

•  32  MB  RAM 
(expandable  to  160  MB) 

•  12.1"  CTFT  SVGA  display 

•  512  KB  L2  Cache 

•  Optional  CD-ROM  or  DVD 
via  Mobile  Expansion  Unit 

•  4.4  lbs.  and  1.3"  thin 

•  Magnesium  display  for  durability 

•  3-year  limited  warranty' 


Options 


Armada  1573: 

•  Convenience  Base 
(pass-through):  $189* 

•  Additional  Li-lon  battery:  $189* 

Armada  1700: 

•  Compaq  Value  Case:  $49* 

•  32  MB  Memory  Module:  $95* 

Armada  3500: 

•  Mobile  Expansion  Unit 
24X  Max*  CD:  $199* 

•  Mobile  Expansion  Unit 
with  DVD:  $399* 

•  Additional  Li-Ion  battery:  $209* 


all  Business  Solutions 


2499 

si!  price:  $84/IVlonth' 


e  ntium  Processor  with 


3Chnology  233  MHz 
SMART  Hard  Drive 
RAM 

:TFT  SVGA  display 
d  ted  56K  modem'  24X 
axj  D-ROM,  and  AC  Adapter 

oft*"  Office  97 
ni  Business  Edition- 
(  :  free  Internet  access 
.  IhroughGTE" 
1  limited  warranty' 


Deskpro  EP  6300Xy4300/CDSM       ProSignia  200  6/300 


$1,699 

Leasing  price:  $57/Month' 

•  Intel  Pentium  II  Processor  300  MHz 

•  4.3  GB- SMART  II  Ultra  ATA 
Hard  Drive 

•  32  MB  SDRAM 

•  S700  Color  Monitor 

•  ATI  RAGE  lie  AGP  64-bit  Graphics 
Controller  with  2  MB  VRAM 

•  24X  Max'  CD-ROM 

•  56K  Data/Fax  modem' 

•  IVIicrosoft  Office  97 
Small  Business  Edition 

•  3-year  limited  warranty' 


$4,719 

Leasing  price:  $157/Month' 

•  Intel  Pentium  II  Processor  300  MHz 

•  4.3  GB- Wide-Ultra  SCSI-3 
hard  disk 

•  64  MB  ECC  Memory 
(upgradable  to  384  MB) 

•  4/8GBSLRenterphse-class 
tape  drive 

•  Microsoft  BackOffice®' 

•  Insight  Agent  Events  Notification 
Tool  detects  potential  server  issues 

•  3-year  on-site  limited  warranty' 


Options 


Deskpro  EP  Series: 

•  Additional  32  MB 
SDRAM  Memory:  $99* 

•  Upgrade  to  Compaq  19" 
monitor:  $220* 

•  SuperDisk  LS-120 
Drive:  $119* 

•  Compaq  C-Series  810 
Handheld:  $499* 

Armada  SB: 

•  Armada  1700/3500 
Convenience  Base 
(pass-through):  $189* 

•  Additional  Li-Ion 
battery:  $195* 


I!  direct  from  Compaq  at  1 800-888-0365  COMPAQ, 
isit  www.directplus.compaq.com/bw  DirectPlus 

or  if  you  prefer,  call  1 800-AT-COMPAQ  for  a  reseller  near  you.  Better  answers" 


The  fastest  way  to  get  free  information  from  advertisers  in  Business  Week 


Your  one-click 
option  to  connect  with 


our  advertisers. 


www.businessweek.com/BizLink 


This  online  reader  service  system  allows  you  to  quickly  and  easily 
request  free  information  from  our  advertisers.  You  can  select  how  the 
information  will  be  provided...  whether  by  phone,  fax,  mail  or  e-mail. 
Or  use  the  "Hot  Link"  to  connect  directly  to  an  advertiser's  web  site. 
BizLink  is  the  simplest,  quickest  way  to  connect  with  our  advertisers. 
If  you  don't  have  an  Internet  connection,  just  call  1-800-848-6708. 
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ODUCTION  INDEX 


"hange  from  last  week:  -0.4% 
Change  from  last  year;  5.0% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Oct.  3=136.1 
1992=100 


Oct  Feb.  June  Oct 

1997  1998  1998  1998 

16  index  lb  a  4-week  moving  average 

production  index  continued  to  fall  in  the  week  ended  Oct.  3.  The 
/e'aged  index  dipped  0.2%,  to  135.3,  from  135.6  a  week  ago.  Our 
onally  adjusted  figures  show  auto  production  down  6  3%,  oil  down  5.2%, 

down  0.4%,  and  rail  freight  down  0.3%.  But  even  though  those 
ponents  were  down  this  week,  the  Association  of  American  Railroads 
junced  that  freight  traffic,  including  both  automotive  and  coal,  was  up  for 

quarter.  Output  of  steel,  trucks,  electricity,  and  lumber  rose. 

□duction  index  copyright  1998  by  Thr;  McGraw-Hill  Companies 
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ING  INDICATORS 


iCK  PRICES  (10/9)  S&P  500 

LATEST 
WEEK 

984.39 

WEEK 
AGO 

1002.60 

YEARLY 
%  CHG 

1.8 

IPQRATE  BOND  YIELD,  Aaa(l0/9) 

6.55% 

5.12% 

-7.6 

<EY  SUPPLY.  M2  (9/28)  bilhons 

$4,303.6  $4,308.0r 

8.1 

riAL  CLAIMS.  UNEMPLOYMENT  (10/2)  thous 

300 

289 

-2.6 

ITGAGE  APPLICATIONS.  PURCHASE  (10/9) 

343.1 

304.0 

46.2 

tTGAGE  APPLICATIONS,  REFINANCE  (10/9) 

4,389.1 

3,253.1 

419.1 

rces:  Standard  &  Poor's,  Moody's.  Federal  Reserve,  Labor  Dept  ,  Mortgag 
;ers  Assn    (Index    March  16.  1990=100) 

e 

ITEREST  RATES 

ERAL  FUNDS  (10/13) 

LATEST 
WEEK 

5.40% 

WEEK 
AGO 

4.65% 

YEAR 
AGO 

5.61% 

1MERCIAL  PAPER  (10/13)  3  montfi 

5.11 

5.10 

5.53 

TIFICATES  OF  DEPOSIT  (10/14)  3  month 

5.30 

5.31 

5.65 

ED  MORTGAGE  (10/9)  30-year 

6.70 

6.68 

7.46 

USTABLE  MORTGAGE  (10/9)  one  year 

5.53 

5.60 

5.73 

ME  (10/9) 

8.25 

8.25 

8.50 

rces:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


LATEST 
WEEK 

AGO 

VPARIV 
ILHnLI 

%  CHG 

STEEL  (10/10)  thous.  of  net  tons 

1,893 

1,969# 

-13.0 

AUTOS  (10/10)  units 

127,290 

126,545r# 

2.5 

TRUCKS  (10/10)  units 

140,298 

140,932r# 

3.3 

ELECTRIC  POWER  (10/10)  millions  of  kilowatt-hrs.  63,058 

67,849# 

-2.4 

CRUDE-OIL  REFINING  (lO/lO)  thous.  of  bbl./day  NA 

13,653# 

NA 

COAL  (10/3)  thous.  of  net  tons 

22,305# 

22,628 

6.2 

LUMBER  (10/3)  millions  of  ft. 

489. 9# 

488.9 

2.8 

RAIL  FREIGHT  (10/3)  billions  of  ton-miles 

27. 7# 

27.6 

4.1 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute.  American  Petroleum  Institute.  Energy  Dept  ,  WWPAi,  SFPA.:.  Association  of 
American  Railroads 

1  PRICES  1 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (10/14)  $/troy  oz. 

295.300 

298.000 

-9.6 

STEEL  SCRAP  (10/13)  #1  heavy,  $/ton 

85.50 

85.50 

-38.7 

COPPER  (10/9)  e/ib. 

75.5 

78.7 

-22.0 

ALUMINUM  (10/9)  e/ib. 

63.5 

63.5 

-19.1 

COTTON  (10/9)  strict  low  middling  1-1/16  in.. 

(Z/lb.  70.85 

69.95 

2.2 

OIL  (10/13)  $/bbl. 

14.02 

15.30 

-32.0 

CRB  FOODSTUFFS  (10/13)  1967=100 

224.10 

222.04 

-8.1 

CRB  RAW  INDUSTRIALS  (10/13)  1967=100 

275.10 

276.06 

-17.8 

Sources:  London  Wednesday  final  setting,  Chicago 
market.  NVMEX,  Commodity  Research  Bureau 

market.   Metals  Week,  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (10/14) 

119.34 

122.85 

121.22 

GERMAN  MARK  (10/14) 

1.64 

1.61 

1.75 

BRITISH  POUND  (10/14) 

1.71 

1.70 

1.62 

FRENCH  FRANC  (10/14) 

5.50 

5.40 

5.86 

ITALIAN  LIRA  (io/i4) 

1623.5 

1593.0 

1709.0 

CANADIAN  DOLLAR  (10/14) 

1.55 

1.52 

1.39 

MEXICAN  PESO  (io/i4) 

10.185 

10.180 

7.732 

TRADE-WEIGHTED  DOLLAR  INDEX  (10/14) 

106.3 

106.6 

105.7 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  I  P.  Morgan. 


V  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
jment.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


RNATIONAL  TRADE 

day,  Oct.  20,  8:30  a.m. edj>-  The  U.S. 
)  deficit  for  goods  and  services  proba- 
Dse  to  $15  billion  in  August,  projects 
nedian  forecast  of  economists  surveyed 
.andard  &  Poor's  mms,  a  division  of  The 
'aw-Hill  Companies.  In  July,  the  deficit 
ned  to  $13.9  billion,  but  it  had  hit  a 
d  peak  of  $15.8  billion  in  May. 
rts,  w/hich  have  risen  in  only  one 
h  so  far  in  1998,  probably  dropped 
er  in  August  as  the  Asian  financial 
s  spread  to  other  nations.  Imports, 
I  just  0.8%  in  July,  probably  increased, 
^sian  collapse  plus  a  strong  dollar  has 
3ly  curtailed  U.S.  exports.  As  a  result, 
gn  trade  subtracted  almost  three  per- 


centage points  from  real  gross  domestic 
product  growth  in  the  first  half,  and  it  is 
likely  to  be  a  further  drag  on  the  economy 
in  the  second  half  as  well. 

HOUSING  STARTS 

Wednesday,  Oct.  21,  8:30  a.m. edt>-  Hous- 
ing starts  probably  slipped  to  an  annual  rate 
of  1.6  million  in  September,  from  1.61  mil- 
lion in  August,  says  the  s&p  mms  survey. 
That's  suggested  by  a  drop  in  construction 
jobs  last  month  and  a  small  decline  in  the 
Housing  Market  Index  compiled  by  the 
National  Association  of  Home  Builders.  Even 
so,  housing  remains  one  of  the  strongest  sec- 
tors of  the  economy.  Lower  mortgage  rates 
still  make  home  ownership  quite  attractive. 


FEDERAL  BUDGET 

Ttiursday,  Oct.  22,  2  p.m.EDT^  The  U.S. 
Treasury  will  probably  report  a  surplus  of 
about  $40  billion  in  September,  says  the 
s&p  MMS  median  forecast.  That's  smaller 
than  the  $49.9  billion  reported  in  Septem- 
ber, 1997.  The  expected  monthly  windfall, 
however,  means  that  for  fiscal  1998,  which 
ended  on  Sept.  30,  the  federal  government 
posted  a  surplus  of  about  $70  billion. 
That's  exactly  the  figure  publicized  by  the 
White  House.  Tax  receipts  from  capital 
gams  helped  to  boost  the  black  ink.  But 
with  equity  prices  falling  since  July,  that 
tax  windfall  may  not  reappear  this  year. 
Congress  and  the  White  House  are  still 
hammering  out  a  budget  for  fiscal  1999. 
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BERLIN -IT'S  JUST 


ONE  SMALL  STEP 


FOR  YOUR  BUSINESS. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


AARP  Growth  &  Income  Fund  160 
ABN  Amro  (AAN)  132 
AccessHealth  104 
Acer  8 

Allegheny  Teledyne  (ALT)  160 
AlhedSignal  (ALD)  34, 37 
AltaVista  66 
Amazon.com  (AMZN)  66 
Amencan  Airlines  (AMR)  42, 116 
Amencan  Bankers  Insurance 
(ABI)  46 

Amencan  Century  8 
Amencan  Home  Products 
(AHP)  46 

Andersen  (Arthur)  136 
Apple  Computer  (AAPL)  39, 40, 
46 

Ardsley  Partners  138 
AT&TfT)  58.132 
Australian  Mutual  Provident  116 
Awad  &  Associates  142 

B 


BancBoston  Rotiertson  Stephens 
(BKB)  158 

BankAmenca  (BAC)  46 
BankBoston  (BKB)  37 
Bankers  Trust  (BT)  132 
Barclays  Capital  132 
Bell  Atlantic  (BEL)  46 
Belo  (A.H )  (BLC)  144.158 
Bernstein  (Sanford  C  )  74 
BioDetect  143 

Blockbuster  Entertainment  116 

Bloomtjerg  6 

Boeing  (BA)  8 

Bntish  Airways  (BAB)  116 

Brunswick  (BC)  37 

BT  Capital  Partners  116 

Buffalo  Bills  144 


CapCities/ABC  (OlS)  38 
Capstar  Broadcasting  78 
Caterpillar  (CAT)  46 
Cathay  Pacific  Airways  48 
CBS  (CBS)  144 
Cendant (CD)  46 
Chancellor  Media  (AMFtvl)  78 
Chase  Securities  (CMB)  122,132 
CheckFree  58 

China  Construction  Bank  48 
China  Light  &  Power  48 
Chrysler  (C)  42.160 
CIBC  Oppenheimer  122 
Cmc  Pacific  48 
Citigroup  122.132 
CNET(CNWK)  66.68 
CNN  (TM)  38 
Coca-Cola  (KO)  74,116 
Cognizant  Technology  Solutions 
(CZT)  46 

Colfax  Envelope  37 
College  Savings  Bank  of 

Princeton  104 
Columbia/HCA  Healthcare 

(COL)  37 

Comcast  (CMCSA)  144 
Compaq  Computer  (CPQ)  8,  52, 
144 

Consolidated  Papers  (COP)  160 
ContiFinancial  (CFN)  122,140 
Cooper  Cameron  (RON)  160 
Cott  116 

Cox  Communications  (COX)  144 
Credit  Suisse  122.132.136 
CnimiMae(CMM)  122 
Cummins  Engine  (CUM)  160 
CyberGold  104 
CyberSafe  58 


Daewoo  42 

Daimler  Benz  (DAI)  42. 160 
Dam  RascherWessells  58 
Dell  Computer  (DELL)  8.68.144 
Delta  Air  Unes  (DAL)  42 
Deutsche  Bank  132 
Diamond  Offshore  Drilling 
(DD)  160 

Dispatch  Broadcast  Group  144 
DresdnerBank  132 
Dreyfus  Investments  122 
DuPont  (DD)  46 


E&Y  Kenneth  Leventhal  132 
Eastman  Chemical  (EMN)  160 
Eastman  Kodak  (EK)  37. 74 
Egghead.com  (EGGS)  68 
Ellington  Capital  46 
ESPN  66 
E'Trade  66 
Excelcomindo  46 
Excite  (XCm  66 
Exxon  (XON)  74 


Fannie  Mae  (FNM)  122 
Rdelity  Investments  162 
nrstData  58 
First  Plus  Financial  136 
First  Union  (FTIJ)  160 
Ford  (F)  42 

Forrester  Research  (FORR)  68 
Fox  Broadcasting  (NWS)  144 
Franklin  Haney  46 
Freddie  Mac  (FRE)  122 
Fuji  Photo  Film  (FUJIY)  37 
Fujitsu  52, 144 


Gap (GPS)  142 
Gartner  Group  58 
General  Dynamics  (GD)  8 
General  Electnc  (GE)  46 
GinnieMae  122 

erne  48 

Goldman  Sachs  6.74.78.132 
Giyphon  Holdings  (GRYP)  142 
GTE (GTE)  160 

H 


Halliburton  (HAL)  160 
Hambrecht  &  Quist  142 
Hariey-Davidson  (HDD  37 
Hams  144 
Hartford  Investment 
Management  136 
Hercules  (HPC)  160 
Hicks  Muse  Tate  &  Furst  78 
Hilton  Hotels  (HLT)  142 
Honeywell  (HON)  74 
Hypenon  Partners  140 
Hyundai  42 


K  

Kaplan  Educational  Centers  12 
Kaufman  (Henry)  136 
Ka  Wah  Bank  48 
Keenan  Vision  58 
Kerr-McGee  (KMG)  160 
Kia  Motors  42 
Kidder  Peabody  46 
KPMG  Management  116 


IBM  (IBM)  39. 58.  74 
Idexx  Uboratones  (ID)a)  58 
Infoseek  (SEEK)  66 
Integral  Partners  39 
Intel  (INTO  37.  52,  58. 144 
International  Data  8.  58 
International  Flavors  &  Fragrances 
(IFn  160 

International  Game  Technology 
(IGT)  142 
iVillage  66 


J&WSeligman  78 
JD  Technology  58 
JVC  19 


Lehman  Brothers  (LEH)  6, 34, 
122.128.138 

Leif  H  Olsen  Investments  12 
Lexington  Corporate  Leaders  160 
UN  Television  78 
Logitech  International  (LOGIY)  58 
Long-Term  Capital 

Management  22.44. 170 
Long  Term  Credit  Bank  of 

Japan  12.132 
Lotus  Development  (IBM)  58 
Lucent  Technologies  (LU)  144 
Lycos  (LCDS)  66 

M 


Mallinckrodt  (MKG)  160 
Market  Guide  160 
Mars  116 

Matsushita  52.144 

McGraw-Hill  (MHP)  160,167 

MCI  WorldCom  (WCOM)  132 

McKinsey  74.116 

Merck  (MRK)  74 

Merrill  Lynch  (MER)  34, 37. 42 

Metnx  66 

Microsoft  (MSFD  12.39,40,58, 

66, 78. 144 
Monitor  74 
Monsanto  (MTC)  46 
Moody's  Investors  Service  48, 

122.132 

Morgan  U.P)  UPM)  34, 37, 46, 
132 

Morgan  Stanley  Dean  Witter 
(MWD)  68 
Momngstar  162 
Motorola  (MOT)  19.143.144 


National  Amusements  142 
National  Realty  122 
NationsBank  (NB)  46 
NBC(GE)  68.78.144 
NEC  144 
Nesbitt  Burns  57 
Netcentives  104 
Netscape  Communications 
(NSCP)  19.39.40.58 
New  York  Jets  144 
New  Yor1(  Yankees  12 
Nippon  Credit  Bank  132 
Noble  Dnlling  (NE)  160 
Nomura  122.132 
Northwest  Airiines(NWAC)  42,72 


Ocwen  Financial  Seances 
(OCM)  128 

Old  Kent  Mortgage  128 
Oracle  (ORCL)  58.66 


PaineWebber(PWJ)  46 
Panasonic  Consumer 
Electronics  144 
Paul  Hams  Stores  (PAUH)  142 
Paul  Kagan  Associates  144 
Penney  O  C.)  aCP)  160 
Penzoil  (PZL)  58 
Peoples  Bank  (BCD  160 
PepsiCo  (PEP)  116 
Phelps  Dodge  (PD)  160 
Pioneer  144 
PocketScience  19 
Polo  Ralph  Lauren  (RL)  142 
Procter  &  Gamble  (PG)  144 
Prudential  Investments  128 
PmdentialSecunties  6.8,122 
Pullman  Group  122 


Raytheon  (RTN)  8,37  i 
RCA  144 

Republic  Bank  Delaware  138 
Road  Runner  Group  OWX)  58 
Rouse  (RSE)  160 
Royal  Bank  of  Scotland  116 
Royal  Philips  Electronics  144 
Runzheimer  Intemational  26 

S 


Saatchi  &  Saatchi  68 
Salomon  Smith  Barney  (TRV) 
122, 138, 140 

Sammons  Enterpnses  78 
Samsung  42 
Schroder  74 

Scudder  Kemper  37. 136 
Sears  (S)  8 
Secured  Capital  132 
Sharp  19,52 
Shaw  (D.E.)  46 
Siegel  &  Gale  8 
Signature  Financial  Group  104 
Sinclair  Broadcast  Group 

(SBG!)  144,158 
SmithKiine  Beecham  (BECHY) 
Smith  (W.H.)  116 
Sonic  Innovations  143 
Sony(SNE)  52,144,150 
Southern  Pacific  Funding 

(SFC)  122 

Spare  K.aplan  Bischel  160 
SportsUne  (SPLN)  66 
Spnnt(FON)  132 
Standard  &  Poor's  (MHP)  34,3: 
167 

Stanford  Resources  144 
State  Street  Bank  &  Trust 

(STT)  104 
StockQuest  160 
Sumitomo  Trust  &  Banking  12 
Sun  Microsystems  (SUNVfl  39, 

40, 58 


lliiiii;Di 


TCF  Rnancial  aCB)  160 
TelecomAsia  46 
Tele-Communications 
(TCOMA)  78, 144 
SComtCOMS)  19.58 
3M(MMM)  74,160 
Telescan  160 
Ticketmaster  72 
Time  Warner  (T\W  58.144 
Tomkms(TKS)  160 
Toshiba  52 

Tn-Continental  (TY)  160 
Tnbune  Broadcasting  158 
T  Rowe  Pnce  Dividend  Grov/tli 
Fund  160 

U 


UAL  (UAL)  37 
UBS  Securities  140 
Unilever  (UL)  116 
United  Airiines  (UAL)  42 
Unitnn(UNrr)  160 
US  Airways  (U)  42 

V 


Value  America  68 
Value  Une  160 
Vanguard  Group  162 
Viacom  (V1A.B)  38,116.142 
Virgin  Group  116 
Volkswagen  12 

W 


iEAJWIBOl 


2?. 


Wal-Mart  Stores  (WMD  8 
Walt  Disney  (DIS)  38. 72. 144|^ 
Warburg  Dillon  Read  142. 14^ 
Wes^aco(W)  160 
Wind  River  Systems  (WIND)  5f 
WMS  Industnes  (WMS)  142 
WPP  Group  116 


Quaker  Oats  (OAT)  116 


Yahoo'  (YHOO)  66.  68 
Z 


Ziff-Davis  68 
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ksia, 


...  but  one  giant  leap  for  your  business 
opportunities.  Not  only  does  Germany's 
-  ,  capital  city  provide  all  the  modern 
Elisiness  amenities  you'd  expect  -  it's  also 

undergoing  a  massive  rejuvenation, 
which  itself  offers  a  pioneering  business 
potential  not  found  in  other  world  capitals. 

Link  that  to  our  unique  geographic 
location  -  just  over  40  Autobahn  miles  from 
the  rapidly  expanding  markets  of  Central 
and  Eastern  Europe  -  and  you 
end  up  with  an  aistronomical  potential 
for  your  business.  So  come  and  join  us  in 
Berlin.  Berlin  Economic  Development 
Corporation.  Fax: +49  (30)  399  80-239, 
e-mail:  info@wf-berlin!de,  Internet: 

http://www.berlin.de  . 
YourGatewayto  ^'IPWM.IJPVI 
lew  Opportunities.  BGTllTl 


vestment  Figures  of  the  Week 


i&P  500 

ct.    Apr.    Oct.    Oct.  8-14 


1  1005.53 


■week  change  1 -week  change 
4.1%  +3.6% 


MMENTARY 

ither  wild  week  in  the  mar- 
s.  The  dollar  took  center 
ge,  plummeting  against  the 
on  news  of  Japan's  efforts  to 
its  banking  system.  Bond 
:es  also  plunged,  with  the 
d  on  the  30-year  Treasury 
iig  from  4.7%  to  5.1%  and 
,ing  the  week  at  5.03%.  Tech 
.  ;ks  went  on  a  tear  as  better- 
I  n-expected  earnings  from  In- 
■  helped  assuage  fears  of 
ver  corporate  profit  growth. 
NASDAQ  Composite  gained 
%  for  the  week.  The  Dow 
iS  industrial  average  revisit- 
8000  on  Oct.  12  before  clos- 
3[  7968.8  on  Oct.  14. 


EREST  RATES 


lEASURY  BOND  INDEX 

Apr.    Oct.    Oct.  8-14 


-  1736.28 
-1725 


veel' change       1 -week  change 

-2.3% 

;;oomberg  Financial  Markets 


TUAL  FUNDS 


P  500**  sags  U.S.  Diversified  fSSAIIEnuity 
!  total  return        52-week  total  return 


Morningstar,  Inc. 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

7968.8 

2.9 

-1.1 

NASDAQ  Combined  Composite 

1541.0 

5.4 

-10.6 

S&P  MidCap  400 

293.2 

2.8 

-13.5 

S&P  SmallCap  600 

135.2 

1.1 

-29.4 

S&P  SuperComposite  1500 

210.7 

3.5 

0.9 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

338.6 

4.4 

11.4 

S&P  Financials 

105.1 

9.1 

-8.8 

S&P  Utilities 

259.1 

-2.8 

25.2 

PSE  Technology 

304.5 

7.2 

-11.3 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE100) 

5038.4 

4.3 

-A.3 

Frankfurt  (DAX) 

4318.5 

5.6 

3.0 

Tokyo  (NIKKEI  225)  13,070.7 

-5.5 

-24.6 

Hong  Kong  (Hang  Seng) 

8840.0 

14.1 

-34.0 

Toronto (TSE  300) 

5595.7 

2.4 

-21.5 

Mexico  City  (IPC) 

3595.4 

6.5 

-32.7 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.60% 

1.61  % 

1.56% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

24.0 

23.7 

24.5 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

19.3 

19.0 

19.2 

First  Call  Earnings  Surprise* 

5.04% 

9.05  % 

3.41  % 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1067.6 

1066.6 

Negative 

Stocks  above  200-day  average 

17.0% 

19.0% 

Positive 

Options:  Put/call  ratio 

0.80 

0.80 

Positive 

Insiders:  Vickers  Sell/buy  ratio 

0.47 

0.62 

Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Household  Products 

Steel 

Tobacco 

Forest  Products 

Regional  Telephone  Cos. 


13.5  Drug  Chains  55.5 

12.4  Specialty  Appar.  Retailers  45.8 

11.2  Genl.  Merchandise  Chains  44.7 

10.1  Long-Dist.  Telecomms.  38.4 

8.8  Regional  Telephone  Cos.  36.3 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Metal  &  Glass  Containers  -23.1 
Homebuilding  -21.5 
Oil  &  Gas  Drilling  -18.4 
Manufactured  Housing  -16.4 
Pollution  Control  -16.1 


Oil  &  Gas  Drilling 
Leisure  Time 
Metals 

Oil-Weil  Equip.  &  Svcs. 
Machine  Tools 


-66.8 
-52.2 
^8.4 
-46.7 
-43.1 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  witii  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Citicorp 

79 '^16 

-21^16 

IBM 

128^16 

-'5/16 

Intel 

83^/16 

-2V4 

Merck 

130^/4 

-1  'A 

America  Online 

92 '74 

-5^4 

Pfizer 

87  V2 

-15^4 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strengtti 

Price 

1-month 
change 

Tellabs 

39^16 

1  V2 

Qwest  Communications  Intl. 

30 

1^/16 

Starbucks 

34^/8 

2'^/l6 

CMG  Information  Services 

41  Vz 

V4 

Adobe  Systems 

33^8 

5V8 

Goodyear  Tire  &  Rubber 

49 

V4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

4.97 

5.02 

5.14 

90-DAY  TREASURY  BILLS 

3.99 

4.15 

5.06 

6-MONTH  BANK  CDS 

4.64 

4.72 

5.18 

1-YEAR  TREASURY  BILLS 

4.17 

4.23 

5.52 

10-YEAR  TREASURY  NOTES 

4.61 

4.34 

6.10 

30-YEAR  TREASURY  BONDS 

5.03 

4.83 

6.39 

LONG-TERM  AA  INDUSTRIALS 

6.27 

5.92 

6.86 

LONG-TERM  BBB  INDUSTRIALS 

6.94 

6.77 

7.23 

LONG-TERM  AA  TELEPHONES 

6.75 

6.38 

7.19 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate. 


lO-yr.  bond 


30-yr.  bond 


Latest 

Last 

Latest 

Last 

week 

week 

week 

week 

GENERAL  OBLIGATIONS 

4.02% 

3.95% 

4.71% 

4.63% 

PERCENT  OF  TREASURIES 

87.26 

89.99 

93.64 

95.28 

TAXABLE  EQUIVALENT 

5.83 

5.72 

6.83 

6.71 

INSURED  REVENUE  BONDS 

4.17 

4.08 

4.94 

4.83 

PERCENT  OF  TREASURIES 

90.52 

92.95 

98.22 

99.39 

TAXABLE  EQUIVALENT 

6.04 

5.91 

7.16 

7.00 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


22.5 
22.3 


American  Heritage 
Oberweis  Mid-Cap 


-24.1 
-20.5 

20.8  ProFunds  UltraOTC  Investor  -19.8 
19.7  Federated  Aggress.  Grtb.  B  -19.5 
19.2  Texas  Capital  Val.  &  Grtb.  -19.5 


Newiport  Tiger  B 
Newport  Tiger  Cub  A 
Newport  Greater  China  A 
Montgomery  Emerg.  Asia  R 
Matttiews  Korea  I 

Leaders 

52-week  total  return   

Smith  Barney  Telecomm.  Inc.  41.7  Lexington  Troika  Russia  -89.1 

Berger  Balanced  35.9  Frontier  Enuity  -72.4 

Icon  Telecomms.  &  Utilities  31.1  Dreyfus  Aggressive  Growth  -64.9 

Galaxy  II  Util.  Idx.  Retail  28.7  Vontobel  Eastern  Europ.  Eq.  -64.2 

Principal  Utilities  A  28.5  American  Heritage  -63.7 


Laggards 

52-week  total  return 


% 


Precious  Metals 
Pacific/Asia  ex-lapan 
Diversified  Pacific/Asia 
Latin  America 
Utilities 

Leaders 

52-week  total  return 

Utilities  14.4  Latin  America  -51.3 

Domestic  Hybrid  -1.4  Diversified  Emerging  Mkts.  -48.1 

Large-cap  Blend  -2.7  Pacific/Asia  ex-lapan  -43.7 

Large-cap  Growth  -3.3  Natural  Resources  -36.4 

International  Hybrid  -4.1  Diversified  Pacific/Asia  -36.1 


12.1  Small-cap  Growth 

1 1.2  Small-cap  Blend 

3.3  Mid-cap  Growth 

1.4  Small-cap  Value 
1.0  Technology 

Laggards 

%  52-week  total  return 


-13.0 
-11.7 
-10.8 
-10.1 
-10.1 

% 


are  as  of  market  close  Wednesday.  Oct.  14,  1998.  unless  otherwise  indicated.  Industry 
nclude  S&P  500  companies  only.  Fundamentals,  teclinical  indicators.  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Oct.  13.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@busmessweek.com.  NA=Not  available  '*Vanguard  Index  500  Fund 
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Editorials 


THE  AGE  OF  UNCERTAINTY 


In  the  blink  of  a  summer's  eye,  the  psychology  in  America 
has  changed  totally.  People  suddenly  don't  know  what  to 
think  about  the  economy,  their  investments,  or  their  future. 
Before  July,  the  U.  S.  had  economic  nirvana.  Now  confusion 
reigns.  Volatility  dominates  markets.  Hedge  funds  blow  up. 
Deflation  looms.  The  Asian  contagion  spreads.  Russia  de- 
faults. The  dollai-  plimimets.  CEOs  wony.  And  Wasliington  fid- 
dles with  impeachment.  Yet  the  economy  still  feels  pretty 
strong.  So  what  is  really  going  on  out  there? 

Blame  it  on  the  fog — not  the  weather,  but  a  surprising  con- 
fluence of  events  that  is  masking  the  ti-ue  fimdamentals  of  the 
global  economy,  making  life  uncertain  and  people  anxious.  Is 
the  U.  S.  heading  for  serious  economic  trouble?  Maybe.  But 
it's  also  possible  that  the  cuirent  gloom  is  overblown,  that 
Asia  is  beginning  to  find  its  legs,  and  that  the  impending  U.  S. 
slowdown  will  be  a  soft  landing  instead  of  a  hard  thud.  There 
are  five  murky  situations  to  watch  that  will  determine 
whether  the  global  economy  slides  into  a  synchronized  re- 
cession or  bottoms  out  and  begins  to  gi'ow  again. 

■  The  yen  turnaround.  The  yen  soared  an  amazing  20% 
against  the  dollar  in  the  space  of  three  days,  reversing  its 
long  slide.  A  stronger  yen  is  a  tonic  for  Asia's  malaise,  mak- 
ing Pacific  Rim  exports  more  competitive,  taking  the  heat  off 
China  to  devalue,  and  boosting  the  buying  power  of  Japanese 
consumers.  A  lower  dollar  also  cuts  the  cost  of  oU  to  Asia  and 
provides  U.  S.  multinationals  with  a  profits  fillip.  But  is  the 
yen  rebound  real  or  a  technical  imwijiding  of  liiglily  leveraged 
hedge-fund  positions?  Will  the  dollar  shoot  back  up  to  130, 
140,  or  even  150  yen  by  Cliiistmas?  Stay  tuned. 

■  The  Japanese  bank  bailout.  One  of  the  longest-i-unning  soap 
operas  appeal's  to  be  ending.  Tlie  politicians  are  thi'owing  $600 
billion  into  the  rescue,  equivalent  to  nearly  all  of  Japan's 
bad  loans.  If  it  works,  liquidity  would  start  fiowing,  and 
businesses  would  begin  gi'owing  again,  pulling  in  imports. 


But  is  the  deal  for  real?  Eight  years  of  shadow  plays  am 
false  starts  feed  the  skepticism.  This  time,  it  could  be  differ 
ent.  Stay  tuned. 

■  Monetary  policy.  The  Federal  Reserve  recently  cut  U.S 
short-tenu  interest  rates  by  a  giiidging  25  basis  points  wh 
the  shaky  markets  expected  50.  Then  the  German  Bund 
bank  flip-flopped  on  easing,  finally  saying  "Nein."  With  e 
nomic  gTowth  falling  around  the  globe,  lower  interest  rat 
are  critical.  But  the  U.  S.  and  Europe  can't  agi'ee  on  a  co 
dinated  easing.  Yet  piecemeal,  interest  rates  are  being  cu 
in  Britain,  Canada,  Spain,  China,  Japan,  Ireland,  and  Portu 
This  stealth  wave  of  rate  cuts  could  put  a  floor  under  the  nj 
cession.  But  is  it  enough?  And  will  Fed  Chairman  Ala 
Greenspan,  so  unnerved  by  market  developments  ("I've  ne\l 
er  seen  anjlhing  like  this"),  take  U.  S.  rates  down  by  anotl 
er  75  basis  points  sooner  rather  than  later?  Stay  tuned,  f 

■  The  LTCM  bailout.  Nothing  sm-prised  the  markets  mori 
than  the  sudden  neai-death  of  this  hedge  fund.  Under  tlie  ui| 
seeing  eyes  of  the  public,  regulators,  investors,  and  Waslf 
ington  politicians,  Long-Term  Capital  Management  bon-ow 
huge  sums  fi'om  clueless  banks  and  leveraged  its  capital 
unheard  of  levels  before  it  crashed  and  burned,  threatenin 
the  entire  financial  system.  Are  the  big  banks  and  W 
Sti'eet  investment  firms  now  so  wounded  they  will  stop  len 
ing,  thereby  strangling  the  U.  S.  economy?  Stay  tuned 

■  The  Asian  contagion.  Conventional  wisdom  holds  that  As 
is  in  freefall.  But  there  are  signs  that  emerging  marke 
may  be  bottoming  out.  Trade  sui-pluses  for  Indonesia,  Th 
land,  Korea,  and  Malaysia  are  soaring.  Interest  rates 
falling  sharply.  Stock  markets,  including  Hong  Kong's,  are 
15%  to  20%.  Is  this  the  tum?  Ai-e  lower  rates  and  a  risii 
yen  reliquefying  Asia,  reversing  its  dechne?  Stay  tuned. 

The  gi'eatest  hopes  and  worst  fears  of  economists  are  se 
dom  realized.  That  is  likely  to  be  the  case  once  again. 


SCRAMBLED  SIGNALS  ON  THE  DIGITAL  FRONT 


Ready  or  not,  here  comes  digital  TV.  On  Nov.  1,  42  U.  S. 
stations  will  begin  broadcasting  high-definition  TV.  They 
will  usher  in  a  new  era  of  convergence,  bringing  together  en- 
tertainment, computing,  and  telecommunications.  The  promise 
is  exciting:  spai-khng  screen  resolution,  TV  interactivity,  access 
to  the  Web,  videoconferencing  with  mom  and  dad.  You  name 
it.  But  getting  there  may  be  messy.  The  lack  of  standards 
plaguing  the  cell-phone  industry  pales  in  comparison  with 
the  situation  in  the  nascent  digital-TV  market.  The  longer  ca- 
ble operators,  broadcasters,  computer  and  equipment  makers, 
and  consumer-electronics  giants  delay  establishing  compati- 
bility for  consumer  hdtv  products,  the  longer  it  -will  take  for 
digital  TV  to  evolve  into  a  popular  industiy. 


Wasliington  was  right  to  get  out  of  the  way  in  the  rush 
HDTV.  After  all,  Tokyo  spent  biUions  and  came  up  with  tl 
wi'ong  technology — analog.  U.  S.  companies  shifted  liigh-d£ 
inition  to  digital,  clearly  the  superior  choice.  But  diven 
players  in  the  budding  hdtv  marketplace  are  creating  col 
plex  incompatibilities.  Cable  companies  and  broadcasters,  t 
example,  use  different  "modulation"  systems  so  cable  box 
won't  be  able  to  display  hdtv  broadcasts  that  originate  ov 
the  ail'.  Some  encoder  boxes  won't  work  with  some  digital ' 
sets.  In  time,  the  marketplace  should  shake  much  of  tl 
out.  But  the  failure  of  companies  involved  in  hdtv  to  coQ 
erate  early  on  will  delay  the  successful  evolution  of  the  ne 
industiy.  With  hdtv  in  its  infancy,  there's  still  time  to  fix  thj 
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I'hin^s  wo  ve  nolk  ecl  nhout  AiiuMit  tins: 

Generally  speaking, 
the  tousher  the  better. 


itor  wrcstlin,^ 
Ian  do,  rioricl.i. 


CASE  IN  POINT: 


I  lie  tlural^le 
c  liL'VV  Mtilil:)n. 


mg^  ^  - 


•  C)  yecir/10(), ()()()  mile  \Vtin\in(y  iit;<iins(  bodx' { onosioir       •  Kit^icl  boch'  ^ (  ru c  ( ii l  e. 
SLciinless  steel  exhdnst.       -All  exlerioi  body  p<inels  die  two  side^tilwinizetl  steel. 
•Passlock  thef  t  detei  renl  system       -IKiven  nice  trip        •!  8()()  9S()  24 


•  WW w. Chevrolet  com/nicd i Ini       •  sU),195^ 


Malibu. 

The  Car  You  Knew  Aniorica  Coulci  Build.         Genuine  Chevrolet 


'Whichever  comes  hrsi  See  your  dealer  loi  terms  ot  ihrs  hmrted  warionty  1 1  998  MSRP  includes  dealer  prep  and  desdnalion  charge 
Tax,  license  and  optional  equipment  additional  Malibu  is  a  registered  Irademarl  and  Chevy  is  0  trademark  ol  the  GM  Coip  ©1997  GM  Corp  Buckle  up,  America'  i"' 
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=5-p"p^|^     consider  the  Qv/est  Macro  Capacity    F'be'  Netv;ori<,  v/hich  harnesses  the  power  of  light  throi 

Nortel's  optical  networking  and  switchina  technologies  to  move  over  two  trillion  bits  of  informal 

O  Q  0  . 


